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The Importance of Strong
Cash Flow Management

By Jeffrey Wilke ¢ Management/Coaching Consultant
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Amercas Snall AR You may have heard the phrase, “cash is king.” There s a reason for
B = ; /" the common use of this expression in business. Without positive cash
usness flow balances, businesses quickly fail because they cant pay the neces-
sary bills to keep them in operation. Many business owners think in terms of
EntrepreneU'S profit instead of cash. It s important to realize that cash — not profit — is used to pay for
By Kristen Tackett » Lender expenses in thg daily operatioq of the business. P!'ofitable 'businesses can still fail
when their monies are tied up in assets and cash isn t available to pay bills.
One needs to look long and
hard for even the smallest This fact stresses the importance of strong cash flow management by business
success in today s dramatic professionals and becomes more critical during times of economic uncertainty. But
economic downturn. While you can take steps to better manage cash flow and prevent unnecessary cash
most analysts and pundits problems. Here are some key areas and associated techniques to focus on
continue to wallow in an when managing your cash flow:
economic forecast of doom
and gloom, it may come as a
big surprise that the SBA 504

loan program is still helping Prepare a cash flow budget by forecasting sales, cash receipts, expenditures and cash
small businesses nationwide balances. Projections should be on a monthly basis for at least one year and include all
expand. No $700-billion anticipated variations in sales.

bailout, no Wall Street fallout,

just Main Street small busi- Use this budget to help ensure that there s enough cash on hand to meet the

nesses that are turning SBA company s obligations. Always strive to reduce cost and waste throughout your busi-
504 loans into increased prof- ness. Get employees involved and work to create a culture based on these

its while adding employees principles.
and bolstering their local
economy s tax base.

General Cash Flow Management:

Accounts Receivable:

Deposit payments and credit card receipts daily. Your

il economy Is strong main goal is to turn your receivables into cash as
and access to capital is rela- quickly as possible.

tively easy, there s typically
less demand for SBA financ- The

ing. In the case of the SBA Entrepreneur's
504 loan, a private sector

lender partners with a Law School:
Certified Development October 22nd
Company (CDC) to provide
financing for the purchase,
construction or renovation of See ba(_:k
owner-occupied commercial for details.

Entrepreneurs who sell on credit also need a strong
collection program in place. Use customized credit
applications to help screen customers before
granting credit.

To speed up customer payments, invoices must be
sent promptly. In addition, timely action should be taken
when an account becomes past due.Print and monitor
reports that reflect the aging of accounts receivable.
Keep in mind that the older the receivables, the less
real estate. Use of the SBA chance you Il have collecting on them, resulting in

504 loan tends to become decreased value and poor cash flow.

CONTINUED ON PAGE 3 CONTINUED ON PAGE 4
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1. The act of

connecting,
or the state
of being

connected.

. That which
joins or
relates, a
bond or link.

. Group of
associates,
often
considered
influential in
some way.

. Small
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Resource
Network.

Managing Inventory &
In Challenging g
Economic Times

By Adam Robinson ¢ CPA

Times are tough economically, and some
forecasters suggest they may stay that way
throughout 2009. Declining demand for products
and services results in lower sales. But many
manufacturers continued producing products at
the same pace (in the early months of the down-
turn) hoping for a turnaround and because of the
huge fixed costs incurred regardless of the level
of production. Continuing production can be good
for the manufacturer (if the product can be sold),
but it can cause the supply distribution chain to
overflow with excess inventory. This situation isn t
good news for wholesalers and distributors if
costs are increasing while sales are decreasing.

When business is down, why would wholesalers

continue to buy from manufacturers? Two major

reasons:
Fear of supply drying up. If demand
falls too much, the manufacturer may shut
down a product line for a specified time
period. Your customers still want the
product, albeit in smaller quantities, so
you must keep it on hand or provide a
lower customer service level (and
possibly suffer the consequences).
This issue forces you to stock excess
inventory to handle demand until the
manufacturer starts producing again.

Special pricing offers. Remember, the
manufacturer has huge fixed costs that
need to be covered. Therefore products
may be offered temporarily at prices
slightly above their variable costs to
cover the fixed overhead.

But think twice about the benefits of special pric-
ing offers. Everyone likes a good deal and, in a
tough economic climate, you're on the lookout to
reduce costs and seek out bargains. Be careful
before jumping on offers from suppliers, such as
$3 off each case ordered before the end of the
quarter. That $3 price reduction could be offset
by costs that equal or perhaps even exceed the
discount, turning that "great deal" into a money-
losing proposition.
— 2 —

To avoid this pitfall you must identify what that
case of inventory actually costs. The price paid to
the manufacturer and any freight costs are easily
identified and quantified, but there are some
other indirect costs and implications of taking
advantage of the bargain. First, take a leaf from
the manufacturer s book and identify which of
your costs are fixed and won t change because
your inventory levels have increased. These
costs include warehouse rent, management, and
purchasing and payables departments. Then,
pinpoint which of your variable expenses will
increase with larger inventory levels.

If you borrow money to purchase the inventory,
the cost of financing will be higher. Don t forget
there s also an opportunity cost to paying cash,
as this money is now used and isn t available for
other needs or opportunities that may come up.
With banks presently restricting credit lines, you
could possibly use up your cash and credit line,
thus preventing yourself from buying other
products. This result would increase stock-outs
and decrease customer service levels.

Holding and handling costs are probably the
largest and yet most difficult to quantify. The
more inventory you stock, the more time it takes
to store, move and safeguard it. Costs can
dramatically increase in warehouses with little
extra space as you must consider the labor to
move the products around more frequently. In
addition, maintaining inventory counts will take
longer. For example, perhaps additional ware-
house personnel will be needed, there may be
additional costs related to temperature control
and spoilage, etc. Is there a danger of obsoles-
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1 cence if it takes too long to sell the prod-
Ma’nag I ng uct? These outcomes are all factors that
Inventory

must be taken into consideration.
CONTINUED FROM PAGE 2

may even have to reduce your price to
induce your customer to buy! What started
out looking like a bargain may turn into a
liability you hadn t planned for.

Additional variable costs will often not be
recouped because it will be difficult to
charge your customer a higher price simply
because you incurred these expenses. You

Adam Robinson is a partner at Patrick & Robinson,
CPAs in Jacksonville. He can be reached at
(904) 396-5400 or adam @ CPAsite.com.

SBA 504 Loans Reman AvailbbE

CONTINUED FROM PAGE 1

increasingly important as a source of
long-term financing when traditional
sources of money decline as they have
in recent months.

In spite of the credit crisis that continues
to cripple many financial institutions and
slowed lending for commercial expansion,
CDC s are supporting entrepreneurs in virtu-
ally every U.S. market with SBA 504 loans
for qualified small businesses. “The credit
crisis hasnt frozen the SBA 504 loan
program. Loans are still available for
businesses seeking to grow through real
estate acquisition, expansion of existing
facilities, or purchase of new equipment,”
says Christopher Crawford, president of
the National Association of Development
Companies. “CDCs, our banking partners
and the SBA are doing business as usual
and will continue to do so for the long haul.”

SBA 504 loans provide a steady source
of new long-term capital at a fixed rate,
and frequently with only 10% down on a
new project for a small business. These
loans are the perfect tool for conserving
cash for operating expenses. A vacant
commercial property in a neighborhood
can represent an opportunity for a small
business owner who needs more space.
Now may be the perfect time to consider
expanding into a larger facility, or simply
seizing the chance to buy a first building
at an advantageous price.

The CDC industry reports that virtually all
lending partners using the 504 program are

still actively lending on SBA projects to
qualified expanding small business
borrowers. The SBA 504 loan program
remains the ideal program for banks, as
it mitigates private sector lender risk on
commercial real estate financing through
the use of an SBA guarantee.

Funds for the SBA 504 loan program come
from the sale of long-term bonds each
month. These bonds carry the full faith and
backing of the U.S. government and present
an attractive investment option for money
managers, pension funds, insurance
companies and other large institutional
investors. The sales of SBA 504 bonds,
known as debentures, have been success-
fully conducted every month for the past 27
years. Crawford concludes, “The amazing
part about 504 is that it costs the federal
government absolutely nothing, due to the
low default rate costs that are covered by its
low fees. Likewise, there s no requirement
for a Congressional appropriation of funds
for 504.”

CDCs are located in every state and
Puerto Rico. Contact your banker to find
out how you can take advantage of
this program.

Kristen Tackett is a loan
officer and president of
Florida First Capital.
She can be reached at
kristen @ffofc.com or
(904) 861-2270.

Thank you

to our Platinum & Silver

Friends of the SBDC/SBRN!
~ George Knapp of the
Tippins Foundation
~ Jamie Docster of Waddell
& Reed Financial Advisors

LOOK!

)
IA, i)

Get the
attention of
thousands of
businesses
around
Florida.

For information
on advertising in
Connections,
call Andy Bergren
or Tim Jones at
(904) 388-7447.




The Importance of Strong
Cash Flow Management

CONTINUED FROM PAGE 1

Inventory:

Inventory is often the largest capital investment for
most businesses and if not properly managed, can
become a significant strain on the

companyR cash flow.

The cost of maintaining inventory can become
excessive especially when factoring in additional
expenses such as shipping & handling, storage,
necessary staff and insurance. The goal is to carry
just the right amount of inventory to meet demand.

Identify and develop strong relations with reliable
suppliers who can best deliver goods quickly and

If necessary, mark down items that arenRselling
well to avoid carrying excess inventory that may
become obsolete.

Accounts Payable:

Strive to build good relations with suppliers and
vendors to better negotiate favorable credit terms
and to create added value in your supply chain.
Make payments to suppliers and vendors to your
companyR advantage. For example, payments can
be stretched out if necessary or perhaps paid early
to take advantage of any cash discounts.
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frequently so that you can keep inventory levels low.
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All the experts you need in one place.

Florida’s Small Business Resource Network has assembled in one place
all the legal advisors and experts in corporate law that a business owner
would need. In half a day, learn from all the legal experts you’ll need to
reduce your risk and be fully prepared to succeed.

October 22, 2009
UNF - University Center
8:30 a.m. - 12:30 p.m.
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“We’re in the business of putting you in business.”
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Marshall A, Reddy
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P.O. Box 806 ¢ Ponte Vedra Beach, 32004
Phone: 904-280- 1945_3 Fax 904-280-1968

www. Frannet.com/MReddy ad: MReddyi@F rannet.com

Effective cash flow management consists of a wide
range of concepts and tactics, so weRe only scratched
the surface. The importance of cash flow cannot be
overstressed. ItR the lifeblood of any business. Strong
cash flow management is necessary to keep your busi-
ness healthy and competitive.

Jeffrey D. Wilke is the owner & managing member of Easy Step
Solutions, LLC. He can be reached at (904) 221-9448 or by
visiting www.easystepsolutions.biz.
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