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Cash is king when it comes to the 
financial management of a company;

The time you have to pay your suppliers 
and staff and the time you collect from 
your customers is the problem;

The solution is cash flow management!

Why Cash Flow Management
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Cash flow management means 
delaying outlays of cash as long as 
possible while encouraging anyone 
who owes you money to pay as 
rapidly as possible ! 

Why Cash Flow Management
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Techniques to Improve 
Cash Flow

• Managing your working capital
• Manage Business Risks
• Collect Quickly
• Managing Payables
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What is Working Capital 

A measure of both a company's efficiency 
and its short-term financial health. 

Working Capital = Current Assets – Current Liabilities 

Positive working capital 

Negative working capital 
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Managing your Working Capital

• Need enough working capital to set up    
business

• Maintain a level of working capital
• Short-term Financing (ex. Line Of Credit) 

can be used to make purchase 
• Long-term Assets should be financed       

through Long-term Loan



Manage Business Risks

• Business Risks:
1) What if that big order suddenly comes in?
2) What if that big order is cancelled
3) What if that important client goes under owing 

me money?
• Reduce the risk by Planning Ahead and 

having a more diversified clients base
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Collect Quickly

• Invoice as early as possible;
• Offer discounts to customers who pay 

early;
• Ask customers to make a deposit; 
• Require credit checks on all new non-cash 

customers; 
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Collect Quickly
• Get rid of old, outdated inventory; 
• Follow up immediately if payments are slow 

in coming; 
• Track accounts receivable to identify slow-

paying customers;
• Instituting a policy of cash on delivery 

(c.o.d.) is an alternative to refusing to do 
business with slow-paying customers. 
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Managing Payable
• Take full advantage of creditor payment terms, (if due 

in 30 days, don't pay it in 15 days);
• Use electronic funds transfer to make payments on 

the last day they are due; 
• Communicate with your suppliers so they know your 

financial situation;  (you'll need their trust and 
understanding);

• Carefully consider vendors' offers of discounts for 
earlier payments, (the devil is in the details);

• Don't always focus on the lowest price when choosing 
suppliers. Sometimes more flexible payment terms 
can improve your cash flow. 



Example

• Company XYZ 
• Income Statement at the end of year 1
• Cash Budget at the end of year 1







Positive Net Earning     VS     Negative Cash Balance

© Copyright 2007 ACSBE. All Rights Reserved.



Factors Causing Negative 
Ending Cash Balance

1) Lack of working capital
2) Loan Repayment
3) Account Receivable turnover
4) Account Payable turnover
5) Bad debt expense : 4%
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Two Options

• Increase the initial working capital 
- Increase bank loan
- Increase investment from shareholder

• Managing Receivable & Payable
- Decrease Account Receivable turnover
- Increase Account Payable turnover
- Decrease Bad Debt Expense      
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Impacts on Those 2 Options

• Option 1: Increase Working Capital
- Impact: Reduce Net Earnings 

(Interest expense      )
• Option 2: Managing Receivable & Payable

- Impact:  No
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OPTION 2

Decrease Account Receivable turnover

Increase Account Payable turnover

Decrease Bad Debt Expense 
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Managing 
Account Receivable

• Receivable turnover: 90 days          60 
days

• Offer Discount: 2%, 30 Net 60
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Reduce Bad-Debt Expense

• Require credit checks on all new non-cash 
customers: 

Bad Debt: 4%             2%
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Managing Accounts Payable

• Account Payable Turnover:
30 days      60 days

HST Payable Turnover:
30 days      90 days
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Financial Ratios

• Profitability Ratios 
• Asset Utilization Ratios
• Liquidity Ratios
• Debt Utilization Ratios
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Where you can get Industry 
Average Financial Ratios?

• Bankers
• Local Board of Trade / Local Chamber of 

Commerce
• Industry Association
• Statistics Canada
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