[image: ]	Cash Flow Management
Improving Cash Flow



	


Step by Step to Understanding & Implementing 
Key Concepts for the Cash Flow Statement

A Cash Flow Statement is used for one thing, to let you understand how cash is flowing in and out of your company.




We use the cash flow statement to tell us about cash coming into our business, and the cash going out of our business, or what we call cash disbursements.  This is critical for those businesses using the accrual method of accounting.
It is also critical if you:
1. Have accounts receivables.
2. Are growing quickly as a company.
3. Are involved heavily in new construction.
4. Are heavily involved in commercial markets.
Each of these markets has a well-deserved reputation for the builders and developers, as well as general contractors taking their time making payments, meaning your business may not get paid for a while.  Of course, you bought the equipment, paid payroll, and paid for all of your overhead costs in an effort to run a good business, and what, the developer decides to slow pay.  Welcome to contracting 101.
Welcome to the need for a cash flow statement!
There are several kinds:
1. Weekly cash flow statement.
2. Monthly cash flow statement.
3. Cash flow profit and loss statement (eliminates depreciation, and places it underneath the P&L).
4. Cash flow forecast – uses the actual numbers and the projections to determine cash needs.

The last one, the cash flow actual and forecast is what we recommend.  It keeps our eye on the ball, meaning, it focuses us on deciding how much cash we have, what we can use it for, ties our budget into the system (What we think we will sell) and forces us to make informed decisions.

The structure of the statement is very simple.  We determine when we receive cash, via being paid, or by collecting an account receivable, and we log this into the cash receipts.
We then log in each account (looks like the Profit and Loss Statement) the cash expense, and the subtraction of these two gives us the net cash for the month (or week or whatever).
We use this by projecting out for the 12 months, what our cash in and out will look like, and as the week, or month unfolds, we lay in the actual figures for the month, leaving a combined actual cash number that automatically adjusts the new forecast for us based on what we have done.  Play with the spreadsheet.
The next two pages show a cash flow profit and loss statement, which summarizes the cash in, and the cash out, showing the company’s position in cash profits.  


	Sample Cash Flow Statement - Projection - Cash Profit & Loss
	 

	 
	 
	 
	 
	 

	Description of Activity
	Begin Cash
	Nov
	Dec
	Jan

	 
	15-Nov
	 
	 
	 

	Beginning Balance of Cash/Carry Forward
	 $         150,000 
 
	 $        -   
	 $                   -   
	 $            -   

	    Cash Sales - Over the Counter
	
	 $        -   
	 $                   -   
	 $            -   

	    Service Agreement Receipts(Paid)
	 
	 $        -   
	 $                   -   
	 $            -   

	    Cash Receipts from Financing Vendors
	 
	 $        -   
	 $                   -   
	 $            -   

	    Current Receivables Collected - Cash Receipts
	 
	 $        -   
	 $             15,480 
	 $       5,800 

	    Receivables Collected 31-60 Days
	 
	 $        -   
	 $                   -   
	 $            -   

	    Receivables Collected 61-90 Days
	 
	 $        -   
	 $                   -   
	 

	    Receivables Collected 91-120 Days
	 
	 $        -   
	 $                   -   
	 $            -   

	    Receivables Collected over 121 Days
	 
	 $        -   
	 $                   -   
	 $            -   

	    Retainage Collected
	 
	 $        -   
	 $                   -   
	 $            -   

	    Loan Payments Received
	 
	 $        -   
	 $                   -   
	 $            -   

	    Interest Income
	 
	 $        -   
	 $                   -   
	 $            -   

	    Warranty Return Credits from Vendors
	 
	 $        -   
	 $                   -   
	 $            -   

	Total Cash Income
	 
	 $        -   
	 $             15,480 
	 $       5,800 

	Cash Disbursements
	 
	 
	 
	 

	Vendor Payment Equipment(Payables)
	 
	 $   7,500 
	 $                   -   
	 $            -   

	Vendor Payment Parts & Materials(Payables)
	 
	 $        -   
	 $                   12 
	 $            -   

	Payroll and All Wages/Commissions
	 
	 $   2,730 
	 $              5,968 
	 $       6,902 

	Payroll Taxes
	 
	 $        -   
	 $                   -   
	 $            -   

	Payment for Accrued Liabilities(Reserves)
	 
	 $        -   
	 $                   -   
	 $            -   

	Payments for Capital Expenditures
	 
	 $        -   
	 $                   -   
	 $            -   

	Loans Granted
	 
	 $        -   
	 $                   -   
	 $            -   

	Payments to Subcontractors 
	 
	 $        -   
	 $                 325 
	 $            -   

	Advertising-Yellow Pages
	 
	 $        -   
	 $                   -   
	 $            -   

	Advertising-Direct Mail
	 
	 $        -   
	 $                   -   
	 $            -   

	Advertising-Newspaper
	 
	 $        -   
	 $                   -   
	 $            -   

	Advertising-Radio
	 
	 $        -   
	 $                   -   
	 $            -   

	Advertising-Television
	 
	 $        -   
	 $                   -   
	 $            -   

	Advertising-Telemarketing
	 
	 $        -   
	 $                   -   
	 $            -   

	Advertising-Other - Home Show/Marketing Materials
	 
	 $        -   
	 $                   -   
	 $           32 

	Workers' Compensation /Auto/Gen. Liability Insurance.
	 
	 $        -   
	 $              2,554 
	 $            -   

	Group Medical Insurance
	 
	 $        -   
	 $                 757 
	 $            -   

	401(k) Employer Contribution
	 
	 $        -   
	 $                   -   
	 $            -   

	Self-Funded Workers Comp
	 
	 $        -   
	 $                   -   
	 $            -   

	Uniforms
	 
	 $        -   
	 $                   -   
	 $            -   

	Employee Relations
	 
	 $        -   
	 $                   -   
	 $            -   

	Drug Testing Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Hiring expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Small Tools Expense
	 
	 $        -   
	 $                 860 
	 $            -   

	Education Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Building Maintenance & Repairs
	 
	 $        -   
	 $                   -   
	 $            -   

	Shop Supplies
	 
	 $        -   
	 $                   -   
	 $            -   

	Equipment Maintenance & Repairs
	 
	 $        -   
	 $                   -   
	 $            -   

	Equipment Rental
	 
	 $        -   
	 $                   -   
	 $            -   

	Rent
	 
	 $        -   
	 $                   -   
	 $            -   

	Utilities
	 
	 $        -   
	 $                   -   
	 $            -   

	Telephone and Internet Provider
	 
	 $        -   
	 $                 193 
	 $          193 

	Janitorial Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Property Taxes
	 
	 $        -   
	 $                   -   
	 $            -   

	Vehicle Repair & Maintenance
	 
	 $        -   
	 $                   -   
	 $           19 

	Vehicle Fuel
	 
	 $        -   
	 $                   86 
	 $          400 

	Vehicles-Licenses & Registration
	 
	 $        -   
	 $                   -   
	 $            -   

	Vehicle Lease/Expenses
	 
	 $        -   
	 $                   -   
	 $       2,500 

	Auto Lease/Monthly Payment
	 
	 $        -   
	 $                   -   
	 $            -   

	Permits & Licenses
	 
	 $      100 
	 $                 445 
	 $           50 

	Security Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Accounting/Auditor Expense
	 
	 $        -   
	 $                   -   
	 $          542 

	Legal Expense
	 
	 $        -   
	 $                   -   
	 $          209 

	Collections Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Dues & Subscriptions/Builders
	 
	 $        -   
	 $                   -   
	 $            -   

	Investments in Industry Clubs/Builders/Real Estate
	 
	 $      865 
	 $                   -   
	 $            -   

	Data Processing
	 
	 $        -   
	 $                   -   
	 $            -   

	Postage
	 
	 $       22 
	 $                   -   
	 $             6 

	Office Supplies
	 
	 $        -   
	 $                   60 
	 $          150 

	Printing Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Radio & Pager Expense
	 
	 $        -   
	 $                   -   
	 $            -   

	Cellular Phone Expense
	 
	 $        -   
	 $                   -   
	 $          242 

	Bank & Credit Card fees
	 
	 $      116 
	 $                   -   
	 $            -   

	Travel & Entertainment
	 
	 $        -   
	 $                   -   
	 $            -   

	Travel & Entertainment-meals
	 
	 $        -   
	 $                   -   
	 $            -   

	Mileage Reimbursement
	 
	 $        -   
	 $                   -   
	 $            -   

	Contributions
	 
	 $        -   
	 $                   -   
	 $            -   

	Computer Hardware/Software Expenses
	 
	 $   3,012 
	 $                   -   
	 $            -   

	 
	 
	 
	 
	 

	Total Cash Disbursed - Flowing Out
	 $                  -   
	 $ 14,345 
	 $             11,260 
	 $     11,244 

	Net Cash Available for Operations (Free Cash)
	 $         150,000 
	 $(14,345)
	 $              4,220 
	 $      (5,444)

	 
	 
	 
	 
	 

	Loan Required/Bank Line of Credit
	 
	 YES 
	 None Required 
	 YES 

	Bank Loan Amount if Any Required
	 
	 $        -   
	 $                   -   
	 $            -   

	 
	 
	 
	 
	 

	Net Cash at End of Period to Carry Forward
	 $         150,000 
	 $(14,345)
	 $              4,220 
	 $      (5,444)



How do we use the cash flow statement? 

1. Enter into the spreadsheet your 12 month cash in and cash out projections.
2. We will be using this system as an actual in combination with our projections, since we know none of us are 100% accurate when forecasting.
3. When you incur an expense that is cash out, place it in the month it occurs.
4. As receivables come into the business, or any other cash, put them in where they belong.
5. If you receive a receivable payment that was 61-90 days old, it goes into the month it came in under the 61-90 heading, giving you a track record of receivables collection.
6. At the lower part of our spread sheet, if the company gets too close to its working capital reserve, which is typically 5% of sales, the spread sheet will indicate a bank loan may be required.  
What will begin to emerge is a pattern of cash flow for the company.  We are hopeful that there is no “Bank Loan Required” because that can be tricky unless you planned for the event such as an inventory buy.
This cash flow system should tell you if you are not collecting your receivables timely, and if your pricing systems are recovering you’re overhead properly.  Otherwise, you will see a pattern like the one occurring in our example where there is a steady decline in the company’s cash position, month over month.
Oh by the way, a lack of sales can also do this too if you are not trimming away your expenses to match-up with the revenue curve.  Does the word Seasonal have any meaning to the HVAC business cycle?  A well planned cash flow statement can highlight seasonal changes in cash signaling you to trim expenses (based on your budget and your plan).
Lastly, the company business mix may need a shift.  Many companies may benefit from a shift into a mix of business where the money can be more readily collected, and improves the cash position of the company.








Why is this critical to your success?
[bookmark: _GoBack]
· Seasonality can impact an HVAC operation drastically.  A properly formed cash flow statement can help you plan for the slower sales cycle.
· Pay attention to the business mix, as it can affect your cash flow, especially if the company already had slower receivable collections.  Any dramatic shift away from good cash flow business can be damaging, and even fatal to the company prospects.
· Using a cash flow statement makes us pay attention to our cash on-hand, but also our cash requirements into the future as we sell.
· Understanding the cash flow of the company can allow you to manage your growth better, by identifying when a bank loan may be required to support the company operating needs, that otherwise may cause financial burdens.
· Allows a company to make decisions, such as taking a cash discount, that improve profits.
· Allows decisions such as receivables collections and inventory usage and turns to be focused upon, forcing the owner to run a more effective business.
· A cash flow statement allows us to understand when a cash drain is occurring due to slower sales, or receivables not being collected timely, so we can react.
· Our pricing systems can be adjusted to meet the slower receivables pace, using a 1% per month carrying cost of capital, add this to your prices if receivables continue to extend out beyond 30 days.
· Having a properly formatted and understandable cash flow statement allows us to make more profits & STAY OUT OF TROUBLE!
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