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Cash is the fuel that drives your business. A business can be making 
profitable sales and still go under, simply because it doesn’t have cash 
on hand to pay the bills. 
 
But good cash flow is about more than just staying afloat. It’s also about 
making your business as efficient as possible. By taking control of cash 
flow, you can reduce the amount of money you need to keep your 
business running from day to day and earn a higher return. 
 
The Trouble with Cash Flow 
 
Cash flow can be hard to pin down. Traditional accounting tools are 
designed to produce balance sheets and profit and loss statements — 
snapshots of your finances at a particular moment. They don’t capture 
your changing cash requirements through the year. 
 
Even the cash flow statement in your annual accounts is backward-
looking, a summary of how your cash balance has changed over the last 
12 months. While it can help you diagnose past problems, it can’t help 
you anticipate future ones. 
 
Many businesses also have their cash scattered across multiple financial 
institutions, making it hard to grasp their current cash flow position 
without time-consuming reconciliations. 
 
Taking control 
 
The first step towards taking control of cash flow is to consolidate your 
banking with a single institution, simplifying administration and giving 
you complete visibility of your current position through your online 
banking service. You’ll save money on fees, too. 
 
Next, you need to create a cash flow forecast. Your forecast shows 
exactly how much cash will flow in and out of your business each month. 
It helps you identify potential crunch points and makes sure you have 
cash on hand to meet them. 
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Tracking your performance  
 
Next, you need to track your actual cash flow performance from week to 
week. That means you need an easy way to assess your current cash 
position. An important first step is to consolidate your banking so that 
you have complete visibility across all your accounts. 
 
Cash flow facts  
 
 43% of business owners say managing cash flow is a challenge 

(Commonwealth Bank and Investment Trends Business Owners 
Survey, November 2007). 
 
Around two-fifths of the companies that failed between 2004 and 
2007 did so because of inadequate cash flow (Australian Securities 
Commission Report 132, External Administrators, June 2008). 
 
Businesses are taking longer to pay their bills, with average payment 
terms blowing out to 56.5 days (Dun & Bradstreet, January 2009). 

 
The cash flow cycle 
 
Every dollar you invest in your business goes through the cash flow cycle 
before it comes back to you, bringing some profit with it. So the faster 
you can make the cycle turn, the more successful your business will be. 
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The cash flow cycle in action 
 
For example, imagine you buy $100,000 worth of stock, then sell it at a 
40% profit. When the account is paid, you receive $140,000 in cash.  
 
Then you can either: 
 
 Reinvest the full $140,000 in your business and make another 40% on 

that. The more often you can do that, the more profit you can make. 
 
Keep the same $100,000 investment cycling around your business and 
use the profit for other purposes. The faster the cycle turns, the less 
money you need to plough into your business. 

 
The flip side is that a slowing cash flow cycle means you need to find 
extra cash to keep your business running. If sales falter, accounts 
receivable blow out or production slows, you may need to dip into your 
reserves or borrow. And that comes at a cost. 
 
Again, consolidating your banking can help. Time wasted shuffling funds 
between banks can be a big brake on your business. 
 
Cash flow warning signs 
 
A business could be having serious cash flow problems if: 
 
 Its suppliers regularly go unpaid for more than 60 days. 

It has frequent disputes with suppliers or changes suppliers regularly. 
It often lodges BASs late. 
Employee super payments are significantly in arrears. 
Suppliers insist on cash-on-delivery. 
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Cash flow tips 
 
 Small Businesses Medium Businesses 
 
Managing cash 

 
If possible, keep three 
to six months 
expenses in reserve. 
 
Invest surplus cash in a 
Business Online Saver 
to get higher returns 
and instant access 
when you need it. 
 
Every business has 
seasonal ups and 
downs. Use an 
overdraft or business 
credit card for extra 
cash when sales are 
slow. 

 
A flexible financing 
option like a line of 
credit lets you draw 
down funds at will, up 
to your credit limit. 
Then you can reduce 
your borrowing costs 
by parking working 
capital in your loan 
account until you need 
it. 

Managing expenses Cut paperwork and 
simplify expense 
management with 
electronic payment 
solutions like BPAY or 
direct credit. 
 
By consolidating your 
business with a single 
supplier, you can 
improve your 
bargaining power, 
potentially negotiating 
better terms of trade. 

Paying paper invoices 
costs time and money. 
Create templates and 
scheduled payment 
files, simplifying or 
automating recurring 
payments. 
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Managing stock The longer stock stays 

on the shelf, the 
longer your working 
capital is tied up. Turn 
over excess or 
outdated stock, even 
at a discount. 
 
Know which products 
have the highest 
margin, then focus 
your marketing on 
them. 

Consider changing 
your pricing structure 
to increase your 
inventory turnover, 
potentially making 
more profit while 
charging less. (See the 
case study for an 
example.) 
 
Aim to cross-sell low 
cost, high margin 
products. 

Managing accounts 
receivable 

Always issue invoices 
as soon as possible. 
 
Provide convenient 
electronic payment 
options to your 
customers to speed up 
payment and ease 
reconciliation. 

Have a standardised, 
written procedure for 
chasing unpaid 
accounts and ensure 
your staff follow it. 
 
Consider using 
receivables finance to 
access cash while 
waiting for accounts to 
be paid. 
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Increasing profits with faster stock turnover 
 

 

 
Crematech was an importer and wholesaler of café supplies and equipment. Despite the quality of its products 
and a healthy market for coffee, the company was having difficulty increasing sales. 

One reason was that its products were expensive compared to its competitors. Higher prices resulted in slower 
turnover, which in turn meant reduced cash flow. Consequently, the company could only afford to buy three 
shipments of stock per year. 

 
Crematech’s owners decided that they needed to accelerate the cash flow cycle by increasing stock turnover. 

After talking to a Banking Trade Specialist, they used a Trade Finance facility to fund extra shipments of stock. At 
the same time, they cut the mark-up on their products from 50% to 20%, significantly reducing their prices. 

Lower prices soon meant higher sales. In a short time, Crematech was turning over stock monthly, rather than 
quarterly, generating sufficient cash flow for 12 shipments a year. 

 
Even though each individual sale was less profitable, Crematech’s lower prices created enough new sales to cover 
operating costs and still leave the company with a higher profit. Meanwhile, the company’s Trade Finance facility 
helped it to cover any cash flow gap between paying for stock and being paid by its retail clients. 

As a result, Crematech was able to earn a higher profit on the same initial investment, while still lowering its 
prices. 

  Old Pricing New pricing 
Cost of stock (per shipment) $250,000 $250,000 
Mark-up 50% 20% 
Gross profit (per shipment) $125,000 $50,000 
Shipments per year 3 12 
Gross profit (per year) $375,000 $600,000 
Operating costs $120,000 $120,000 
Operating profit $255,000  $480,000  

• This is a hypothetical example for illustrative purposes only and does not represent any particular 
individual or company. 
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