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What Is Cash Flow?

Cash flow is the movement of money into and out of a business. In other
words, how much money is coming into your business from sales and how
much money is going out on purchases, expenses and wages?

Don’t confuse your profit with cash flow. You can make a loss and still have a
positive cash flow. More importantly, your business can make a profit but still
fail due to a negative cash flow. This happens when the business has not yet
received the revenues it is owed. The net result, there is not enough cash for
the business to operate.

Example: A restaurant

Customers may pay by debit or credit card and there is generally a delay
inreceiving payment from the card merchants. This delay can have major
consequences as the restaurant needs cash to buy fresh ingredients on a
daily basis and to pay wages. Remember that cash (flow) is king.

Remember that your profit and cash flow are different. Always be aware of
your cash flow even if you're profitable.

How Does Cash Flow Affect You?

Your cash flow will have significant effects on how your business operates over
short and long periods of time, particularly if you have a negative cash flow:

1. Paying Employees

You may struggle on pay day to cover your employees’ salaries or wages. If
this continues to happen how will it affect your employees? Not only do you
have to pay employees you also have to account for employer’s taxes to the
government authorities as well.

Don’t forget, once you’ve paid your employees, you still need to pay the tax
man.

2. How You Analyse Your Business
As we mentioned earlier, cash flow, and not profit should be at the front of
your mind as regards to the day to day operation of your business.
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Any decisions that are made regarding the finances of the business (pricing,
suppliers) should be made with your cash flow in mind.

3. Serving Your Customers
If you can’t pay your suppliers then eventually you won’t be able to get your
hands on the inputs your business needs to operate.

Without the necessary supplies you may not be able to fill outstanding orders.
It could also mean a restricted offering for your customers. This could affect
your sales which could lead to recurring cash flow issues.

Measuring Your Cash Flow

If you know how to accurately measure your cash flow then you will be better
prepared to accurately forecast for the coming months. At the most basic
level, cash flow is the receipts coming into the business minus cash paid out
of the business. This results in your cash position for that period. If you have a
positive cash position for the period then your business has been able to meet
all of its obligations. However if it is negative then you may have problems
paying bills and wages.

Cash Receipts - Cash Payments =

Net Increase/Decrease in Cash

Previous Cash Position +/-
Net Increase/Decrease in Cash =

Current Cash Position

Cash Flow Forecasting

Cash flow forecasting is some of the most important analysis you can do to
ensure the ongoing success of your business. Forecasting for the coming
months will allow you to predict your cash position moving forward. This can
show if you will be able to meet your obligatory payments. More importantly
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though, it will give you time to take necessary action if you feel there may be
issues on the horizon. Forecasting your cash flow mitigates any nasty surprises
in the future, and builds a foundation of accurate data to ensure the success
of your business going forward.

Managing & Improving Your Cash Flow

Keeping on track of your cash flow is obviously important. Following these
best practice recommendations should result in a better cash position for
your business and a good foundation for success going forward.

1. Plan

The firststep to a good cash position is to be aware of whatit will be. Forecasting
your cash flow over the coming months will alert you to any possible issues
ahead of time, allowing you to take preventative measures. Being aware of
recurring revenues and outgoings is the first step.

2. Invoicing

A sale isn’t a sale until it has been invoiced. If you wait 3 days to invoice your
customers then 3 days have automatically been added onto the time it will
take to receive payment.

The quicker you invoice, the quicker you will get paid. Make sure that your
invoice contains the necessary bank information and any customer required
entries such as PO numbers. It should also be addressed to the right person
to guard against any delays in payment.

3. Identify Major Outgoings

By using your accounts to gather information on your business you should
be able to see what outgoings are the largest. Is there room to reduce them
without sacrificing your offering? Perhaps through bulk ordering?

4. Credit Control

Credit control is a system used in business to make certain that it gives credit
only to customers who are able to pay. Each business should have a credit
policy outlining what is allowable.

As part of the policy a credit limit could be enforced on customers who have
had a history of payment difficulty. Accept deposits up front for large orders.
Deposits can help finance the cost of providing goods/services without
negatively impacting your own cash position too much.
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It is extremely important that you remind customers to pay their invoices.
Don’t assume that because it has fallen due that it will be paid. Chase your
revenue.

5. Payment Terms

Make sure that your payment terms reflect your cash flow situation. You can
improve your cash position by shortening your payment terms if you need
money to come in quicker.

When paying your own suppliers, you should wait until the payment becomes
due. This period of time is free credit for your business that you should use to
manage your cash flow.

6. Tax Collecting
Money that you collect for taxes, particularly VAT isn’t actually yours. You are
collecting on behalf of the government.

Perhaps consider opening a second bank account which is solely for the taxes
that you collect and is not to be accessed for any other reason. This way you
won’t spend this money on your operations and leave yourself open to interest
and penalties.

7. Payroll
Asyour employees’ salaries or wages are likely to be one of your main outgoings
in your business, it is important that they are processed properly.

In addition you may be liable for employer’s taxes. Investing in a simple payroll
system could save you headaches in the long run.

8. Your Relationship With Your Bank

As a start up or small business the relationship you have with your bank
manager can be important. They may be able to help with overdrafts, loan
facilities or even a short team moratorium on existing loan repayments if it is
a particularly bad time for you.

Keep them informed of what position you are in and what is forecast for the
future.
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The Benefits Of Good Cash Flow Management

Hopefully the issues that we have outlined above will help you to be more
aware of your cash position and ultimately help you to improve it. As cash
flow is paramount to the success of your business monitoring your cash flow
will actually help your business thrive. While it is helpful in ensuring the
liquidity of your business, good cash flow procedures will help build and grow
a sustainable business.

1. Pay Your Debts

You should be better able to pay any bills that fall due when your cash flow is
strong. Paying promptly on the due date will lead to a better relationship with
your supplier.

This in turn means they may be more understanding if you have difficulty
paying for one particular order on time. Paying your debts will mean your
credit rating will not be impacted, meaning that you should be able to get
debt financing a lot easier if you need it in the future.

2. Less Stress
The most important personal benefit for you as a business owner is the
reduction in stress levels when you have a good cash position. It is not a nice

position to be constantly worried about whether or not you will be able to pay
bills.

When you’re a business owner you could be responsible for the salaries of
employees too. With a good cash flow you can spend less time worrying and
more time growing your business towards success.

3. Expansion

Growing your business is far easier with a good cash position. Good cash flow
can reduce your reliance on debt financing when the time comes to expand.
This might save you having to pay expensive interest on expansion loans in
the future.
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Cash Flow Checklist

Forecast: Have you planned for your future incomings & outgo-
ings? Identify large and recurring outgoings.

Invoice Immediately: How long does it take after you make a
sale to invoice?

Details: Is your invoice addressed to the right person and are
your correct bank details included?

Payment Term: Is your payment term correct for your current
cash position?

Follow Up: Have you followed up promptly seeking payment
once the payment term has elapsed?

Deposit: Is the order from a customer large? Do you need to
spend a lot to complete it? Consider taking a deposit.

Credit Limit: Do you have a customer that pays late regularly?
Consider a credit limit to protect your cash position.

Your Bills: Are you waiting until the payment term is up before
you pay? This is a free period of credit for you.
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Online Accounting Software

WHO WE ARE

Big Red Cloud is a leading supplier of online account’s software to the SME
market.

Our online account’s software is simple and easy to use and takes only minutes
to set up. It is designed to enable smart business people get on with doing
what they do best which is to sell their products or services.

We believe in giving exceptional value by including multiple users, unlimited
transactions, telephone, email, live chat support and free access for your
accountant and bookkeeper, all for a low monthly fee.

Join over 35,000 businesses that have already made the smart move and get
your business up and running with Big Red Cloud’s online accounts software.

European HQ UK Office

Rathdown Hall Basepoint Business Centre
Upper Glenageary Road Metcalf Way

Glenageary Gatwick

County Dublin West Sussex, RH11 7XX
Ireland United Kingdom

Tel: +353 (0) 1 204 8300 Tel: + 44 (0) 161 926 8822

info@bigredcloud.com

www.BigRedCloud.com
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