The Importance of Managing Working Capital for Liquidity
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There are a lot of different factors that go into successfully running and growing a small to mid-sized business.
One that’s sometimes overlooked is shrewd management of working capital in order to ensure ample liquidity
and a strong cash position. This will give companies the ability to be flexible in the pursuit of future growth
opportunities — which, in turn, will help determine how far a company will eventually go.
But effectively managing working capital for liquidity requires financial discipline on the part of management.
Many companies that have survived and thrived during the economic doldrums of the past few years have done
so by remaining disciplined: conserving cash, controlling costs and spending judiciously on technology and
innovations. These are the businesses that now find themselves at a competitive advantage when it comes to
having the flexibility to pursue future growth opportunities.
Cash Is King!
There are many drawbacks and even dangers for companies that don’t exercise discipline in managing working
capital for liquidity. These include the following:





Having a limited ability to invest in growth opportunities.
Being in a less-competitive position in the marketplace.
Having limited access to credit.
Enjoying less bargaining power with customers, suppliers and vendors.

The solution is to adopt an attitude and create a financial culture where “Cash is King!” This might sound like a
cliché, but it’s true. Having a healthy cash position is the key not only to surviving when times are tough, but
thriving when new business opportunities arise. To do so, you need to create internal cash management policies
and procedures that will reduce invoicing errors and report any account delinquencies to management.
Creating this financial culture requires using key performance indicators (KPIs) that report accurate and timely
metrics of working capital. These metrics include days sales outstanding (DSOs), days payable outstanding
(DPO) and days sales in inventory (DSI). These metrics show the effectiveness of internal financial processes
such as invoicing, receivables collections, payment processing and inventory management. These metrics and
other data can be used to produce a 13-week rolling cash flow forecast that will enable you to review current and
future cash positions and proactively address cash flow slowdowns.
Building strong relationships and creating a supportive environment with customers and suppliers is another
component to creating a financial culture geared around managing working capital for liquidity. You should strive
to be consistent with your customers and vendors by always doing what you say you’re going to do, when you
say you’re going to do it.
Focus especially on building strong relationships with your customers’ and suppliers’ finance departments. As
you do, encourage electronic integration and communication with customers and suppliers via the use of

The Importance of Managing Working Capital for Liquidity

Page 1

© 2016 CFO Edge, LLC

Automated Clearing House (ACH) electronic payments, e-procurement cards and corporate credit cards. These
are both convenient and cost-effective for all parties involved in the payment process.
Yet another way to improve working capital management is to take advantage of technology that enables you to
deposit checks remotely from your office using a scanner supplied by your bank or a smartphone app, instead of
physically presenting checks for deposit at the bank. This practice can significantly speed up the posting of
receivables and provide a cash flow and working capital boost.
Your company could realize a number of benefits by effectively managing working capital for liquidity, including
the following





More efficient use of available funds to support growth initiatives.
Receiving better access to credit and better terms from lenders.
Streamlined financial and operating processes.
Stronger cash flow and increased profitability.

Concluding Thoughts
One business success factor that’s sometimes overlooked is shrewd management of working capital to ensure
ample liquidity. But effectively managing working capital for liquidity requires financial discipline on the part of
management. Companies that have survived and thrived in recent years have done so by remaining disciplined
financially — and these are the businesses that find themselves at a competitive advantage. An outsourced CFO
services provider can help you exercise the discipline required to effectively manage working capital for liquidity.
About CFO Edge
CFO Edge, LLC delivers enterprise-class financial and operational performance solutions to executives
throughout Southern California. Based in Los Angeles, our formerly-seated chief financial officers engage on
demand as part-time CFOs, single-project CFOs, and interim CFOs to help business leaders successfully
resolve pressing challenges and realize their financial and operational goals. At CFO Edge, we are passionate
about helping our clients create, grow and sustain value. For more information, visit www.cfoedge.com or call
800.276.1750 Ext 101.
This publication has been prepared for general information on matters of interest only, and does not constitute professional advice on facts and
circumstances specific to any person or entity. You should not act upon the information contained in this publication without obtaining specific professional
advice. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication. The
information contained in this material was not intended or written to be used, and cannot be used, for purposes of avoiding penalties or sanctions imposed
by any government or other regulatory body. CFO Edge, LLC, its members, employees and agents shall not be responsible for any loss sustained by any
person or entity who relies on this publication.
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