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1. Introduction

As an entrepreneur, you will hear time and time again that the 
two most important words in your business are cash flow. You’ll be 
told “cash flow is king!” and that “cash flow is the lifeblood of your 
business!”. You might get sick of hearing it, but you still need to listen. 
There is a reason you will hear this over and over again: it really is that 
important.

Cash flow is what makes your business tick and what will literally 
define your success. Learning to manage it effectively and efficiently 
will not only help your business, but it will save you time and 
headaches down the road. 

To help you tackle it, we have created a step-by-step guide to creating 
and sustaining healthy cash flow. 

Fundera: The Ins and Out to Creating Healthy Cash Flow
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2. Why Cash Flow Management is So Important

Your business needs working capital to run. It’s how you pay your employees, rent and 
more. You can be a profitable business, but if you don’t have cash you can use to take care 
of the necessary obligations that keep your business running, you won’t be able to operate.

Think about it like this:

Working Capital = Current Assets - Current Liabilities

If your assets do not exceed your liabilities, you are in a bad spot. So, by keeping an eye on 
this equation, you’ll be able to evaluate the health of your business. Let’s break down what 
each part of this equation means.

Fundera: The Ins and Out to Creating Healthy Cash Flow
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3. Understanding Working Capital

What are Current Assets?

Assets are cash, or anything expected to be turned into cash within a year. Keeping that 
in mind, here is what you should be listing as a current asset: 

1. Cash. Your most liquid asset, cash is any currency/petty cash you have 
on hand, as well as whatever you have in your deposit accounts, processing 
money orders and the like. 

2. Temporary Investment. Temporary or “marketable” investments represent 
money you have invested in bonds or other securities that have less than one 
year to maturity. Although it takes a bit of effort to sell these, they can be 
liquidated relatively quickly. 

3. Accounts Receivable. Your accounts receivable are the invoices you have 
sent to customers for a service or product you provided, but have not yet 
received payment for. Accounts receivable are usually shown as a net amount, 
as you may expect some customers not to pay. 

4. Inventory. Inventory can be raw materials, partially finished products 
or completely finished products. When trying to calculate the value of your 
inventory, you can go with the historical cost or the market value, but choose 
whichever is lowest. You’ll find being more conservative with your valuations 
will be better for your cash flow management.

5. Prepaid Expenses. This is confusing, because although these are expenses, 
they are considered assets. Prepaid expenses are expenses paid in cash and 
recorded as assets before they are used or consumed. Popular examples 
are your supplies or insurance. These are recorded as assets because they 
represent something of future worth to your business.
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What are Current Liabilities?

Your current liabilities are any debts or obligations you have due within the year.
They include:

1. Accounts payable. Accounts payable are the invoices or bills from suppliers 
and vendors that your business has not yet paid. 

2. Accrued expenses. These are expenses that have already been incurred, 
but aren’t yet payable. For example, payroll taxes payable, income taxes 
payable and interest payable would all be considered accrued expenses.

3. Short-term loans. These are loans that are due within the next 12 months.

4. Current maturity of long-term debt. This is the portion of a long-term 
debt that is due within the next 12 months.
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4. Managing Your Working Capital

Now that you have an understanding of what your working capital is, let’s break down 
the best ways to manage the various factors that attribute most to the amount of cash 
you’ll have on hand to invest back in your business.

Accounts Receivable

If you invoice or bill your customers for your product, you know just how hard it can be 
to get your customers to pay on time. Although they appear as assets on your balance 
sheet, converting them to liquid cash is better for your business. If you want to get more 
working capital in hand, you need to make sure these customers are paying you on their 
due date. Here’s a few tips to make sure your receivables are in tip-top shape.

Stay Organized. The best way to make your billing process successful is to make it 
simple. You don’t want to feel overwhelmed, ever, when trying to invoice customers 
or when following up with them. Be sure you are working with a great small business 
accounting software, like QuickBooks or Xero, to bill your customers. As well, consider 
using a SaaS application like the FG Receivables Manager or ZenCash to track your 
follow up with customers, so you don’t have to do so in a spreadsheet.

Get Specific. Prior to entering into a relationship with a customer, be sure you write 
down the terms of your agreement. Make sure they fully understand how they will pay, 
when they will pay and what will happen if they don’t. Remove any gray areas and be 
sure your billing processes are black and white. The more work you do upfront, the less 
you’ll do down the road.

Double Check Your Invoices. Many times, the hang up in payment is due to the 
invoices missing information that the customers need, such as the a Purchase Order 
Number. Or, you could have the wrong billing contact, so it’s taking extra time just to 
get it in the right hands. Check in with customers often to make sure you have all the 
right information, and always double check an invoice before it goes out to verify the 
information is correct.
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Remind Early and Often. Most people wait until after an invoice is past due to reach 
out to a customer, but we all know how easy it is to forget a bill. Give them a friendly 
reminder call or send them an email a few days before the due date to try to proactively 
avoid delayed payment. And, if they don’t meet the deadline, start with aggressive follow 
up. Don’t be timid. This is your money and you deserve to get paid.

Inventory

The “mantra” you need to keep in mind when it comes to working capital and 
inventory management is this: Don’t over order. Although inventory is an asset, similar 
to receivables, you don’t want too much of your liquid cash to be tied up into your 
inventory.

Inventory management systems are a great way to help you stay on top of your 
inventory needs and easily manage your cycles. And the good news is that if you 
adopted or currently have one of the recommended accounting products above, they 
have add-ons to their software that can help with inventory management. 

One of the best metrics you can watch to determine how quickly you’re replacing your 
inventory is Average Inventory Turnover.

Average Inventory Turnover =
 Cost of Goods Sold/Average Inventory

If you want to prevent keeping too much inventory on hand, watch this number. The 
higher the inventory turns, the better you are at managing it.
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Accounts Payable

Part of mastering working capital is getting a handle on the money you owe other 
people. Accounts payable is a large part of your business, so it’s important it runs as a 
well-oiled machine. 

First, there are systems out there that can integrate with your accounting software to 
help with managing your bills. For example, Bill.com simplies the entire accounts payable 
process. If you find you’re spending a lot of time paying bills, it might be worth it to 
automate parts of the process, saving you time. Just do a cost-comparison of how many 
hours you devote to the task versus how much an accounts payable software would cost. 
Chances are, the software will save you money too. 

As well, ask all your vendors if they offer early payment discounts. Many do to encourage 
on-time payment. It’s a great way to save money and get payables off your books fast. 

It’s also important to maintain a great relationship with your vendors. If ever you do find 
yourself struggling to make ends meet, having a good relationship with your vendors will 
be of value. If you can call them and let them know you may need a little time to pay, 
they’ll appreciate you being upfront and honest and perhaps put you on a payment plan. 
They’ll be grateful they’re at least getting some of their money, versus getting none of it 
at all.
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5. Understanding Your Cash Flow

Cash Flow Forecast

“A cash flow forecast is an estimate of the amount of money you expect to flow in and out of 
your business and includes all your projected income and expenses. A forecast usually covers 
the next 12 months, however it can also cover a short-term period such as a week or month.”

A cash flow forecast is a great way to make educated decisions for your business. It will also 
help you set goals, as you know how much money you need to bring in in order to meet your 
expected expenses. Although it is hard to predict the future, you’ll find if you use your historical 
data to help frame this document, your projections will be more accurate. For example, does 
your business experience predictable lulls during certain parts of the year? Or, do you expect to 
upgrade your equipment this year? 

Use this cash flow forecast template to help construct your future forecasts:

Fundera: The Ins and Out to Creating Healthy Cash Flow

http://learn.nab.com.au/how-to-use-cash-flow-forecasts/
http://grow.fundera.com/cash-flow-template/
https://docs.google.com/file/d/0B3SJ0LkR5KrTVnpNaUpqb2hIelBaekdVRFZJUEg3WEFfbV93/edit
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Cash Flow Statement

While a cash flow forecast estimates what will happen, a cash flow statement (or statement of 
cash flows) represents what has already happened. 

“A cash flow statement is a financial report that describes the sources of a company’s cash 
and how that cash was spent over a specified time period. It does not include non-cash items 
such as depreciation. This makes it useful for determining the short-term viability of a company, 
particularly its ability to pay bills.”

So, you could be creating a cash flow statement to reflect on your company’s performance over 
a given time period. Normally, it’s a month. To produce the cash flow statement, you would first 
examine all the money that your company collected that month. Then, you’d take a look at all of 
the money it paid out. If your company is doing well, the former will be more than the latter, but 
creating a cash flow statement regularly will help you foresee any future trouble. 

The typical cash flow statement is comprised of three sections:
 • Operations
 • Investing activities
 • Financing activities 

Operations
The section calculates the cash generated from your company’s daily operating activities. Think 
of operating activities as those that directly produce revenue or are the cost OF producing your 
product/service.

You get cash in your business from sales, and you send cash out when you pay suppliers, 
employees, taxes and other similar transactions. 

Fundera: The Ins and Out to Creating Healthy Cash Flow

http://www.inc.com/encyclopedia/cashflowstatement.html
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Investing Activities
Your investing activities encompass when you buy or sell assets or securities that will be used to 
generate revenue.  

Cash would flow into your business when you do something like sell property or equipment. It 
would leave your business if you purchase stock/securities. Also, if you loan money to someone 
that would be money leaving your business, but when they start paying you back, that would be 
cash entering your business. 

Financing Activities
Your financing activities include any money you borrow and repay, any stock you issue and any 
dividends you pay. 

Here is a simple cash flow statement to get you started.

Fundera: The Ins and Out to Creating Healthy Cash Flow

http://office.microsoft.com/en-us/templates/statement-of-cash-flows-TC001046101.aspx
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Cash Flow Calendar

Beyond estimating future cash flow or looking back to what your business has accomplished, it’s 
important you find a way to manage the day to day of your business’s cash flow. One of the best 
ways to do this is to abandon the spreadsheets and adopt a “Cash Flow Calendar”.

It’s pretty simple to create a cash flow calendar, but may take you a bit of time to set up initially. 
You’ll need to gather up the information on your revenue and expenses first. If you’re not sure 
what’s happening when, you should consult your historical information to get a handle on what’s 
been going in and out of your business.

Once you have the data, you’re ready to create your calendar. You can use any type of calendar – 
paper, cloud or computer-based. The secret here is to use what will work for you. 

We highly recommend using the cloud based Google Calendar. It will give you the flexibility of 
checking your details from anywhere, including your smartphone.

Setting Up Your Calendar
Just click the option to create a new calendar, and follow the set up instructions.

Fundera: The Ins and Out to Creating Healthy Cash Flow

https://www.google.com/calendar/


pg. 13

Create Your Cash Flow Events
Use a simple legend system to enter your events. This will include key data and 
color coding. A dollar sign ($) preceding the events, with expenses coded as red 
and revenues coded as green should work well for you. Enter each event on your 
calendar on the date it occurs. Make sure you show it as an “all day” event. If it’s an 
event that recurs every month, use the repeat option to save some time.

Once you’ve completed your entries, your calendar will look similar to the one 
below. You may also want to update your existing bank balance on a monthly basis 
as is shown here. One key feature that’s helpful on the Google calendar is colors for 
past events and recurring future events will be lightly shaded, while current event 
colors will be brighter.

Fundera: The Ins and Out to Creating Healthy Cash Flow
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6. Conclusion

A lot of things come into play when you’re aiming to have healthy cash flow. But, that’s what 
makes businesses great. You must realize that the “best practices” are best practices for a 
reason. Step-by-step, they help business owners accomplish their goals. 

Knowing full well how important cash flow is to your business’s survival and success, don’t 
waste one more day delaying change. Use this guide and walk through each part of your 
business, taking note of how you can change current processes to match with cash flow best 
practices.

As well, set some time aside each week to make sure your calendars, forecasts and 
statements are accurate and up-to-date. Constantly reference these numbers as you make 
business decisions, and you’ll find that stellar cash flow management no longer feels like a 
task, but habit.

Fundera: The Ins and Out to Creating Healthy Cash Flow


