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Value Enhancers for Your Business - #3 
Positive Cash Flow 

 
Which features, benefits, and quality in your offerings will be perceived as 
the most valuable by the greatest number of buyers?  These decisions are the 
core of your business strategy, your marketing plan, and your choice of 
managers. Your own success with the firm is judged, to a large extent, by the 
amount of value you create for the business and your customers.  
 
Goal - Our business is successful due in a large part to having a Positive 
Cash Flow.  Our focus on cash flow helps us optimize our collection and 
pricing strategies, manage our expenses, and make smart hiring and 
firing decisions. 
 
Running out of cash is the number one reason that small businesses fail. Even if 
you are making plenty of sales, if you don’t have enough cash in the bank, your 
business won’t be able to pay its bills and stay open.  Cash is the lifeblood of 
your business.  Positive Cash Flow is when the cash inflows during a period 
are higher than the cash outflows during the same period. Money you earn is 
inflow, while money you spend is outflow.  You are earning more than you 
are spending.  Usually Positive Cash Flow management is due to a careful 
management of cash inflows and expenditure.  
 
Your business can be making a profit but still have a negative cash flow. 
Your profits won't equal your cash if you:  

● Did work but didn't get paid yet (increase in accounts receivable) 
● Paid for things, like payroll, before you got paid 
● Made investments for the future (buying inventory) 
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Sources of Cash 
There are three sources of cash - operations, investing, finance 

● Operations - cash collected from sales revenue after payments for the 
costs of goods, taxes, interest, and other expenses are subtracted.  

● Investing - Cash raised from selling assets increases cash flow. Cash 
spent to buy assets results in lower cash flow. 

● Finances - Cash received from loans and from buying down credit 
loans increase cash flow. Cash used to pay off mortgages, line of 
credit or bank loans are cash outflows.  Owners can increase cash flow 
from finances by obtaining new loans or refinancing existing loans. 

 
The reasons for positive and negative cash flow can always be found in your 
sources and uses of cash report. 
 

Bad Cash Flow Decisions 
● Pricing - If you price your jobs lower to get work or if you offer 

discounts/ promotions to get work, these decisions will lower your 
target margins causing cash flow issues. 

● Hiring/Firing - You hold off on hiring because cash is tight.  This 
adversely effects quality, timing and customer service.  Or you 
hesitate on firing because of the cost of finding, training, and using a 
new employee is greater than struggling with a mediocre employee. 
Or you keep bad clients who don't pay on time, cause service team 
pain, and are not meeting your target profit margins. 

● Spending - You don't spend where you should because you think you 
can't afford it, i.e., business marketing, sales, etc. 

 
Why is it Important to Have a Positive Cash Flow? 

You need money to grow and it's best if 
you don't have to borrow it - at least until 
you are bigger. For now, just count on 
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creating it!   In addition to enabling you to pay your expenses, Positive Cash 
Flow also provides a resource for bonuses, a back-up for a slow payer; and 
provides the owner with a feeling that he is doing things right! When 
managed appropriately,  Positive Cash Flow usually means:  we have real 
cash adding up in our account at the bank; our cash income exceeds our 
outgoing cash for expenses; and, expenses are paid fully and on time.  
  

 
Understanding Your Cash Flow 

 If you know in advance that you may be short of cash, you can prepare. You 
could look for additional bank financing or try to modify the repayment 
terms on loans or other debts. But to do any of that, you have to be able to 
predict your cash flow.  
 

● One tool to help you understand your cash flow is the Quick Ratio.  It 
consists of cash, cash equivalents, and accounts receivable divided by 
current liabilities.  A rule of thumb is that a quick ratio greater than 
1.0 means that a company is sufficiently able to meet its short-term 
obligations.  

 
● The Current Ratio is another tool to help you understand your cash 

flow. The current ratio is a liquidity ratio that measures a company's 
ability to pay those expenses due within one year. It is calculated by 
dividing current assets by current liabilities The ideal current ratio is 
2: 1. It is a stark indication of the financial soundness of a business 
concern. When current assets double the current liabilities, it is 
considered to be satisfactory.  

 
● A third tool is the Cash Flow Focus Report.  From the Statement of 

Cash Flows, note the beginning and ending cash balances.  Identify 
the three largest changes of cash.  Write a one line explanation of the 
change.  And then, describe the change as good or bad.  If you do this 
monthly, you will begin to see places for improvement. 

  
 
 

Methods to Help You Gain a Positive Cash Flow  
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Trying to run a business without managing cash flow is like trying to paddle 
a boat without an oar. Even if you succeed, it will be an upstream exercise 
guaranteed to wear you out.  Tools of cash flow management include: 
 

● Accounts receivable: What customers and clients owe you. Make sure          
you know your clients paying policy and schedule. And make sure           
they know your credit policy and payment expectations. One key          
component of cash flow is how long it takes your customers to pay             
you. Keep net-30 and net-60 terms in contracts to a minimum.  

If necessary, delegate the task of keeping an eye on receivables and           
contacting customers periodically to collect payment to a trustworthy,         
persistent member of your team. Ask them to determine who is           
overdue on a weekly basis. 

 
You might want to offer your customers early payment discounts.  If 
you do this, keep credit requirements strict. Establish a written set of 
standards for determining who is eligible for credit. Enforce those 
standards rigidly.  You don't want every customer walking in the door 
approved for credit. If you analyze this and see that the amount of 
time it takes you to be paid is lengthening, you have a problem. You 
may be extending credit to customers who aren't credit worthy, or 
maybe you're not putting enough effort into collections. Shortening 
the amount of time  it takes to be paid obviously improves cash flow.  

● Accounts payable: What you owe your suppliers. In contrast to your 
credit policy for receivables, get the best deal you can on payables. 
Extend your payables to net-60 or net-90, if you can. Some suppliers 
charge late fees, however, so make sure you pay on time. 

● Increase your income  - Pricing is the number one reason businesses 
fail. You need to price your products/services well.  The margin that 
pricing produces is the key to maximizing cash flow and profitability. 
You should put more thought into optimizing your pricing model, as 
this will have the biggest impact on profits over anything else. 
Consider the pricing model that fits best for your business: 
Value-Based Pricing, Fixed Fee, Time & Material, or Milestone 
Driven.   
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Another method for improving your income, pricing and your cash flow is 
job costing. You look to see which clients, projects, employees, and 
services are the most profitable. For a service business, where people 
are the product, that unit is employees.  Job costing is having visibility 
into the true cost of your employee’s work to ensure that when you're 
putting a price on a proposal, you can make the most money you can 
on that job. 

 
For other ways to increase income and cash flow consider:  pursuing low 

hanging fruit; identifying your strengths 
and then identifying a niche; taking on 
new, developing markets; 
monitoring utilization; doing more lump 
sum work;  diversifying, having multiple 
revenue streams; getting a deposit with 
milestones on long-term projects; offering 
a discount for quick payments; 
offering premium or bundled services;  negotiating terms with 
vendors;  and, improving your productivity.  

 
● Decrease your expenses  - One way to decrease your expenses is to 

establish an expense scoring system.  This will help you figure out 
which expenses are worth it and which can be tossed in the trash.  Go 
through your expenses line by line.  Assign a 3 to expenses that 
impact sales or revenue; a 2 if it has an indirect impact; and 1 if it has 
zero impact. Ask yourself a second question "Does this expense 
impact customer service?" and use the same grading system.  If an 
expense gets a total of 5 or 6, it is sacred.  If it gets a 2, you need to 
cut the expense in half at the very least. 

 
For other ways to decrease your expenses consider: stop overbuying your 

inventory; retaining your good employees and customers - turnover is 
expensive;  sublease extra space; reduce staff; outsource work; 
purchase used rather than new equipment; and lease instead of buy.  

 
● Review your cash flow report:  understand your quick ratio, your 

current ratio and prepare the cash flow focus report each month. 
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● Implement a cash flow forecasting system: This is a plan that shows 
how much money a business expects to receive in, and pay out, over a 
given period of time.  The simplest method is to have a spreadsheet 
that shows cash coming in from all sources out to at least 90 days, and 
all cash going out for the same period. This requires that the quantity 
and timings of receipts of cash from sales are reasonably accurate, 
which in turn requires judgment honed by experience of the industry 
concerned, because it is rare for cash receipts to match sales forecasts 
exactly, and it is also rare for customers all to pay on time. These 
principles remain constant whether the cash flow forecasting is done 
on a spreadsheet or on paper or on some other IT system.  

Reasons why this forecast is important include:  it will help you 
identify potential shortfalls in cash balance in advance;  make sure 
that the business can afford to pay suppliers and employees; spot 
problems with customer payments; and, external stakeholders such as 
banks may require a regular forecast.  

The bottom line - You must effectively manage each of these if you want 
to navigate your business to success and improve your cash flow. 

 
 
 
If you are unclear about whether an action will improve the value of your 
business, ask yourself the following questions (try to have a yes for each!): 
 

● Will it increase profitability?  If so, how much? 
● Will it create Positive Cash Flow?  If so, how much? 
● Will it bring in new customers? How many? 
● Will it bring in more money from existing customers?  How much? 
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Previous Newsletters 
 
#1 - The Go-To Business 
https://documentcloud.adobe.com/link/track?uri=urn%3Aaaid%3Ascds%3AUS%3Ac564
269f-3163-40a4-b2a9-5ea69565991b 
 
#2 - Great Business Culture 
https://documentcloud.adobe.com/link/track?uri=urn%3Aaaid%3Ascds%3AUS%3A974
03ced-39a4-4b47-a44e-9184fcd12957 
 
You can link to these with the above addresses or go to: 
www.wdhall.com/resources.  More Value Enhancers will follow in future 
mail outs.  If you don't want them, just send an email to wdhall@gmail.com 
saying "Unsubscribe".  
 
 
 
Call or email if you have any questions or need a boost getting started.  
Good Luck!  Doug 
 

My Motto - "Less wear and tear and still get there!" 
 

W D Hall Company     (512) 306-8444      wdhall@gmail.com 
PO Box 2483    Fredericksburg, TX  78624 
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