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   January 2007


CASH MANAGEMENT

You’ve spent more than a year planning your business, writing a business plan, raising the capital, stocking the shelves, and now the doors will soon open.  What is the most important safeguard you must now employ?  

YOU MUST MANAGE YOUR CASH!  Many new businesses that  fail do so because because they run out of cash.  So what do you do at the outset to manage your cash?  First, you dig out your first year’s cash flow projections from your Business Plan, make any changes that may be prompted by recent events and squeeze out any ‘exaggerations’ that may have crept into the numbers.  Next, you incorporate these figures in a Cash Management Report similar to the one we show on the next page.  (Note that “Projection” becomes “Budget”.  “Budget” sounds a more serious word than “Projection”, don’t you think?)    The point of this, of course, is to be able to compare what you thought would happen against what happened.  Doing this as early in your beginning year as possible will enable you take actions that will get you back to your budget track.  Some of these actions are easier to say than to do, like increasing Cash Sales.  But others simply require discipline, like increasing collection of Receivables by pressing for payment, negotiating discounts on Payables with suppliers, tightening up Inventory purchases or deferring a salary for you (note that the officer in this example budgeted a $2,000. salary, but took less).  I guess if you could look at dozens of similar Cash Management Reports for real businesses you’d find that many have over budgeted sales and under budgeted expenses.  So, always test your business plan budget against low-estimate receipts and high-estimate expenses before you commit numbers to your Cash Management Report.  

Obviously, “Cash Management” should be applied to all businesses at any stage of their existence, if there is no proven history of satisfactory cash flow history.

A couple of things about the Cash Management Report example bear discussion.  Inventory and Equipment, while ‘Cash-Out’ items, are Balance Sheet asset entries.  The point here is that spending for asset items like these or a principal repayment as in this example is obviously a more efficient use of cash than for non-asset expense items. You may wonder why a category is included for “Owners Withdrawal”.  This category would be used if the principal was as a Sole Proprietor instead of as an employee of a corporation.  In that scenario, the Officer Payroll would not be used. At year-end, “withdrawals” will turn out to be either advances against profit to be reported on a 1040, Schedules D and SE or simply a return of invested capital in the event the business shows no year-end profit.  You may ask why there is no rent, neither budgeted nor spent.  This occurs in this example because the company owns the premises.

Our “Cash Management Ratio” displayed in the example is a simple device to show at a glance the relationship between what you budgeted and what actually occurred. It is the cash actually expended in a month divided by the cash budget for the month (“B” standing for budgeted and “A” for actual).  Ratios of less than 1.00 are a clarion call for you to immediately focus on your cash flows and take remedial action!  Of even greater import may be a downward trend in the ratios, month-to-month.  Note that the ratios in the sample decline from a start below 1.00, but show upward improvement near the end of the first 6 months of operation.
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Your Company, Inc.

Fiscal Year Begins: Jan-06

CASH ON 

HAND AT 

START

MONTH 1 

B

MONTH 1 

A

MONTH 2 

B

MONTH 2 

A

MONTH 3 

B

MONTH 3 

A

MONTH 4 

B

MONTH 4 

A

MONTH 5 

B

MONTH 5 

A

MONTH 6 

B

MONTH 6 

A

Budget 

total 1-6 

mos.

Actual 

total 1-6 

mos.

0 0 62,300 52,664 51,350 26,536 49,350 22,737 54,350 20,941 67,950 41,409 0 0

CASH 

RECEIPTS

Cash Sales 0 0 30,000 22,378 35,000 32,143 40,000 37,654 40,000 38,762 35,000 42,997 180,000 173,934

Accts. 

Receive.

0 0 500 187 500 365 500 278 500 465 500 332 2,500 1,627

Loan/ other 

cash inj.

375,000 375,000 0 0 0 0 0 0 0 0 0 0 375,000 375,000

TOTAL 

CASH REC.

375,000 375,000 30,500 22,565 35,500 32,508 40,500 37,932 40,500 39,227 35,500 43,329 557,500 550,561

Total Cash 

Available 

375,000 375,000 92,800 75,229 86,850 59,044 89,850 60,669 94,850 60,168 103,450 84,738 557,500 550,561

CASH PAID 

OUT

Inventory 125,000 132,700 20,000 26,732 20,000 18,764 15,000 19,687 10,000 2,780 5,000 3,658 195,000 204,321

Equipment 15,000 14,750 3,000 2,875 500 170 400 163 400 0 400 278 19,700 18,336

Supplies  7,500 8,300 2,500 1,780 1,000 540 700 221 600 447 600 234 12,900 11,522

Wages 3,000 3,800 5,000 6,320 5,000 6,460 5,000 6,668 5,000 5,860 5,000 5,860 28,000 34,968

Payroll Exp. 600 760 1,000 1,270 1,000 1,300 1,000 1,357 1,000 1,123 1,000 1,123 5,600 6,933

Officer 

Payroll

0 0 0 0 0 0 2,000 1,000 2,000 1,000 2,000 1,000 6,000 3,000

Officer Pay. 

Exp.

0 0 0 0 0 0 400 223 400 223 400 223 1,200 669

Outside Ser. 0 0 0 0 0 0 0 0 0 500 0 0 0 500

Advertising 5,000 6,750 1,000 1,825 1,000 1,654 1,000 2,573 1,000 58 1,000 346 10,000 13,206

Car, delivery 

& travel

1,000 300 1,000 742 1,000 777 1,000 765 1,000 777 1,000 876 6,000 4,237

Accounting & 

legal

1,000 1,000 0 0 0 0 1,000 1,000 0 0 0 0 2,000 2,000

Rent 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Telephone 350 257 400 339 400 368 400 408 400 468 400 403 2,350 2,243

Utilities 450 380 500 478 500 397 500 410 500 465 500 411 2,950 2,541

Insurance 1,500 1,875 500 690 500 690 500 690 500 690 500 690 3,500 5,325

Taxes (real 

estate, etc.)

300 0 300 0 300 0 300 0 300 0 300 2,250 1,800 2,250

Interest 1,000 0 2,000 2,700 2,000 2,700 2,000 2,691 2,000 2,543 2,000 2,438 11,000 13,072

Maint. & 

Repairs

500 833 500 631 500 432 500 331 500 475 500 388 3,000 3,090

Postage/Ship 0 0 250 388 300 337 300 498 300 227 300 176 1,450 1,626

Other 

(specify)

Misc. exp. 500 631 500 188 500 218 500 543 500 623 500 437 3,000 2,640

SUBTOTAL 162,700 172,336 38,450 46,958 34,500 34,807 32,500 39,228 26,400 18,259 21,400 20,791 315,450 332,479

Loan 

principal 

0 0 500 500 500 500 500 500 500 500 500 500 2,500 2,500

Capital 

purchase 

150,000 150,000 2,500 1,235 2,500 1,000 2,500 0 0 0 2,500 1,275 160,000 156,010

Other startup 

costs

Owners' 

Withdrawal

TOTAL 

CASH PAID 

312,700 322,336 41,450 48,693 37,500 36,307 35,500 39,728 26,900 18,759 24,400 22,566 477,950 490,989

Cash end 

of mo.

62,300 52,664 51,350 26,536 49,350 22,737 54,350 20,941 67,950 41,409 79,050 62,172 70,050 62,172

Ratio A ÷ B* 0.85 0.54 0.42 0.31 0.52 0.79
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