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The Art of Managing Cash  
Managing cash is the art of holding enough cash—but no more than enough. It’s a balance between: 

1. Having enough cash to meet needs and capture opportunities 
2. Minimizing the reduction of earnings caused by holding cash 

Cash flow is the amount of money flowing into and out of a business. Cash flow is NOT the same as 
profit.  

Profit is an accounting concept of revenues (a.k.a. income) reduced by expenses. You can’t pay your bills 
with profits. Vendors only take real money.  

Investing all your cash in business assets, and even borrowing money to invest in business assets, 
increases your returns but also increases your risk of running out of cash. In that scenario, you have low 
cash but high profits and risk. On the other hand, having lots of cash means your risk of bankruptcy is 
low, but your earnings are likely low, too. Owners may not be happy with the return they are getting 
from their investment in the company.  

Here's how this looks visually: 

 

Cash flow mistakes can cause missed opportunities and stress. Worst case scenario, they could be fatal 
to the company. Below are some classic mistakes made by small businesses:  

• Not monitoring cash flow 
• Watching historical cash flow but not projecting cash flows 
• Thinking you can spend cash if there is money in the bank 
• Letting receivables go months past due 
• Not starting with enough cash 
• Not keeping a cash cushion 
• Overspending 
• Not saving enough cash to pay taxes 

This guide will show you how to avoid those mistakes. More importantly, it will give you a tips for 
improving your cash flow. It starts with improving your cash conversion cycle.  

  

Looking for even more cash flow ideas? Check out my book  

Conquering Cash Flow: The Complete Guide to Small Business Cash Flow 

On Amazon. 

https://www.amazon.com/Conquering-Cash-Flow-Complete-Management-ebook/dp/B09JL7L11G/
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Speed Up Inflows and Slow Down Cash Outflows 
The Cash Conversion Cycle  
The art of managing your cash conversion cycle is to delay the outflow of cash as long as possible while 
accelerating the inflow of cash. The cash conversion cycle is the length of time from when you pay cash 
to suppliers or employees until you receive cash on your sales. 

The shorter the cash conversion cycle, the more cash you have to capture opportunities, make 
investments, or pay critical bills. 

Below are a series of tips to speed up cash inflows and slow down your cash outflows. 

Ways to Speed Up Cash Inflows 
Don’t Procrastinate: Ask for the Payment 
Some owners are so busy working in the business that billing their customers slides to a lower priority. 
The money due to you won’t arrive until you ask for it. The longer you delay, the harder it is to collect 
payment. 

 
Incentives for Quick Payment on Receivables 
Sometimes, your customers just need a little incentive to pay you more quickly. It’s very common for 
companies to state the following payment terms in their invoices: 

• Due upon receipt  
• Net 10 
• 2% 10, Net  
• Past-due charges  

 
Deposits and Progress Payments 
For example, you may request a 50% deposit at the time of a custom order. Projects that take a long 
time are good choices for progress payments. Construction jobs are an example of large projects paid on 
a progress basis.  

 
Contact Your Past-Due Customers 
Your customers will take paying you as seriously as you take collecting payments. Allowing payments to 
trail well after the due date trains the customers that they can pay you late. Monitor your past due 
report at least weekly to identify customers that need a call or email to nudge them to make a 
payment.    

A tip is to ask them to respond to you with a commitment of when they will make their payment. They 
may not be able to make it immediately, but they must state when they can make the payment. All 
future conversations are then just holding them to their word. 
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Consider a Collections Company 
They will keep a percentage of what they collect as a fee. They will charge a higher fee for older 
receivables and receivables that are harder to collect  

 
Cash Management Services 
Banks have ways to help you collect your money faster to automate cash flow management. 

• Remote deposit capture  
• Lockbox  
• ACH, debit card, and credit card payments  

 
Factoring 
Factoring may be a cash flow management option for you if you want fast cash from your receivables. 
The factoring company pays you 70-95% of your receivables immediately and collects on those 
accounts.  

 

Ways to Slow Down the Outflow of Cash 
Maybe the quickest way to summarize this next section is to take everything I said in the above section 
on how to speed up your receivables and to do the opposite when paying your bills. Let’s dive into a few 
more details. 

 
Pay Your Bills as Late as Possible 
Check the invoice or your contract with the vendor for when late payment fees start to be charged. 
Make the payment before the due date. Pay just before they assess a late fee.  

One of the lessons I learned early in my career as an accountant is not to pay the late fee on an invoice. 
Some vendors will write this off if you make your payment. Others don’t. You’ll soon learn who will 
charge it to you and who won’t. 

 
Leasing Instead of Buying 
You can avoid the large amounts of cash needed for large purchases through leasing. You’ll want to 
work with your accountant or calculate for yourself whether leasing makes more sense than getting a 
bank loan.  

 
Negotiate a Payment Plan 
If it looks like you won’t be able to make your full payment before the due date, you can call the vendor 
to work out a payment plan. The worst thing you can do when you aren’t following payment terms is 
not to communicate.  
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Make Hard Decisions 
It’s not an easy decision to reduce compensation or lay people off, but sometimes, tough times call for 
tough decisions. There are a couple of ways to reduce the need to cut fixed expenses during hard times: 

• Build a company with expenses that rise and fall with your sales rather than locking in fixed 
costs.  

• Keep overhead low and efficiency high, even during good economic times.  

Keeping an Eye on Cash Flow  
With cash, ignorance is not bliss. Not knowing your current and projected cash balances is one of the 
biggest mistakes you can make. Anticipating cash crunches gives you time to avoid them.  

How often should you monitor cash? Here's a table of some guidelines: 

 
You can monitor your cash flows from three perspectives: 

• Historical cash flows 
• Cash metrics 
• Forward-looking cash flow projections 

Let’s dig deeper into each. 

Historical Cash Flows 
The accounting and auditing rules define a standard format for a formal statement of cash flows. This 
format has three main sections: 

• Cash flows from operations: Typical large cash flows in this section are cash receipts from 
customer sales and cash payments to suppliers and other vendors. It also includes tax payments. 
A healthy company has positive cash flow from operations.  
 

• Cash flows from investing: This includes cash flows caused by the purchase or sale of 
equipment, land, buildings, furniture, or investments. 
 

• Cash flows from financing: Financing cash flows arise from cash receipts from owners investing 
in the company or cash paid out in dividends. It also includes cash from borrowings and cash 
payments on those loans. 

One of the first things to look at on a statement of cash flows is the total net cash flow of each of those 
sections. You want your cash flow from operations to be positive to buy equipment or other assets (an 
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investing activity). You may need cash for loan payments (a financing activity). You ultimately want cash 
to pay the owners (a financing activity). You need to find financing sources of cash if your cash flow from 
operations is running negative. 

Cash Metrics 
Cash metrics are ratios of your cash flows over time or your cash balances at a point in time. The 
amount that’s a good ratio for your company is unique to each industry. The most useful analysis to do 
with these ratios is to compare your ratios to companies like yours or compare your ratios over time to 
spot trends. I’ll show you some of the best cash metrics later. 

Forward-Looking Cash Flow Projections 
There are numerous benefits of a cash flow projection. They go well beyond the survival of your 
company or the ability to have the cash available to capture an opportunity when it arises. Here are 
some of these benefits. 

• Early identification of potential low (or negative) cash balances 
• Your bank, investors, or other stakeholders need it 
• Operations coordination 
• Identify cash “leaks” (i.e., small expenses that drain cash) 
• Identify the need to get a loan or a capital infusion 
• Avoid tax penalties 
• You’re have time to be ready for big cash outflows 
• Match cash outflows to the seasonality of inflows 
• Plan out ownership equity distributions 
• Capture Opportunities 

To learn more about cash projections and get a free template, check out the cash flow topics page of 
CFO perspective (https://cfoperspective.com/cash/).  

https://cfoperspective.com/cash/
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Metrics to Montor 
Here are a few key metrics to consider monitoring. 

Cash Cycle Metrics 
The cash conversion cycle can be broken into three time periods with a metric to measure each period. 
They are summarized below: 

Period  Metric 

Inventory to sale  Days of inventory outstanding 

Sale to cash + Days of sales outstanding 

Purchase to payment - Days of payables outstanding 
 

Total Cash Conversion Cycle 
The cash conversion cycle is the total number of days from when you pay cash until you receive cash 
from sales. You can monitor the full cycle time or each of the three periods individually to isolate exactly 
where your cash conversion cycle is speeding up or slowing down.  

• Days of Inventory Outstanding (DIO): Average inventory / (cost of goods sold/365) 
• Days Sales Outstanding (DSO): Average receivables / (net sales/365) 
• Days Payable Outstanding (DPO): (Average payables + average accrued liabilities) /  

 
Working Capital 
Working capital can be measured two ways.  

1. Net working capital is calculated as your current assets minus your current liabilities. 
2. The current ratio is your current assets divided by your current liabilities.  

If your working capital is… It means your… 

= 1.0 current assets are equal to your current liabilities. 

< 1.0 current assets are less than your current liabilities. 

> 1.0 current assets are more than your current liabilities. 
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The amount the ratio is above one tells you the cushion you have above your current assets equaling 
your current liabilities. You just take the amount above one, multiply it by 100, and that’s the percent 
cushion I have.  

 

Quick Ratio 
The quick ratio is calculated as current assets (minus inventory, prepaid expenses, and supplies) divided 
by current liabilities. This ratio removes some illiquid assets and is a tougher test of your cash flows than 
the current ratio.  

Like the current ratio, higher is better from a cash flow perspective. A common recommendation is for 
this to be equal to one or higher. 

EBITDA 
EBITDA is a metric that’s a simpler version of cash from operations. It reduces earnings by non-cash- and 
non-operations-related items. It stands for Earnings Before Interest, Taxes Depreciation, and 
Amortization.  

Positive EBITDA means that the core operations of the company are likely producing positive cash flow. 
This measure does not include changes in working capital balance sheet items like accounts receivable 
or accounts payable. Cash from operations from the statement of cash flows is a more detailed and 
accurate measure. 

Debt service coverage ratio (“DSCR”) 
The debt service coverage ratio is a type of debt-to-income ratio that’s used for business loans. It’s 
calculated as cash flow by debt payments. The cash flow number used is usually EBITDA.  

At the banks I worked at, lenders were looking for a ratio of 1.25 or higher. This is consistent with 
industry norms and Small Business Administration (SBA) loans. A ratio of one means EBITDA equals debt 
service. The minimum ratio of 1.25 adds a .25 or 25% cushion.  

Burn rate 
The burn rate is the amount of cash you spend over a period of time. It’s usually measured monthly. You 
can estimate your burn rate by calculating your change in cash during a past period divided by the 
number of months in that period. You can also use the projected change in cash from your cash 
projection divided by the number of months in the projection.  
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This metric tells you roughly how long you can survive until you need to raise more funds (for example, 
from venture capital or from current owners). This is a crucial metric for startup companies who have no 
inflows or not enough to fund their growth.  
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Sources of Funds 
There are four major types of sources of funds: 

• Net Cash from Operations 
• Asset Sales 
• Borrowing  
• Equity Ownership 

Below is a table that lists ways to increase cash from the four sources of cash. The following chapters 
will go into more detail on these methods to increase cash. 

Debt 
Credit cards Business lines of credit (LOC) 
Equipment loans Commercial real estate (CRE) 
Construction loans Personal loans 
Trade finance Merchant cash advances 
Purchase order financing Invoice financing 
Debt securities (bonds) Convertible debt 
Mezzanine financing  
  

Equity 
Common equity Angel investors 
Preferred stock Venture capital 
 Crowdfunding 

Sales of Assets 

Factoring Sale of equipment 
Sale of buildings Clearance inventory 
Securitizations  

Cash from Operations 
Ways to Speed Up Cash Inflows Ways to Slow Down Cash Outflows 

Send invoices soon after service Don’t pay until due date 
Email invoices Renegotiate payment terms 
Deposits and progress payments Leasing instead of buying 
Incentives/discounts for quick payment  
Contact past-due customers  
Collections companies  
Electronic payments  
Remote deposit capture  
Lockbox  

 

 

Loans and Debt 
Below are common types of bank loans used by small businesses. 
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Credit Cards 
• They’re an easy source of financing when someone is hungry for money to fund their business 

dream.  
• When owners sign up for and use multiple credit cards, it can seriously hurt their credit score.  
• If cash gets a little tight and they start missing payments, even bigger damage is inflicted on 

their credit score.  
• Credit cards have very high interest rates and fees, especially when a payment is missed.  

Business Lines of Credit 
• Excellent business loan choice for short-term cash flow needs.  
• You usually pay an annual commitment fee based on the commitment amount of the loan. Your 

commitment amount is the maximum amount that can be borrowed at any one time. 
• Interest is paid monthly based on the sum of the previous month’s daily principal times the daily 

interest rate.  
• Lines of credit usually have a floating rate, often with the Prime rate as the index. Floating rate 

means the rate can change on a frequent basis (for example, on a daily or monthly basis). 
• One way lenders ensure that the line is used for short-term needs is by requiring that you 

periodically “rest the line.” Resting the line means paying the principal balance down to zero.  
• Lines of credit are for short-term working capital needs like inventory, payables, or payroll.  
• Lines are also used for longer seasonal needs.  

Equipment Loans 
• Equipment loans are term loans with amortization terms of 3–10 years and no balloon term.  
• They are usually fixed-rate loans with consistent payments.  
• They are collateralized by the equipment that’s being purchased with the loan funds. 

Commercial Real Estate Loans 
• Commercial real estate loans, called CRE loans for short, may have fixed rates or variable rates.  
• They can have different repricing, balloon, and amortization terms.  
• They are collateralized by commercial real estate.  
• You may want to investigate loans from insurance companies if you are borrowing more than a 

few million dollars for CRE. Insurance companies may have very competitive rates, especially for 
fixed-rate loans with long terms.  

Construction Loans 
• Construction loans have a term of one to two years.  
• They are usually floating rate.  
• Monthly draws or advances are made on the loan to pay the builder based on how much 

construction has been completed since the last payment.  
• At the end of the construction period, the construction loan is converted or refinanced into a 

commercial real estate loan. 
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Personal Loans 
The line between personal finances and business finances is very thin for small businesses. It may be 
easier for small business owners to qualify for a personal loan than to get a loan for their business. Some 
options include: 

• Credit Cards 
• Home Loans 
• Home Equity Lines of Credit (HELOCs) 

Some business owners may prefer to use a HELOC over a business line of credit because you don’t pay a 
commitment fee with a HELOC. A HELOC rate may be lower than a business line.  

Other Types of Debt 
Trade Finance 

• Any time you purchase something and are invoiced, you’ve incurred trade debt.  
• The most substantial form of this is buying inventory on credit.  

Merchant Cash Advances 
• Merchant cash advances are loans against future credit card sales receipts.  

Purchase Order Financing 
• Purchase order financing is when you receive short-term loans based on your purchase orders.  

Invoice Financing and Factoring 
• Invoice financing is a loan that’s based on your accounts receivable.  
• Factoring is not a loan; it's an asset sale. It’s the sale of your accounts receivable at a discount to 

a factoring company. 

Debt Securities and Securitizations 
• These are very complex and highly regulated.  You’ll work with an investment bank for these.  
• Securitization is a sale of assets and not debt issuance.  

Pros of Debt 
• Unlike raising funds by selling parts of the company, borrowing allows current owners to get 

funding without diluting their ownership. 
• Lenders require a lower return than owners do. This means that the cost of interest and fees is 

less than the cost of capital of equity. 
• Loan payments are very predictable. You usually pay the same principal and interest amount 

each month. 
• Interest payments are tax deductible, unlike dividends paid to owners. This is another way the 

cost is lower than equity funding. 
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Cons of Debt 
• Personal guarantees are often required. That means lenders can require payment from your 

personal assets when the business doesn’t have enough cash to make the loan payments. 
• If the company can’t make the loan payment, creditors could also force the company into 

bankruptcy. 
• The amount you can borrow may be limited to the assets you have available. Equity investors 

are willing to provide funding for the opportunity to receive future earnings. Lenders want to 
see current cash flow before they invest. 

• Another issue with pledging collateral is the complexity it causes when you want to sell those 
assets. Getting a buyer and seller to come to an agreement can be tough enough. Lenders with a 
security interest in an asset sometimes feel like a third party to that transaction. They want to 
be paid off when you sell assets you pledged.  

• One of the pros I listed for debt is that payments are predictable. That can also be a con. You 
must make those payments even when your cash flow is low.  
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Equity 
There are a few options for equity investors:  

• The first is selling only to current owners. The benefit of this is that current owners don’t have to 
split their ownership with new owners. When new owners reduce their share of ownership, it’s 
called diluting their ownership. A capital raise from just current owners avoids that. 

• Another option is to sell to a smaller group of investors in a private placement. These investors 
must meet certain income asset thresholds to be eligible to invest in a private placement. 

• Two well-known types of investors who can provide funding early in a company’s life are angel 
investors and venture capitalists. I’ll explain these more soon. 

• Finally, a very visible way companies raise equity is in their initial public offering. Now the 
ownership is traded to the broad public, which brings a host of regulatory issues.  

Angel Investors 
• Angel investors are often wealthy individuals but could be a group of investors.  
• They usually invest at an earlier stage than venture capital.  
• They expect a higher return than venture capital.   

Venture Capital (VC) 
• Venture capital often comes from professional managers who source funds from institutional 

investors.  
• A big part of the job of the VC managers is providing guidance. This can also be true with angel 

investors.  

Pros of Equity 
• Unlike with debt, equity investors are rarely required to make a personal guarantee. However, 

owners' personal assets are subject to credit claims with certain business structures, like sole 
proprietorships. It’s so easy now to get an LLC that it’s madness for someone to expose their 
personal assets like that. 

• You don’t have to pledge collateral. Like I mentioned in the debt section, investors are willing to 
fund you beyond the value of your current collateral.  

• You are not required to make regular payments like with loans. If your cash flow is low, you can 
suspend dividends or other distributions to owners. If creditors aren’t paid on schedule, they 
can force you into involuntary bankruptcy. Equity holders can’t do the same when you 
discontinue their dividends.  

Cons of Equity 
• Dividends aren’t tax deductible like interest payments on debt. 
• Equity is usually the most expensive form of capital for a company because the investors take on 

more risk than any other type of investor. 
• Issuing debt doesn’t dilute your ownership, but issuing equity can dilute the current owners' 

share of their ownership in a company. That decrease can be massive. When companies are 
close to failing, they may issue new equity that makes all existing shareholders minority 
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shareholders, sometimes a tiny minority. This happened to shareholders of some banks during 
the Great Recession. 

• Ownership dilution dilutes not only the current owners’ economic share of a company but also 
their control. You see this often where a founder of a company slowly loses control of that 
company as they raise successive rounds of funding. Even if a company doesn’t issue new stock, 
control may shift as new investors gain a concentration or plurality of current shares.  
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Everything In Between 
We’ve looked at debt and equity as two distinct buckets. The range of funding is actually closer to a 
spectrum between debt and equity. Now we’ll look at types of funding that fall between pure loans and 
equity. 

Convertible Debt 
• Convertible debt is a hybrid of debt and equity.  
• It starts as debt and then it can convert to equity.  

Mezzanine Financing 
• Mezzanine financing is debt, usually with equity warrants.  
• It has liquidation rights to cash above equity but is below senior debt 

Preferred Stock 
• Preferred stock is a class of equity.  
• It’s senior to equity if the company is liquidated but is junior to debt.  
• Preferred dividends must be paid before common dividends can be paid.  
• Preferred stock has a stated dividend that’s usually stated as a percent of the par value.  

Crowdfunding 
• Crowdfunding is based on lots of people investing small amounts in a company.  
• One popular type of sale that’s often called crowdfunding is pledge or donation crowdfunding. 

It’s a way for a company to presell for perks.  
• Crowdfund investing is also a way for small companies to raise investment capital. This allows a 

large number of people with small incomes to make small investments in small companies.   
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Managing Debt 
Financial leverage, which is the use of borrowed money, magnifies returns. It’s true that using other 
people’s money, known by the acronym OPM, can increase your returns. But OPM can also be like the 
drug opium. Its highs come with crashing lows. Borrowing large amounts of money increases the risk 
that your business may run out of cash or have big losses in a downturn. 

Leverage doesn’t increase ROE; it magnifies it. Many business owners hear about how leverage and 
using other people’s money can make them rich. That assumes your core operations are making money. 

If you borrow money to expand operations, your operational losses are magnified by the size of your 
growth. Your losses are compounded by the cost of the debt.  

The biggest problem isn’t earnings; it’s cash flow. Companies fail from lack of cash flow, not lack of 
earnings. Most owners plow borrowed money into non-liquid assets like real estate or equipment. Non-
liquid assets are assets that cannot be easily sold or otherwise turned into cash. It’s OK when your 
operations are generating a large amount of cash. It’s lethal when your operations produce low or 
negative cash. 

As a banker, I saw this happen with many business owners during the great recession. Real estate 
investors and owners who made big expansions before the downturn were caught with little cash and 
big payments. 

To put this all together, you must balance both profit and risk when deciding how much to borrow and 
how to use the cash from that borrowing.  

 

I encourage you to keep a larger reserve of cash as your borrowing increases. The increased borrowing 
increases both your profits and your risk. Over the long term, the reserve cash will allow you to keep 
most of the profits and reduce your risk. Using leverage and keeping reserves means you will receive 
higher returns during the good times while covering your loan payments and losses during the rough 
times. 

  

Profits Risk

The correct amount of borrowing is a 
balance of profit and risk



19 
 

Managing Excess Cash 
If you implement the strategies in this book, your cash balances may be increasing. Now you have a 
good dilemma: what to do with the excess cash. Let’s talk about some ways to put that cash to work for 
a higher yield. 

Here are some options you have for that cash: 

1. Pay down your existing debt. If you have a line of credit with an existing balance, this should 
usually be your first choice. 

2. Transfer it to savings options at your bank or invest it in bonds, stocks, and other marketable 
securities. 

3. Invest in operations. This includes buying fixed assets, giving bonuses to employees, or pre-
purchasing inventory and supplies. You may use it to grow your company. 

4. If you have no business opportunities for the cash, you can distribute it to owners. 

Paying Down Debt 
• If you have outstanding revolving debt, paying it down is often your best option for excess cash.  
• Another option is to pay down your term debt. This can be a good use of excess cash if the loans 

have high interest rates and you won’t need the cash in the future.  
• You can manually pay down your lines of credit or you can set up automatic sweeps. Sweeps are 

nightly transfers from one bank account to another. 
• Another tip is to always monitor whether refinancing debt will save you money. You might get a 

lower rate if market rates are lower or if your financial position has improved since you took out 
the loan.  

Savings and Investment 
• My first tip is to consider another type of checking account. Analyzed accounts give you an 

earnings credit on your balances, which is like an interest rate that can only be used to offset 
your bank fees. Analyzed accounts are most beneficial if you have large balances with high 
banking fees. 

• Another option is to transfer money into a money market account or CD. 
• Check out both banks and credit unions when looking at savings, money market, and CD rates. 

Credit unions often have higher rates than banks. It’s much easier to qualify today for the 
membership rules of credit unions, the deposits are insured like banks, and many credit unions 
provide business banking services.  

• You can also invest in the broader capital markets like mutual funds, ETFs, brokered CDS, and 
bonds.  

o Brokered CDs are similar to bank CDs, but you buy them through your investment 
advisor or brokerage firm. Talk with your broker about these CDs because they do have 
some big differences from retail CDs you get directly from a bank. 

o You can invest in stocks, but they are not appropriate for short-term investments. 
Generally, don’t invest in stocks for funds you need in five years or less.  
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o Finally, don’t invest in mutual funds or ETFs that hold investments that would be 
inappropriate for you. This is just some general education, and you should work with an 
investment advisor to decide what’s right for you. 

Invest in Operations 
• Using excess cash to purchase fixed assets like new equipment can be a smart investment. 
• Pre-purchasing inventory or supplies can sometimes get you a discount on them. This comes 

with storage costs, though, so don’t spend more on storage and obsolescence than you save in 
the discounts.  

• Related to this is taking the discount on your invoices.  
• A popular phrase is that your employees are your most valuable asset. If so, use that cash to 

invest in that asset.  

Distributions to Owners 
• Small companies may have more flexibility to distribute to owners if the owners are liquid and 

stable enough to provide cash if the company needs it again. 
• Don’t create expectations of future cash distributions when your operations are just beginning 

to create cash or there is significant uncertainty about future cash flows. 
• Another option is a stock buyback. Some of these stock buybacks can improve the financial 

ratios of the company.  
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Cash and Growth 
It’s ironic that many companies get into cash trouble when they are quickly growing and reaching for 
higher profits.  

Companies have a delay between the costs of production and collection on sales. Higher sales require 
more cash to cover the increased production costs until sales revenues are collected. Companies that 
don’t prepare for this literally die from lack of cash while reaching for the growth that could lead to 
increased profits. 

Preparing for Growth 
Here are three steps to prepare for growth: 

1. Whenever making a big cash decision, you need a projection. You need to know how much cash 
the growth will take and when you will need that cash. That leads to the next two steps. 

2. Get a line of credit, or make sure there’s room on your current line.  
3. Start raising funds, also called capital, before growing. You’ll need to focus on operations when 

you’re in the middle of a growth phase.  

The Sustainable Growth Rate 
The sustainable sales growth formula calculates the amount you can grow without needing external 
equity capital. The importance of the formula is that it shows what you need to do to sustainably grow 
your company. That’s powerful. 

The formula for it is: (net income/beginning equity) x (1–dividends as a percent of net income) 

A paraphrase of that formula is: it’s what you earned times what you kept in the company.  

So the big numbers implicit in the formula are your: 

• Profitability – How much money you make before paying your debt 
• Leverage – How much debt you have. 
• Distributions to owners – How much cash you reinvest in your company instead of paying out 

to owners. 

There won’t be much disagreement from most companys’ owners that higher profitability is better.  

The two big business strategy decisions owners must make about growth is how much leverage they’re 
comfortable with and how much to distribute to owners. Higher leverage can increase earnings and 
growth but comes with financial risk. Distributing cash from the company stunts the company’s growth. 

An owner with a high tolerance for risk will want more leverage than an owner who places a higher 
value on the safety and sustainability of the company. These two owners will have to negotiate a 
compromise.  

An owner who needs a large amount of cash from the company to fund their lifestyle will clash with an 
owner who wants to focus the company on growth to build long-term value. Even a sole proprietor has 
to clarify their risk tolerances and personal financial needs to determine a sustainable growth rate for 
their company.  
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Of course, you always have an option to grow beyond the sustainable growth rate: raise more equity. 
But that involves selling off part of the company. It means less share of future earnings and at least a 
partial loss of control. For some owners, that’s not a price they’re willing to pay. For them, they are 
limited to the sustainable growth rate.  
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Surviving a Cash Crunch 
If your business model has a fatal flaw, no amount of cash management techniques can save you. 
However, if this is just a short-term problem, the tips below can help you survive the crisis.  

Buy All the Time You Can 
Time is precious when cash is low. You want to foresee the cash crunch as soon as possible. Use the tips 
in this guide to stretch out the time you need to use cash for as long as you can.  

Closely Monitor Your Cash 
During normal times, you can run cash flow projections as infrequently as once a quarter. If you are tight 
on cash, you may need to update your projection every week and calculate your cash flows for each 
week for the next month or three months. 

Renegotiate Payment Terms 
You may be able to negotiate for payments to be smaller or later. Be completely honest and show how 
reducing payments now may allow you to survive a short-term cash flow problem and increase the 
chances for full payment in the future.  

Keep Communicating with Your Lenders 
When I worked at banks, one of the biggest mistakes made by borrowers who missed payments was not 
communicating. The lender wants to work with you to find a solution to get paid. That’s usually by 
working with you rather than working against you.  

When All Else Fails (A Little Bit About Bankruptcy) 
Contemplating bankruptcy is a serious step that you should not do without first consulting a bankruptcy 
attorney. Bankruptcy does not always mean the liquidation and end of your business. If you have a plan 
to reorganize your debts to the satisfaction of creditors, then the company may survive.  

  



24 
 

Managing Cash Example 
Let’s apply what we’ve learned about managing cash flow to a sample company This was their monthly 
cash roller coaster before making changes: 

 

Here’s a list of a few ways they could smooth out their cash flows.  

Low-Cash Months High-Cash Months 
• Line of credit 
• Owner cash infusion 
• CD/bond sale/maturity 
• Discounts for pre-orders 
• Increase trade credit terms 

• Pay down lines of credit 
• Distribute to owners 
• Invest in CDs/bonds 
• Take discounts from suppliers 
• Purchase equipment 

 

They can make two very simple cash flow changes to help smooth out their cash: They borrow $20,000 
in March when their cash is low and pay it off in May or June. Even better, they could have excess cash 
automatically swept to pay down the line as quickly as possible. Their cash never drops below $20,000, 
so the owner can sleep better. In July, when their cash is building, they invest in a 7-month CD. They can 
always withdraw the CD early for a small penalty if they need the cash late in the year. 
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The blue line was their original cash flow. The green line is the cash flow after those two simple changes. 
These two changes would probably have little impact on net income. The earnings on the CD would pay 
for the interest costs of the line of credit.  

I listed many ways the company could increase cash, increase profits, and smooth out its cash flow. All 
these small changes can lead to big improvements in cash flow. 
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A Final Word on Cash Flow 
This guide has shown you how to better manage your cash to increase your cash flow, increase your 
profits, and reduce your stress. You know your options and can face your finances with confidence. 
You’ve been introduced to the tools to conquer cash flow. 

For more tools, training, and insights into small business financial management, check out 
cfoperspective.com. 

God bless, and I wish you and your company well. 

 

 

Looking for even more cash flow ideas? Check out my book  

Conquering Cash Flow: The Complete Guide to Small Business Cash Flow 

On Amazon. 

 

 

https://www.amazon.com/Conquering-Cash-Flow-Complete-Management-ebook/dp/B09JL7L11G/
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