Managing Your Cash Flow
Section 1:  For any business owner cash flow is king.  Without it, equipment cannot be purchased, new products cannot be developed or promoted, employees cannot be paid and, in essence, business cannot be conducted.  It is imperative to the future of your company to always know how cash flows in and out of your business.  Preparing a cash budget will help you track your company’s cash flow on a monthly basis.  Once you have carefully mapped out a cash budget, you will be able to compare it to the actual cash inflows and outflows of your business.  You will find that this comparison will help you project future cash needs and alert you to any cash shortages heading your way.

________________________________________________________________________

Section 2:  Let’s take a look at an example of a business facing a potential cash crunch.  When you are finished reading, click on the continue button.

Section 3:  If the partners had taken the time to prepare a cash budget, they would have seen that they needed at least half of the payment upfront, and the remaining half could be paid upon delivery.  This is a simple example, but when your company gets bigger and busier, tracking your cash is imperative to the survival of your business.

The fundamentals of cash flow seem simple enough, but the real question is if it is so simple, why do so many companies have to scramble to make payroll each week or pay monthly vendors?  The answer is that many businesses are so thrilled to book revenue, they forget to analyze the costs of producing the product, and they often do not consider that It may take several months to receive payment from their client.

________________________________________________________________________

Section 4:  Hopefully you are convinced now to analyze your company’s cash flow, so let’s go ahead and do it.  First you will need to look at your operating expenses.  To do this, you will want to examine your checkbook or ledger.  Look for additional expenses that are paid each month, which you may not consider a line item expense.

Make an honest list of all your monthly and quarterly operating expenses.  Regardless of how small the amount is, if you are making a payment monthly, that expense needs to either be a separate line item, or bucketed and added to another line item.  As you review your expenses paid each month, you will be able to see in black and white where your money is going and, if necessary, where to control or adjust expenses.

Next, analyze past sales and realistically project future sales.  The year’s sales can be predicted either by taking last year’s figures and adding expected price increases and anticipated volume increases, or by predicting the number of units of a product to be sold during the year, then converting those units into a dollar value. 

Now, look at the cost of goods sold.  In other words, what is the cost to produce your product or service or the amount paid for what you sell?  To determine this, you can project the number of units of a product you anticipate selling and the cost of the units to produce.  Multiply the units by the price and arrive at the total cost of goods per product.

________________________________________________________________________

Section 5:  Now that you have a better understanding of your budget, you will want to understand your company’s cash flow status.  You will want to track when cash comes in and when it goes out.  There are several ways to project cash in.

Now, take a look at how your bills are paid.  Once again there are several methods to consider.  Once you have calculated your cash inflow and outflow use those figures to compute your cash balance.  Simply subtract monthly disbursements from total cash receipts.  Make sure you add in any available cash on hand, or in your checking and savings accounts.

________________________________________________________________________

Section 6:  Collecting money is not fun for most people.  But business owners need to be on top of their receivables so that their cash flow stays positive.  One of the most important things you can do is bill your clients on time and enforce your collections policy. 

