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to do list
have i...

To find out how Westpac can help your business, please
speak to your Relationship Manager or contact
Business Direct on 132 772 (metro), 1300 134 979 (regional).

PREPARED A CASH FLOW budget?
See page 2

Thought about the peaks and troughs?
See page 4

when you’re thinking about

cash flow
there’s plenty to talk about

got a handle on stock control?
See page 5

LOOKED INTO THE working capital CYCLE?
See page 6

GOT A GOOD RECORD-KEEPING SYSTEM?
See page 6

Thought about my cost structure?
See page 10

INTRODUCED A SIMPLE cash flow forecast?
See page 14

completed A cash flow inventory?
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See page 16

“

the more my
Assets grow,
the more my
cash flow grows
Robert t. Kiyosaki

”

can i?

commonly asked questions
Can I manage my cash flow simply by monitoring
my bank balance? No, anticipating future cash
flow is important to ensure that you do not miss
the implications of an impending cash flow deficit
before it is too late.

As long as I am making a profit, won’t my cash
flow take care of itself? No, profits are not cash.
Revenues and expenses determine profit, whereas
cash receipts and cash disbursements determine
cash flow. A profitable business can run out of cash
by ‘over-trading.’

Do I need to have a cash flow budget? Yes, a
controlled cash flow, the end result of cash flow
budgeting, will more than repay the time and effort
you give to it by ensuring that you can pay your bills
when they are due.

Will the bank ask me for a cash flow budget
when I apply for a business loan? Yes, because it
tells the bank how much money you need to borrow,
when it will be needed and when it will be repaid.

Does my ‘operating cycle’ affect my cash flow?
Yes, the amount of time your cash is tied up in
stock and debtors affects your cash flow. The
shorter your operating cycle the less money you
need to invest in stock and debtors, whereas the
longer your operating cycle the more money you
need to invest in stock and debtors.

Robert T. Kiyosaki (1947 – ), born and raised in hawaii, is
a writer and motivational speaker. he specialises in
the areas of personal finance, investing and business.
His rich dad, poor dad series of books have sold millions
of copies worldwide and have established him as an
authority on personal wealth creation.

The “can I” questions are part of a series
developed by John English for the TALK ABOUT
series of books. English, associate professor of
entrepreneurship at the University of canberra,
is a well-known author and consultant to
small business. He wrote The Best-selling How
to organise and operate a small business in
Australia (Allen & Unwin, Ninth Edition, 2003).

Things you
should know
The Cashflow guide is published by Westpac Banking
Corporation (“Westpac”). No part of this guide may be
reproduced without the prior approval of Westpac. The
information contained in this guide (“Information”) is
based on information available at April 2006. While
Westpac (or another member of the Westpac Group)
has made every effort to ensure the Information is
free from error, no company in the Westpac Group
warrants the accuracy, adequacy or completeness of the
Information. This Information has been prepared without
taking into account your objectives, financial situation
or needs. Because of this, you should, before acting on
this Information, consider its appropriateness, having
regard to your objectives, financial situation or needs.
The taxation position described is a general statement
and should only be used as a guide. It does not constitute
tax advice and is based on current tax laws and their
interpretation. The Information may contain material
provided directly by third parties. While such material is
published with necessary permission, no company in the
Westpac Group accepts responsibility for the accuracy
or completeness of any such material. Except where
contrary to law, Westpac intends by this notice to exclude
liability for the Information. The Information is subject to
change without notice.
Copyright © 2006 Westpac Banking Corporation
ABN 33 007 457 141

contacts
www.ausindustry.gov.au
www.ato.gov.au
NSW www.smallbiz.nsw.gov.au/smallbusiness
NT www.kakadu.nt.gov.au
QLD www.smartsmallbusiness.qld.gov.au
SA www.southaustralia.biz
VIC www.biz.vic.gov.au
WA www.sbdc.com.au
TAS www.iris.tas.gov.au
Australian Consumer and Competition Commission
1300 302 502 www.accc.gov.au and click on
Franchising to see the Franchising Code of Practice
Office of Small Business (02) 6276 1331
www.industry.gov.au
ACT 1800 244 650 www.business.act.gov.au
NSW 1300 134 359 www.smallbiz.nsw.gov.au
NT 1800 193 111 www.tbc.nt.gov.au
QLD 13 26 50 www.sd.qld.gov.au
SA www.cibm.sa.gov.au
TAS 1800 440 026 www.dsd.tas.gov.au
VIC 13 22 15 www.businessaccess.vic.gov.au
WA 1800 199 125 www.sbdc.com.au

helpful READING
Driving Small Business, Des Knight and
Noel Whittaker (Simon & Schuster, 2002)
Small Business For Dummies, Veechi Curtis
(Wiley Publishing, 2004)
How to Organise And Operate a Small Business
In Australia, John English (Allen & Unwin, 2003)
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the lifeblood of
your business
Cash is the lifeblood of any business.
Without it your business will die.

Difference between profit and Cash

months of the year this business was
strapped for cash and nearly went
under as they only made enough
sales to cover their costs. In the
last month of the year they made
a couple of large sales and this is
what resulted in the annual profit
of $50,000. Profit is the result of
trade over a given period, cash flow
is required to keep the business in
operation by covering day to day
expenses. This is why it is important
to manage and understand how cash
flows through your business.

It is important to understand that
profit and cash flow are two different
things. Many operators will tell you
that it is possible for a business to
generate strong profits but collapse
because they have run out of cash.
The easiest way to explain this is to
imagine a business whose profit and
loss statement showed that last year
they made a profit of $50,000. What
the profit and loss statement doesn’t
show is that for the first eleven

A cash flow budget simply records
the amount of money that you
expect to flow in and out of your
business over a given time frame.
It is a financial tool that will help
predict the availability of cash in a
business at any given time. Income
and expenses are calculated monthly
to help plan for any future short
falls in cash.

Of all the reasons as to why businesses
fail, insufficient cash flow is one of
the most common. Often this is not
due to the lack of actual business or
the amount of sales being made but
the mismanagement of the funds
available. Every business has its
differences, but the core principles
are the same, cash is the lifeblood of
your business, without proper cash
flow management and planning your
business will die.

What is a Cash flow Budget?

How to construct a Cash flow budget
A cash flow budget is based around
a series of assumptions about the
expected performance of the business
in the future. These assumptions
need to be realistic and supported
by the most accurate data you
have available. If you have access
to previous trading results then the
best place to start is last years sales
and expense records. Allocate these
results into similar months that they
occurred last year unless you know
they will change in the future. You
may want to increase sales to account
for more growth or you may know
that you made an unexpected sale/
expense in a particular month last
year that was a one off. You could be
looking at introducing a new product
line or service, looking to buy a
new piece of equipment or employ
another person. These will all have
an impact on the cash flow budget
and are the type of things you should
account for so that you can forecast
as accurate a picture as possible.
If you plan to use the information
on your profit and loss statement
understand that these have been
prepared for tax purposes and will
account for non-cash payments such
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as depreciation. This shouldn’t be
included in a cash flow budget as
you don’t physically make a payment
for these things.
If the business is new, then you
will need to base your assumptions
on research, market expectations,
contracts held, known expenses
such as rent or compare other
similar business results. The more
information you can build into the
picture the stronger the tool will be.
Some will say it is a good idea to
have three cash flow budgets that
account for the best, most likely
and worse case scenario. Computer
spreadsheets allow you to quickly
adjust scenarios and as you receive
your actual figures for each month it
is important that you fill these in so
that you have an up to date position
of the business. This will allow you
to react as quickly as possible to any
changes that may be required. Based
on this the cash flow forecast (refer

page 14) should be a living document
and not filed away and forgotten
about. Used properly it is one of the
most important business indicators
and planning tools you can have.
Many people in business will
have their accountant prepare their
cash flow budget for them. There
is nothing wrong with doing this
as long as you, the business owner,
understand the information that your
accountant has prepared. If you don’t
understand the assumptions that your
accountant has put into the cash flow
budget, then you won’t be able to use
it as an effective tool, and why would
you pay to have it done if you are not
going use it and just file it away?

Things to remember

why do
a budget?

1
2
3
4
5

it helps planning
identifies
borrowing needs
supports funding
applications
allows you to monitor
business performance
uncovers potential
problems before they
become an issue
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Peaks and troughs
There are many ways to generate positive cash flow – starting with
being upfront wth customers. the aim is to keep the money moving
your way, rather than subsidising someone else’s business.
Once you have completed a cash
flow budget it will be apparent as to
how much cash you will need, when
you will need it and why you need it.
You may find that you will generate
sufficient cash each month to meet
the bills however others may find
that their business is seasonal and
has some months quieter than others.
An overdraft facility is designed
specifically for this purpose, to help
pay for every day expenses whilst
you wait for the cash to come in.
Some business operators believe
there is a stigma associated with
having to operate with an overdraft
facility and that they are not efficient
operators. This could not be further
from the truth. Many profitable
businesses experience peaks and
troughs in their cash flow and need
the overdraft facility to carry them
through these times. The cash
flow budget can be used to predict
these periods and help calculate the
amount of overdraft facility needed.
Once the limit is set, the business can
use the available funds on a revolving

basis within the limit. They will only
pay interest on the funds they use
eg. If an overdraft limit is $100,000
and the business writes a cheque for
$25,000 using the overdraft facility
they will only pay interest on the
$25,000 until it is repaid in full.

Match the life of the loan with
the life of the asset
One of the most common problems
with the overdraft facility is that
it is very tempting to write out a
cheque for large items and worry
about it later. The overdraft facility
is provided to be a source of funds
to pay for day to day expenses such
as rent, wages, stock, electricity etc.
It is not provided to pay for what is
known as long term assets. These
are things such as cars, office fit
out, forklifts, cool rooms, boats etc.
Many businesses get themselves
into financial trouble because they
buy long term assets (they may not
be able to afford) by using their
overdraft facility. This often uses up
a portion of the overdraft facility not

accounted for when the limit was set.
This is fine when the overdraft funds
are not required but when they are
the business can come to a sudden
halt. It is best to match the life of the
asset with the life of the loan. This
means long term assets are funded
using different types of loans such
as leasing and business development
loans. Speak to your bank and your
accountant about what’s the best loan
structure for you.

Impact of Growth on Cash flow
Experiencing rapid sales growth
can be a great thing for business,
but it can also be the downfall. It is
important to manage growth properly.
Many operators in this situation tend
to see the sales going sky high, but as
they put their hand into the pocket
there never seems to be enough
cash. As businesses experience rapid
growth they are constantly looking
to add more services or stock on
the shelf to keep up with demand.
This demand tends to consume all
available cash and a capital injection is
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things to Remember

action
plan

C oncentrate on
stock control
2 Improve debtor
collection
3 Evaluate pricing
4 Manage expenses
1

often required to support the growth.
History shows that it is difficult for
a business experiencing such growth
to generate sufficient cash internally
and may need to look outside of
the business for support. There are
four key ways that the funding can
be sourced. Operators can look for
new equity from an outside investor.
This involves giving up ownership
but could improve expertise. They
can use net profits, which is often a
limited source of funds and only a
percentage of that required. They can
use trade creditors within the given
terms but again is a limited source of
funds and finally they can go a bank.

Among other things a cash flow
budget (refer page 14) will help
support your case for growth and the
need for additional funding.

Stock Control
If you are starting a business from
scratch it is difficult to predict the
amount of stock required. You don’t
want to have too much stock but at
the same time you don’t want to run
out. Things such as the availability
of stock, the cost of stock, storage
and transport, what contracts are
held to fulfil, the nature of the stock
whether it be perishable or seasonal
such as fashion. How you plan to
sell the stock, made to order, or walk
off the street.
An existing business faces the same
issues except that they have previous
trade results to help predict the
demand for the following year. These
results can be adjusted in line with
assumptions about expected changes
moving forward and understanding
what impacted the business last year.
Some operators tend to hoard
stock regardless of how useless
and unsaleable it is. They can’t
help themselves. It is important to
understand what the real cost of this
stock is to your business and how
much cash is tied up in the working

capital cycle (refer pages 6–7).
Sometimes there is a competitive
advantage in being able to provide
the right product at the right time
but if the stock is old and not needed
the golden rule is to get rid of it.
Recoup the cash as best you can
such as have a sale and inject it back
into the business.
Look at what your product mix is,
some stock will turn over faster than
other items and in general these will
have a lower margin but much higher
volume. Other items may turn over
more slowly but will make a much
higher margin. Understanding the
relationship between price volume and
cost and the impact on your business
is covered on pages 10 and 11.
Buy what you need not what you
want. Set up a system that manages
stock. This may be having one
person responsible for ordering or a
centralised computer program. Check
all stock against the invoices to make
sure what you order is what you get
and record when it should be paid
for and any discounts available.
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how to ride the
working capital cycle
Available cash tends to get tied up in what is
known as the Working Capital Cycle (WCC).
Every business, regardless of what they do,
has a working capital cycle.
To start any business, cash is required.
This cash is then used to purchase
stock in order to generate a sale.
When the stock is sold it is either by
way of a cash sale or is charged to an
account, creating a debtor. When the
debt is collected the WCC continues.
In a service industry the stock is work
in progress.
Imagine that the stock a business
buys sits on the shelf, on average, for
fifty five days before it is sold and that
it takes an average of forty five days
to collect the debtors. Each dollar tied
up in the WCC takes one hundred
days before it returns to the cash
position where it can be used again to
purchase more stock (refer diagram).
While waiting for that dollar to return,
more stock has to be purchased to
keep the business operating and to
do so, many businesses use their
overdraft facility which is costing them
money. If there is no overdraft, they

are using their credit funds that could
be better used elsewhere. The faster
you can turn the WCC, the faster the
dollar returns and the less overdraft or
surplus funds you have to use. This
is where efficiency in debt collection
and improving your stock turnover is
the key.

Keeping your records
It is critical that you keep good
financial records in business. It
doesn’t matter if they are paper
based or on a computer software
program but they need to be simple
to understand, reliable and accurate.
They need to be in a consistent
format and designed to provide
information on a timely basis.
These records will form the basis
of your financial statements and tax
returns. Your accountant can help you
to determine what records you should
keep and what information they
should contain. In general you need
to keep records of all transactions,
accounts receivable, accounts payable,
payroll, petty cash and inventory.
Don’t get swamped by data. Some
people love to produce reports and
it is then that it becomes all too
much and easy to set aside. Ask
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your accountant what you need to
measure in your type of business.
Set yourself some key performance
indicators and produce reports
that make sense to you. Things
that get measured get managed.
If you don’t understand, ask the
questions – or you may be missing
out on opportunities to improve the
performance of your business.

Collecting Debtors
Remember a sale is only completed
when your invoice is paid in full. Many
people concentrate on making the sale
but fail to set up the credit control
procedures until they experience a bad
debt. These procedures should be in
place from the start.
Create a terms of trade policy
that can be provided to customers
explaining what is expected of them
and by you should they not comply
by these rules. Don’t rest on verbal

agreements remember this is business
and even the best deals can go wrong.
Consider how you want to be paid
and how that can impact the cash flow
in your business. If you currently trade
on cash only basis and are considering
offering terms this should be built into
your cash flow budget to determine
the impact on your month end cash
position. Consider the additional risk
to your business, uncollectible accounts,
systems and processes. On the other
hand if you get it right it may bring
you more business opportunities and
more customers.
If you have exposure to only a
couple of major customers this can
pose a risk to your business if they get
into financial difficulties. Make sure
that you check credit references, that
you know who is going to sign the
cheques and address the bill to them.
Once the bill is issued you then
have to wait for it to be paid.

things to Remember

making
sales
1
2
3
4
5

a sale is only completed
when your invoice is paid
in full
put credit control
procedures in place to
avoid bad debt
Always give your
customers a terms of
trade policy
build credit terms into
your cash flow budget
Always check
credit references

when the chips
are down

THE CASH WAS FLOWING, BUT GARY LEeCH’S COMPANY,
KETTLE CHIPS, WAS NEARLY FRIED BY THE OLDEST TRICK IN
THE BOOK – A CASH FLOW CRISIS.
When I started Kettle chips, we sold through
our own distribution network and the money
was coming in, but sporadically. I had asked
my potato growers if they would wait for
payment while we built the business.
They had surplus capacity over what they
were already producing for the big chipmakers, so initially they weren’t growing
specifically for us.
We were not on top of the cash flow cycle.
At first this wasn’t a problem. But we were
selling heaps of product, the business was
going gangbusters and, like everyone else in
the early stages of a manufacturing business,
we thought that if we just kept up the pace, all
would be well. After all, our sales had built into
millions of dollars within a couple of years.
But suddenly our cash flow cycle blew out.
We were exposed with more money going out
than was coming in. We had a $750,000 loan
and were in a crunch. There were five of us in
the company, and some of us had houses at
stake. I suddenly learned about debt-equity
ratios and the money cycle.
I noticed that one customer owed
$50,000. The next time I looked it was
$100,000, then it was $250,000.
At one of the first meetings with our new
chief executive officer, he just ran his eye down
the list of overdue accounts and stopped at
one for $5,000. “Collect this or stop supply,”
he said. Some in the company didn’t want to

do this. “But he’s a mate,” they said. “He’s been
with us since the beginning, you can’t do this.”
The CEO just said, “Do you want to collect it
now or wait until it hits $50,000?”
Of course the debt is harder to pay the
bigger it gets. We actually had to write off an
awful lot of money while we got our business
ship-shape and started to track sales, collect
money and pay accounts on time. It’s the classic
case of a small business growing fast and then
having to learn expensive lessons on the run.
But it all came good and within five years we
were debt-free and looking at the next phase
– further expansion. That would have meant
going into debt again, spending $5 million on
production facilities as we ramped up. Our
advertising budget would have gone from
$400,000 to several million. Higher volumes
would reduce margins and profits would come
down. The law of diminishing returns.
We were doing $18 million in sales with
an EBIT (earnings before interest and tax) of
$2.2 million, three times the industry average,
with a 12 per cent profit margin when others
were only at 3 or 4 per cent.
At that point the choice was either to grow
bigger with all the hassle and financial risk
that entails, or to sell out. After negotiating
with several parties, I sold out for $24 million
to Arnotts – the company I’d worked for and
which had originally rejected my idea for a
higher-value, higher-priced potato chip.

Gary Leech, 45, NOW
OWNS BOUTIQUE SNACKS,
WHICH MAKES GOURMET
PRODUCTS, INCLUDING
FLAVOURED POPCORN.
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Gary’s tips:
• Get your efficiencies in place, particularly
around debtor collection and stock
turnover, before your business goes into
rapid growth mode.
• Lease your machinery. My new company
doesn’t have its own equipment or plant.
I’m not having dead capital again, so
we’ve outsourced production, which
responds to demand. If we don’t sell stuff,
we don’t have any costs. I’ve learned to
get a better skew between our fixed and
variable costs.
• Build slowly and steadily. We are now
building a new distribution network,
taking care to choose those people who
want to align their personal goals with
ours and grow with us.
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the price is right
Many business operators base their prices on the competition. In
doing so they assume the competition have their pricing structure
right, that they are making a profit and that they have the same
cost structure as themselves. In reality every business has a
different cost structure and it is important to understand yours.

Some businesses reduce their prices
to obtain a greater share of the
market with the aim to increase their
price later and hopefully end up with
more market share than when they
started. Unfortunately many who use
this approach find out that volume
is bought more easily than profits.
There aren’t many wins with price
wars. Those who last the distance
are the ones with the least debt, the
strongest balance sheet and know
their costs.
By understanding your own cost
structure you are able to answer
questions such as: How many
extra sales you have to generate to
compensate for a reduction in your
price? If you increase your price,
you could assume that you may
experience a decrease in sales. By
how much can your sales reduce
before it starts to affect your bottom
line? How many sales do I have to

make to cover my costs or just break
even, ie: the point of no profit but
also no loss?
Break even analysis is a financial
tool that allows you to work these
things out. This sounds like rocket
science but in reality it is quite
simple. Expenses in your business
can be divided into two main
categories. The first of these are
fixed costs. These are those expenses
not directly related to sales ie. they
remain relatively constant regardless
of the sales volume and includes rent,
wages, rates and utilities. All other
expenses are known as variable costs
and are directly related to the volume
of sales, which means for every dollar
you make you incur an additional
cost eg. stock, materials, direct labour
and commissions.
Often it is assumed that every
dollar that comes into the business
is another dollar to spend on

something else. Unfortunately this
is not the case. If your rent goes
up by $10,000.00 the extra sales
required to cover this cost will almost
certainly not be $10,000.00 but will
be dependant on your cost structure.
For example, let’s assume I sell pens.
These pens cost me sixty cents to
produce and I sell them for one
dollar. Therefore out of every dollar
earned a portion of this is already
spent. In this example the variable
costs are sixty cents, which leaves
me with forty cents in every dollar
to contribute towards all other fixed
costs. This portion of the dollar is
called the contribution margin.
If the total fixed costs in my
business add up to $120,000.00,
how many sales do I have to make
to break even?
If we know that out of every dollar
earned we only have forty cents (or
40%) left to pay for our fixed costs
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Break even analysis is a powerful
financial tool which can be
used to measure the impact of a
change in price, volume or costs
and helps you plan and develop
strategies to reduce the effect
of these changes.
and that our fixed costs add up to
$120,000.00 then we can work out the
sales required to break even thus:
This is how many sales are required
to break even, the point of no profit
and no loss. If the business sold
301,000 pens they have only made
a profit of forty cents, because out
of every dollar sixty cents has to be
spent to produce that pen.
Break even analysis is a powerful
financial tool which can be used to
measure the impact of a change in
price, volume or costs and helps you
plan and develop strategies to reduce
the effect of these changes. If you are
planning to buy a piece of equipment,
take on a new employee, pay someone
a bonus or want to set yourself a
certain profit, break even analysis
can be used to show you how many
extra sales or additional production is
required to cover these costs.

Reality
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Like many small
businesses driven by
passion, Karen Lebsanft,
42, found that undercapitalisation was the
major obstacle for
Kurrajong Kitchens.

Lack of resources has never stopped an
enthusiastic business owner from launching
out into the unknown, but Kurrajong
was fortunate in that its fledgling baking
business – producing lavosh, biscotti and
mini-toasts – was a sideline to a successful
restaurant and reception centre business.
Demand for the specialty breads and
biscuits has exploded, and today Karen’s
products are sold in supermarkets and on
Qantas business class flights. She speaks
highly of the value of education, having done
several courses available in the western
Sydney area.
Husband Ben, 42, is the production and
finance part of the business, with Karen doing
the marketing and human resources.
Ben has been cooking since he was
14 and Karen has worked for many years
in the hospitality industry, where she had
to juggle budgets and use her project
management skills.
Their trick of using the restaurant takings
to smooth out cash flows in the kitchen came
to an end when the baking business overtook
the hospitality business. The couple sold the
restaurant and sub-leased part of a nearby
bakery to increase production until finally
they bought the bakery.
With 40 staff and production of 30,000
packets of lavosh and biscotti a week, the
business now has some serious cash flow
management in place.

Karen has had to “drill down into the figures”
to find out which products are making the
most money, and which customers are
providing the greatest value. This has helped
them to better understand the cash flow cycle,
and how to calculate their break-even point
and focus on maximising profits.
The analysis did not reveal too many
surprises, Karen says. But it did bring data to
support what she knew from “gut feel” about
what was making money and what was not.
“We now do a cash flow forecast as part of
our budget process, and watch it on a weekly
basis. Then we check at the end of the month
through our accounting system that our
targets are on track.
She says that prompt debt collection is a
key to cash flow management.
“In business it is possible for one supplier
to grow at the expense of another, so I have
always explained to customers that we are
businesses working together for the survival
of both. So I tell all customers that the
account is due on a certain date and that if
it’s not paid on that date we will be calling to
remind them.”
Their company has just appointed a parttime financial controller to manage the next
phase of the company growth, which will lead
to a public listing.

ycheck
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geoff morgan and andrew banks, who built and sold a couple
of recruitment businesses, advise on the cash flow cycle.
Karen and Ben have learned on the run what
all SMEs go through once they start selling
their products. Sales usually aren’t the issue
– it’s the cash flow. Kurrajong Kitchens had
cash coming in the door of their restaurant,
which got it over this initial hump. Then
they had to manage the whole growth
process. They have done well in seeking
training and professional expertise to add to
their obvious business skills.
From the very first days of our business,
we had strong systems and processes in
place to manage cash flow.
The motto underpinning our attention to
financial strength was, “Where attention
goes, so energy flows.”
Cash is oxygen for businesses. A business
might start out with a terrific idea but fail
because it runs out of cash. And that could
be for a number of reasons. Maybe they
didn't get enough from the bank. Maybe
they had their foot on the accelerator
too hard. In the management services
business, you use cash to pay temporary
staff, and some of our competitors went
broke while we flourished. That was because
we managed our cash flow. We billed our
clients weekly and were prompt in collecting
the cash. So we had good cash flow in an
industry that traditionally had negative cash

flow – primarily because our competitors
had poor systems and did not focus
enough on cash collection.
At the beginning, our approach to
accounting and finance was simple.
There were just seven of us in a small
recruiting firm that was strapped
for cash, hoping that we didn't go
bust. Allen Kime our then part-time
accountant (who was 67 and had tried
to retire twice) used to bring us a small
square of paper on a Friday afternoon
that said it all. He listed the following
(complete with weekly figures:
Invoiced sales
Cash in
Cash out
Cash balance at bank/overdraft
Number of placements
(people we had put in new jobs)
FROM FLOURISH & PROSPER, BY GEOFF MORGAN
AND ANDREW BANKS (PENGUIN VIKING)

Tracking tips

knowledge
is power
1

2

3
4

5

P ut good cash flow
tracking systems in place
If you take your eye off
the numbers, the energy
will go out of your
business
Work out what you need
to track – cash in, cash
out, turnover
If you don’t understand
the numbers, get an
accountant (even a parttimer) to help out
Make sure debts are
collected promptly
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cash flow forecast
use this sample cash flow forecast as a guide
to tracking your incomings and outgoings.
jan
beginning cash position

Cash Sales
Collections (Accounts Receivable)
Other income

A: Total cash available

Accounts Payable
Past Due: Accounts Payable
General Expenses
Wages
Monthly long-term debt
(principle repayments)

Other

B: Total cash outflow
month end cash position (A - B)
Short-term loan required

ending cash position

feb

mar

apr

may

jun

jul

aug

sep

15

collection tips

managing
accounts receivable

oct

nov

dec

total

1 M
 ake preparing your
invoices one of your highest
priorities
2 H
 ire an experienced accounts
receivable manager, and
have them form a favourable
relationship with the person
who signs the cheques
4 P rovide customers with
information about the
payment processes available
5 A t point of sale identify how
they will be paying –
cash, cheques direct into
your business account
6 P rovide your account
details in writing
7 Include due dates on all
invoices sent out
8 If you offer a discount,
make sure it is clearly
spelled out on the invoice
9 S end a stamped, self
addressed envelope
with invoices

10 C ategorise slow payers and
deal with them accordingly
11 r educe the grace period for
late payment, and increase
the frequency of reminders
to late payers
12 M
 ake collection calls early
in the week. be personable!
13 If there are repayment
issues, suggest an initial
deposit with an ongoing
repayment schedule
14 W
 hen an agreement has
been reached, immediately
send a formalising letter
15 C opy all incoming cheques.
deposit the originals
immediately and use the
copies for reconciliation
and accounting
16 P ay suppliers on a
chronological basis –
rather than paying all
on the same day
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at a glance
Fill out the following cash flow inventory to
reveal the state of your business for accounting,
tax and planning purposes.
1

How much income are you generating
now and how much income can you
expect to generate in the future?

2

How much cash is tied up in accounts
receivable (and thus not available to
you) and for how long?

3

How much do you owe for rent?
Merchandise? Utilities? Equipment?

4

What are your expenses, including
payroll, payroll taxes, merchandise,
advertising, equipment and facilities
maintenance, and benefit plans for
yourself and employees (such as
health insurance, retirement, etc.)?

5

How much cash do you have on hand?
how much is tied up in inventory? What
is your actual working-capital budget?

6

How frequently do you turn over your
inventory?

7

Which of your product lines,
departments or services are making
a profit, which are breaking even, and
which are financial drains?

8

What is your gross profit? What is your
net profit?

9

How do all of the financial data listed
above compare with last year – or last
quarter? How do they compare with the
projections in your business plan?

10 How does the financial data compare

with those of your competitors?

cash
flow
keys
1. Profit and cash are
two different things.
2. Profit pays back
long term debt and
supports growth.
3. Cash flow pays for day
to day expenses.
4. Every business should
complete a cash flow
budget position.
5. prepare THREE FORECASTS
FOR THE SAME BUSINESS –
BEST CASE, WORST CASE
AND MOST LIKELY.

“

the more my
Assets grow,
the more my
cash flow grows
Robert t. Kiyosaki

”

can i?

commonly asked questions
Can I manage my cash flow simply by monitoring
my bank balance? No, anticipating future cash
flow is important to ensure that you do not miss
the implications of an impending cash flow deficit
before it is too late.

As long as I am making a profit, won’t my cash
flow take care of itself? No, profits are not cash.
Revenues and expenses determine profit, whereas
cash receipts and cash disbursements determine
cash flow. A profitable business can run out of cash
by ‘over-trading.’

Do I need to have a cash flow budget? Yes, a
controlled cash flow, the end result of cash flow
budgeting, will more than repay the time and effort
you give to it by ensuring that you can pay your bills
when they are due.

Will the bank ask me for a cash flow budget
when I apply for a business loan? Yes, because it
tells the bank how much money you need to borrow,
when it will be needed and when it will be repaid.

Does my ‘operating cycle’ affect my cash flow?
Yes, the amount of time your cash is tied up in
stock and debtors affects your cash flow. The
shorter your operating cycle the less money you
need to invest in stock and debtors, whereas the
longer your operating cycle the more money you
need to invest in stock and debtors.

Robert T. Kiyosaki (1947 – ), born and raised in hawaii, is
a writer and motivational speaker. he specialises in
the areas of personal finance, investing and business.
His rich dad, poor dad series of books have sold millions
of copies worldwide and have established him as an
authority on personal wealth creation.

The “can I” questions are part of a series
developed by John English for the TALK ABOUT
series of books. English, associate professor of
entrepreneurship at the University of canberra,
is a well-known author and consultant to
small business. He wrote The Best-selling How
to organise and operate a small business in
Australia (Allen & Unwin, Ninth Edition, 2003).

Things you
should know
The Cashflow guide is published by Westpac Banking
Corporation (“Westpac”). No part of this guide may be
reproduced without the prior approval of Westpac. The
information contained in this guide (“Information”) is
based on information available at April 2006. While
Westpac (or another member of the Westpac Group)
has made every effort to ensure the Information is
free from error, no company in the Westpac Group
warrants the accuracy, adequacy or completeness of the
Information. This Information has been prepared without
taking into account your objectives, financial situation
or needs. Because of this, you should, before acting on
this Information, consider its appropriateness, having
regard to your objectives, financial situation or needs.
The taxation position described is a general statement
and should only be used as a guide. It does not constitute
tax advice and is based on current tax laws and their
interpretation. The Information may contain material
provided directly by third parties. While such material is
published with necessary permission, no company in the
Westpac Group accepts responsibility for the accuracy
or completeness of any such material. Except where
contrary to law, Westpac intends by this notice to exclude
liability for the Information. The Information is subject to
change without notice.
Copyright © 2006 Westpac Banking Corporation
ABN 33 007 457 141

contacts
www.ausindustry.gov.au
www.ato.gov.au
NSW www.smallbiz.nsw.gov.au/smallbusiness
NT www.kakadu.nt.gov.au
QLD www.smartsmallbusiness.qld.gov.au
SA www.southaustralia.biz
VIC www.biz.vic.gov.au
WA www.sbdc.com.au
TAS www.iris.tas.gov.au
Australian Consumer and Competition Commission
1300 302 502 www.accc.gov.au and click on
Franchising to see the Franchising Code of Practice
Office of Small Business (02) 6276 1331
www.industry.gov.au
ACT 1800 244 650 www.business.act.gov.au
NSW 1300 134 359 www.smallbiz.nsw.gov.au
NT 1800 193 111 www.tbc.nt.gov.au
QLD 13 26 50 www.sd.qld.gov.au
SA www.cibm.sa.gov.au
TAS 1800 440 026 www.dsd.tas.gov.au
VIC 13 22 15 www.businessaccess.vic.gov.au
WA 1800 199 125 www.sbdc.com.au

helpful READING
Driving Small Business, Des Knight and
Noel Whittaker (Simon & Schuster, 2002)
Small Business For Dummies, Veechi Curtis
(Wiley Publishing, 2004)
How to Organise And Operate a Small Business
In Australia, John English (Allen & Unwin, 2003)
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talk about

to do list
have i...

To find out how Westpac can help your business, please
speak to your Relationship Manager or contact
Business Direct on 132 772 (metro), 1300 134 979 (regional).

PREPARED A CASH FLOW budget?
See page 2

Thought about the peaks and troughs?
See page 4

when you’re thinking about

cash flow
there’s plenty to talk about

got a handle on stock control?
See page 5

LOOKED INTO THE working capital CYCLE?
See page 6

GOT A GOOD RECORD-KEEPING SYSTEM?
See page 6

Thought about my cost structure?
See page 10

INTRODUCED A SIMPLE cash flow forecast?
See page 14

completed A cash flow inventory?
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