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Where Is Your Cash Being Tied Up?
Welcome to this week’s edition of Business Insights.

Cash Flow Management Is More Than Watching Your Bank Balance
Cash flow is one of the most important areas of financial management for a business.

Even a profitable business can experience cash flow pressure if too much money becomes tied up in its day-to-day operations.

The important question is:

Where is your cash being tied up?

Understanding the answer can help you identify practical opportunities to strengthen your business' cash flow position.

[bookmark: _9j3f24298l66]UNDERSTAND YOUR CASH FLOW CYCLE
Consider what happens when a business purchases stock:
Receive Stock → Pay for Stock → Sell Stock → Customer Pays

During this period, cash is effectively “locked up” within the business.

The longer this process takes, the more working capital the business may require.

Reducing unnecessary delays throughout this cycle can therefore have a positive effect on cash availability.

[bookmark: _3gy0zej9ol6f]STOCK & INVENTORY
How much cash do you currently have invested in stock?

Regularly reviewing your stock can help identify:
1. High-volume, high-margin products
1. High-volume but low-margin products
1. Slow-moving stock
1. Low-volume, low-margin products

Stock that is not selling or generating an appropriate margin can unnecessarily tie up valuable cash.

[bookmark: _a9hqm6rs4hva]WORK IN PROGRESS
Work that has been completed but not invoiced can also place pressure on cash flow.

Your business may already have paid salaries, materials and other expenses associated with the work – but you cannot collect payment from the customer until an invoice is raised.

Regular invoicing of Work in Progress should therefore form part of your Cash Flow Management system.


[bookmark: _fp7exav1mx7e]DEBTORS
If you provide credit to customers, how long are they actually taking to pay?

Monitoring Debtors’ Days Outstanding can help you identify whether customers are taking longer to pay their accounts.

As Debtors’ Days Outstanding increases, more of your business' cash can become tied up in outstanding customer accounts.

A sound Debtors’ Management System is an important part of effective Cash Flow Management.

[bookmark: _bk385aua62mv]CREDITORS
Are you paying your suppliers earlier than necessary?

If you have negotiated 30-day payment terms but regularly pay invoices significantly earlier, cash is leaving your business sooner than required.

However, consistently paying later than your agreed terms can also create problems if suppliers demand that overdue balances be brought up to date.

The objective should be to manage supplier payments in accordance with the trading terms you have negotiated.

[bookmark: _bcjnhnl809xc]WATCH YOUR CAPITAL EXPENDITURE
Capital expenditure can have a significant impact on cash flow.

Preparing a Budget is important – but you also need to monitor actual expenditure against that Budget.

If a project is going to cost more than anticipated, consider how the additional expenditure will be funded before making the commitment.

[bookmark: _9aweiwbi3183]DON'T IGNORE THE SMALL LEAKS
Wastage, leakage and pilferage can gradually reduce the cash available within a business.

Regularly compare these costs against your budget and investigate significant variations.

Small amounts occurring repeatedly can become substantial over the course of a year.

[bookmark: _eiama9t14ly9]BE CAREFUL WITH UNBUDGETED EXPENDITURE
Unexpected payouts, loans or asset purchases can significantly affect your cash position.

Before committing to substantial expenditure that was not included in your original Budget, ask:
What effect will this have on our Cash Flow Forecast?

A decision may appear affordable today but create financial pressure several weeks or months later.



[bookmark: _n1rvu6rix63m]QUESTIONS TO ASK ABOUT YOUR CASH FLOW
Take a few minutes to consider:
1. Where is cash currently tied up in your business?
1. Are you holding too much slow-moving stock?
1. Is Work in Progress being invoiced promptly?
1. How long are customers taking to pay?
1. Are suppliers being paid according to negotiated terms?
1. Is Capital Expenditure within budget?
1. Are there unexpected costs affecting your cash position?
1. What does your Cash Flow Forecast indicate for the months ahead?

Understanding these areas can help you identify potential Cash Flow Management problems before they become more serious.

[bookmark: _kw61jhb6gd07]CASH FLOW MANAGEMENT SHOULD BE ONGOING
Effective Cash Flow Management is not something that should only be considered when the business experiences a cash shortage.

Regular monitoring of Stock, Work in Progress, Debtors, Creditors, Capital Expenditure and other significant cash movements can provide management with a clearer understanding of the business's financial position.

Your Accountant or Bookkeeper can assist you to review these areas, develop appropriate Cash Flow Forecasts and identify strategies to strengthen your Cash Flow Management.

Please do not hesitate to contact the Accountant in our organisation whom you normally deal with.


	[bookmark: _30j0zll]An Important Message
While every effort has been made to provide valuable, useful information in this publication, this firm and any related suppliers or associated companies accept no responsibility or any form of liability from reliance upon or use of its contents.  Any suggestions should be considered carefully within your own particular circumstances, as they are intended as general information only.
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