Understanding Your Cash Flow Cycle
Arthur F. Rothberg, Managing Director, CFO Edge, LLC
As they continue to face challenges in this uneven and inconsistent economic recovery, many CFOs and
CEOs are placing a renewed emphasis on optimizing cash flow as a way to help improve their company’s
financial situation.
Improving cash flow starts with an understanding of the cash flow cycle. Following is an explanation of the
typical cash flow cycle and some tips for improving your company’s cash flow.
The Movement of Cash
The cash flow cycle describes the movement of cash through a business as products are manufactured and
sold and payment is collected. For a manufacturing business, it usually looks like this:
1. Cash is paid out for equipment, raw materials, salaries, overhead, etc.
2. All of this is used by the business to manufacture product(s).
3. The products may then be stored in a warehouse until sold to customers.
4. After products are sold, the business issues an invoice to customers, creating accounts receivable.
5. Accounts receivable are collected from customers, which brings cash back into the business again.
Depending on the business, the length of time between step number one and step number five of the cash
flow cycle can be quite lengthy. This cash flow “lag” is one of the most common reasons for business failure:
Even companies with strong sales and profits can simply run out of money in the middle of the cash flow
cycle.
Companies often seek bank financing in the form of a working capital loan or line of credit to help them
bridge these cash flow gaps. But in today’s credit environment, it can sometimes be difficult to obtain such a
loan. Factoring and asset-based lending—in which businesses pledge accounts receivable or hard assets
like equipment and real estate as collateral—are one financing alternative for businesses that cannot obtain
a traditional bank loan.
Shortening Your Cycle
One of the best ways to improve cash flow is to shorten your cash flow cycle. This consists of two main
strategies:
1. Accelerate collection of your receivables.
It’s logical that the quicker you can get cash back into your coffers, the faster it’s available to pay for
overhead and invest back into more raw materials and equipment so you can make and sell more
products.
Understanding Your Cash Flow Cycle

Page 1

© 2012 CFO Edge, LLC

Depending on your industry, you probably have to offer payment terms of some type to your customers
(e.g., net 30 days). However, negotiate with customers to try to shorten these terms, if possible. One
strategy is to offer a discount for paying early. For example, with a “2-10, net 30” discount, the customer
would receive a 2% discount on the invoice if it’s paid in 10 days instead of 30.
Also get serious about collecting past-due receivables, since the chances of collecting are reduced
drastically over time. You should be contacting customers immediately to check on the status of late
payments and stress the need for paying promptly in the future.
2. Stretch out disbursement of your payables.
This is a fine line, because you should always pay invoices according to the terms you’ve negotiated with
your suppliers. But you’ll receive no benefit from paying early (unless you’re taking advantage of an earlypay discount).
Work closely with your accounting department to set up a payables management system in which all
invoices are paid as close to the due dates as possible. By focusing on these two components of cash
flow management, you could shorten your cash flow cycle by as many as 10 to 15 days or more, which
could have a big impact on your overall cash flow.
Concluding Thoughts
Improving cash flow management is one of the best ways for Los Angeles and Southern California CEOs
and CFOs to help their companies weather the challenging economy. An outsourced CFO services provider
may be able to devise cash flow strategies for your business. Such a provider can share expertise gleaned
from helping other businesses similar to yours meet cash flow challenges.
About CFO Edge
CFO Edge, LLC is a leading Southern California provider of outsourced CFO services. Based in Los
Angeles, we are a group of experienced chief financial officers who engage with CEOs and CFOs on
demand to address strategic planning, business management, and day-to-day financial operations
challenges. Our seasoned professionals deliver services as interim CFOs, part-time CFOs, project-based
CFOs, recruitment-to-permanent CFOs and interim-to-permanent CFOs. At CFO Edge, we’re passionate
about helping our clients create, grow and sustain value. For more information, visit www.cfoedge.com or
call 626.683.8840.
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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