
they generate. This fact is crucial if you are about
to start a venture or have a micro business.
Managing your cash resources, as with other
assets, requires tools and strategies.
One of the essential tools is the cash flow
statement. This document is one of three financial
statements, the others being the income
statement and balance sheet, that entrepreneurs
will need to provide information for decision
making. The cash flow statement maps your cash
coming into the organization and leaving.
The statement has three categories: operating
(cash generated by ordinary business operations),
investing (money spent on capital, investments or
from the sale of assets), and financing activities
(reduction of debt, loans, or pay dividends).

There are many ways entrepreneurs can use to manage
their cash flow and avoid a cash crunch.

1 Develop a cash flow statement:
This may sound something you should leave to an
accountant. There are many cash flow templates

available, and all you need to do is insert the figures in their
respective columns. The projected cash flow document is
not historical but looks to the future, mapping all the cash
coming in and leaving the firm. The end cash balance shows
the net position by periods.

2 . Collecting receivables:
The faster you receive your credit sales better the
firm’s cash position. One strategy you can use is to

incentivize the outstanding amount by offering 2/10, net 30
terms. If your customer pays in 10 days, he will receive a 2%
cash discount, but none if payment is made within the last 20
days.

If you sell customized cupboards that requires an upfront
investment of raw materials and labour, it makes sense to ask
for a deposit. A reasonable deposit is the total cost of the
item and the balance (your profit) payable on installation.

Professional service providers (accountants, trainers) should
ask for at least a 25% deposit for mobilization. This request
is to ensure that the client does not back out of the
agreement.

3 Reduce or postpose expenses:
Your cash flow statement provides valuable insight into
outflows. Start with the most important items and ask

if they can be reduced. If you are a distributor and visit some
small retailers weekly, they can be moved to a bi-weekly
schedule, if their purchases are small and costly to serve. If
you pay bills only when they are due, it could save you some
extra cash. Online banking offers the ability to settle invoices
the same day and is saves you time and money going to the
bank.

4 Increase profit margins:
There are two ways to increase your margin; raise
prices or cut the cost of production. Frequently,

entrepreneurs use two pricing methods: cost plus profit
margin and competitive pricing. When they adopt a
customer-value strategy, the price reflects what benefits
the product or service has created for the consumer. If
you are asked by a prospect to quote on a 50th wedding
anniversary celebration with many foreign family guests,
as an event manager, you know it is important and a once
in-a-lifetime bash. The potential client may not tell you,
but they want a premium experience and is willing to pay
for it.
Some costs increase with higher volumes while others
decline. Variable expenses as wages and raw materials
will generally go up, but fixed expenses (rent and
salaries) will fall with each unit produced. Manufacturers
should calculate the proportion of variable to fixed costs.
When goods have a high fixed component, it makes
sense to increase production to lower the per-unit cost
and boost your margins and cash coming in.

5 . Demand favourable vendor terms:
At start-up, you are unlikely to get credit from your
suppliers. However, if you get a loan from the

bank, your supplier may offer the same 2/10 terms as you
did. You can not only take advantage of the cash
discount but if you are a retailer, you might be able put
through a large one-time order to stock your shelves. In
the future, indicate to your vendors that you want to
negotiate the purchase price and will want a quantity
discount. It will not hurt to ask, and it is free! When you
get credit terms from one supplier, make sure to let their
competitors know if they want more purchases.

6 . Raising debt and equity capital:
A loan from your financial institution can boost
your cash flow. Many governments and non-profit

organizations have introduced loans for small businesses
at attractive terms. This assistance might give your
venture a better chance of survival in the current
adversity. Remember, loans are a fixed cash
commitment, and not a variable one. Additionally, a
capital injection from yourself or an investor with a long-
term horizon is less burdensome as only dividends will be
paid out. Patient capital reduces the cost of capital as
equity investment is frequently lower than commercial
financing.

Cash flow should be
monitored weekly, and the
cash flow statement should
be updated as more
information comes to hand.
You need to always keep a
cash cushion just in case an
adverse event happens.

Cash flow is often an overlooked area, as many
entrepreneurs focus more on profitability. While
profitability (revenues less expenses) is a critical
metric, it is a positive cash flow that will determine
if a firm can meet its financial obligations. Profit is
earned when you invoice your customer, but it is
only when the money is collected that it creates
inbound cash flow. A company could have
substantial revenues but cannot manage its
receivables (sales on credit) in a timely way and
unable to pay its bills. However, without cash, a
firm cannot purchase raw materials to
manufacture goods and therefore, cannot earn a
profit. Profit and cash flow work together to create
a healthy, performing organization.
While mature companies are cash cows with
favorable cash positions, younger enterprises are
cash sponges—they absorb more money than

One of the top mistakes early-stage entrepreneurs make is failure to manage their
cash flow effectively. Cash is the equivalent to gas in your car; if you run out of gas,
your vehicle shuts down. No cash, and you are out of business.
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