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How to Effectively Manage Cash Flow in Small
Businesses

CASH FLOWS

Although turning a profit is always the ultimate goal of any company, managing cash flow on a
daily basis is crucial for business expansion. Cash flow issues, however, are acknowledged to
be a concern for organizations worldwide and a substantial barrier to their expansion.

Let us discuss how to recognize cash flow problems in small businesses and tips for effective
cash flow management
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Tips for effective management of Cash flow

What are cash flow problems in small businesses?

When a company's cash outflow exceeds its cash inflow, cash flow issues arise. A corporation
won't be able to fulfill its debts and other obligations if its cash flow is negative.

Even profitable businesses can experience cash flow issues; in fact, businesses that are
growing quickly are more likely to experience this difficulty. This is due to the fact that they
typically spend more than they earn in order to maintain their expansion.

Businesses with poor cash flow are more likely to declare bankruptcy within five years.

How do you recognize cash flow problems in small
businesses?

- Problems with forecasting and inaccurate books:

Cash management is a tiresome and challenging procedure that can get more difficult as a
business expands.

Failure to maintain records is the most common bookkeeping mistake made by small
business owners. Your ability to manage your impending payables and receivables will be
compromised if your books are out of date, which could affect your cash flow.

You can seek professional advice or outsource bookkeeping services for small businesses to
keep your records up to date.

- Outstanding Receivables:

In small firms, outstanding receivables are the main source of cash flow issues. Giving
consumers an extended credit period or the option to pay in installments is thought to be
beneficial for business, but it can also hurt your cash flow.
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According to an Intuit poll, it takes small businesses an average of 72 days to get paid for
their invoices. Businesses frequently have a cash shortage when their cash flow is restricted
by unpaid invoices.

« Surplus Inventory

Your inventory is your most significant asset if you work in retail. Inventory should be tailored
to your needs because a large investment in inventory without a reliable sales forecast could
result in expensive inventory holding costs.

To keep track of the goods, a solid inventory management system must be put in place. It aids
in preventing overstocking. The shortest period possible to keep merchandise on hand will not
result in a shortage in cash flow.

. Excessive Discounts:

Your company's pricing strategy is essential to preserving a solid cash flow. While offering
discounts can boost your sales, it can also negatively affect your profit margins.
It would be wiser to add a greater value proposition rather than superfluous discounts.

« Higher interest rate borrowing

It is imperative to refrain from taking on additional debt with a higher interest rate. A large part
of a company's revenue is used to pay interest, which can have a negative impact on cash
flow. Additionally, paying off old loans for assets you no longer use will affect your cash flow.
Payment choices like supplier financing can aid companies in increasing their cash flow and
preventing the accumulation of more debt.

- Missing Cash Reserves:

A small business typically has just 27 days' worth of cash on hand, according to JPMorgan
Chase research. The financial safety net for your organization is effectively provided by a

cash reserve. By dividing cash balances by cash outflows, you may determine how much cash
reserve your business needs. This will show you how long your cash reserves might last in the
event of a shortfall in incoming cash flow.
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Negative cash flow can affect your business in the following
ways:

1. Utilizing personal resources to meet business duties

2. Being unable to borrow money because of late interest payments
3. Having difficulties obtaining financing

4. Low employee morale as a result of unpaid remuneration

5. Business closures resulting from insolvency

Tips for effective management of Cash flow

- Make sure your books are updated:

The most common bookkeeping mistake made by small business owners is failing to keep
their books up to date. If your records are updated often, you can track the flow of money
through your business and give anyone who requests it a full picture of its financial status.
If you are not comfortable with numbers, you can employ a professional accountant or
outsource bookkeeping services.

« Quick collection of receivables:

Accelerating the payment of receivables is one of the best cash flow management strategies.
You can utilize the strategies listed below to promptly collect your receivables:

e Try to be as honest as you can with your payment arrangements.

Invoices are automatically sent out.

Provide incentives for on-time payments, such as discounts.

Offer a range of payment options

Streamline Accounts Payable:

Previously, it was preferred to receive funds as soon as possible and then postpone outflow
payments as long as necessary._Deloitte, however, contends that postponing payments might
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damage the relationship with suppliers since they are less likely to correct errors, reply to
inquiries more slowly, and have tougher payment terms. Therefore, it may be dangerous to
postpone payments in the long run.

Businesses must take the following actions in order to maximize accounts payable:

e Streamline the accounts payable payment procedure

Build trusting relationships with your suppliers to discuss payment conditions.

Keep an eye on your spending and assess it.

Make the purchasing procedure automatic.

Leverage Technology:

Using technology to your advantage is a savvy strategy to enhance your cash flow
management. You can combine all activities involving cash transactions into one system,
making it simple for you to monitor cash inflows and outflows. Furthermore, it will offer real-
time information, making it simple to spot any warning signs and take care of problems before
they have a detrimental influence on the organization. You won't need complicated
spreadsheets or paper ledgers if you have access to real-time data, making it simple for you to
overcome cash flow forecasting problems.

- Maintain a backup cash flow strategy:

You should always have money set aside as a reserve in case of unforeseen events.
Additionally, you must make a plan for how you will pay for these expenses. If your records are
accurate, it will be easier to determine your liquid assets and the debts you have to pay off.

If you keep your credit score strong, getting short-term business loans shouldn't be difficult.
You can get emergency cash by using company credit cards, which will also help you raise
your credit score.

Seeking solutions for your cash flow problem?

Every business requires a steady cash flow to operate. IBN Tech is an industry expert well-
versed in helping businesses with cash flow management processes. Get in touch and
understand how your business can benefit from these services.
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