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Introduction 
 

Cash flow is one of the most critical 

and most troubling issues for business 

owners. It’s what causes business 

owners to go bankrupt. It’s the primary 

cause of death for companies, small 

and large.  When sales and revenue go 

down but overhead stays the same, it’s 

a nightmare situation for a business 

owner. It’s massive stress when you’ve got people demanding payment, you’re juggling 

bills, you’ve started pouring your own cash into the business by depleting your own 

retirement funds, going into personal debt, or reducing your own pay. 

Your cash flow doesn’t have to be a mystery or a roller coaster of ups and downs. It can be 
consistent and predictable. There are ways things you can do to keep your cash flow 
positive and consistent and they’re outlined in this short book.  Do them and you’ll have the 
peace of mind you deserve as the business owner. 
 

Cash Flow Budget 

Everything starts with a plan.  A cash flow budget is a projection of your business's cash 
inflows and outflows over a certain period of time. A typical cash flow budget predicts the 
anticipated cash receipts and disbursements of a business on a month-to-month basis. 
However, a cash flow budget could predict the cash inflows and outflows on a weekly or daily 
basis. Because of the uncertainty involved in the cash flow budget, trying to project too far 
into the future may prove to be less than worthwhile. At the same time, a cash flow budget 
that doesn't look far enough into the future will not predict future events early enough for 
you to take corrective action in your cash flow. 

A six-month cash flow budget minimizes the amount of uncertainty involved in the budget. It 
also predicts future events early enough for you to take corrective action. However, if you're 
applying for a loan, you may need to create a cash flow budget that extends for several years 
into the future, as part of the application process. 

The primary purpose of using a cash flow budget is to predict your business's ability to take 
in more cash than it pays out. This will give you some indication of your business's ability to 
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create the resources necessary for expansion, or its ability to support you, the business 
owner. The cash flow budget can also predict your business's cash flow gaps — periods when 
cash outflows exceed cash inflows when combined with your cash reserves. You can take cash 
flow management steps to ensure that the gaps are closed, or at least narrowed, when they 
are predicted early. These steps might include lowering your investment in accounts 
receivable or inventory, or looking to outside sources of cash, such as a short-term loan, to 
fill the cash flow gaps. 

Preparing a Cash Flow Budget  

Sales Forecast 

Any financial plan must begin with a forecast of sales for the business. The cash flow budget 
is no different — a sales forecast is the first step. Any forecast will include some uncertainty. 
Your sales forecast probably won't match your actual sales because of the many variables 
that ultimately affect the final amount. The economy, inflation, competitive influences, and 
a whole range of other variables will affect your actual sales. No matter how much 
uncertainty you associate with these variables, a sales forecast is still required. 

TIP Using your business's previous year's sales amounts is an excellent 

starting point for your sales forecast. This should be adequate enough 

for beginning your cash flow budget. Using last year's sales amounts 

should provide you with enough insight to predict any seasonal 

fluctuations or trends when preparing this year's sales forecast. 

The sales forecast is the first step in preparing a cash flow budget — an important step in 
predicting major cash problems, or hopefully, cash flow successes. 

http://www.toolkit.cch.com/text/P06_4300.asp
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Projecting Cash Inflows 

    Projecting cash receipts for your cash flow budget 
involves recognizing the cash inflows from a sales 
forecast. If your business only accepts cash sales, 
then your projected cash receipts will equal the 
amount of sales predicted in the sales forecast. 

Projecting cash receipts is a little more involved if 
your business extends credit to its customers and 
deals with accounts receivable. If this is the case, 
you must take into account the collection of 
accounts receivable and the timing effect that 
collection has on the projection of your cash 
receipts. Applying your accounts receivable 
collection pattern from the past to your sales 
forecast is the best way to predict your cash 
receipts from the collection of accounts receivable.  

Projecting Cash Outflows 

Projecting your cash outflows for your cash flow budget involves projecting your expenses 
and other cash outflows over a certain period of time. Projecting your expenses for the next 
month or six months may seem like a difficult task. You may even feel like you're guessing 
when projecting some of your business's expenses. After all, there are a number of different 
variables that ultimately determine the amount of each expense. 

An accounts payable aging schedule may help you determine your cash outflows for certain 
expenses in the near future — 30 to 60 days. An accounts payable aging schedule lists all of 
the amounts you owe to your suppliers. This will give you a good estimate of the cash 
outflows necessary to pay your accounts payable.  

Classifying Your Expenses 

Another tip for projecting your cash outflows is to classify each of your business' expenses. The cash 
outflows for every business can be classified into one of four (4) possible categories of cash outflows: 

1. Cost of Goods 

A cash outflow falls under this category if it is for the purchase of inventory items resold to your 
customers, or for inventory items used to manufacture an end product. This category includes all your 
cash outflows for expenses included in your cost of goods sold. If your business is a retail business, 

http://www.toolkit.cch.com/text/P06_4300.asp
http://www.toolkit.cch.com/text/P06_4304.asp
http://www.toolkit.cch.com/text/P06_4304.asp
http://www.toolkit.cch.com/text/P06_4204.asp
http://www.toolkit.cch.com/text/P06_4300.asp
http://www.toolkit.cch.com/text/P06_4296.asp
http://www.toolkit.cch.com/pops/P99_06_4252_01.asp
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your largest cash outflow is probably for the purchase of resale items. If your business involves 
manufacturing goods, a large portion of your cash outflow may fall into this category if you purchase 
raw materials and other goods used in manufacturing your final product. If you have a service-related 
business, it's likely that only a small amount of your cash outflow will fall under this category. 

Predicting the cash outflows in the cost of goods sold category can be a little tricky, but not impossible. 
The best way to complete your cash flow budget with your costs of goods sold is to base the amount 
of your cost of goods sold on your sales forecast. This prediction is based on a simple relationship — 
in order to achieve a certain level of sales, your business will have to incur a corresponding amount 
of cost of goods sold to support it. Using sales information and the cost of goods sold information 
from prior years should allow you to determine this relationship, and express your cost of goods sold 
as a percentage of your sales. Industry information may be available for your type of business if you 
don't have prior sales and cost of goods sold information to work with. This information may serve as 
a starting point for predicting your costs of goods sold. 

2. Operating Expenses (Overhead) 

Any cash outflow falls under this category if it is cash paid out for expenses, including direct labor, 
used in the creation of the end product. Examples of operating expenses include payroll, payroll taxes, 
utilities, rent, insurance, repairs, and maintenance and indirect labor costs for management, sales, 
administrative staff, etc.  A good rule of thumb is that if the cash outflow doesn't fit under any of the 
other three categories (debt payments, cost of goods sold, or major purchases), it's probably an 
operating expense. 

Predicting cash outflows for operating expenses when preparing a cash flow budget can be quite easy 
in some instances, and difficult in others. Rent, for example, is one operating expense that should be 
fairly easy to predict since it is usually the same amount month after month. Other operating 
expenses, such as payroll and utilities, may not be so easy to predict. 

As when you predict cash outflows for the cost of goods sold, the best way to predict operating 
expense outflows is to base them on your sales forecast. This prediction is based on a simple 
relationship — in order to achieve a certain level of sales your business will have to incur a given 
amount of operating expenses. Using sales information and operating expense information from prior 
years should allow you to determine this relationship and express your operating expenses as a 
certain percentage of your sales. Industry information may be available for your type of business if 
you don't have prior sales and operating expense information to work with. This information may 
serve as a starting point for predicting your operating expense cash outflows. 

3. Major Purchases 

When preparing a cash flow budget, you must predict the cash outflows for major purchases, such as 
property or equipment, vehicles, computers, or other office equipment. Major purchases are usually 
the result of a business expansion, a business improvement, or business replacement expenditure. 
Cash outflows in this category are generally large and don't occur that often during your business 
year. 

http://www.toolkit.cch.com/text/P06_4300.asp
http://www.toolkit.cch.com/text/P06_4304.asp
http://www.toolkit.cch.com/text/P06_4300.asp
http://www.toolkit.cch.com/text/P06_4324.asp
http://www.toolkit.cch.com/text/P06_4304.asp
http://www.toolkit.cch.com/text/P06_4300.asp
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As the owner of your business, you are probably the best predictor of the cash outflows in this 
category. If you look for your business to expand during the budget period, then you probably have a 
pretty good feel for the additional equipment, office space, or office equipment needed to undertake 
the expansion. You also probably know when it's time to replace the old delivery van with a newer 
model, or when it's time to get rid of the old 386 PC and replace it with a new Pentium PC. For more 
information on how to analyze major purchase decisions, see major purchases and projects. 

TIP The cash flow budget can help you determine when or when not to 

make major purchases. If your cash flow budget shows that additional 

funds may be available at a certain point, you can make advance 

purchase decisions. Planning ahead lets you to take advantage of lower 

prices, discounts, or better financing options. Likewise, if your cash 

flow budget shows that your cash supply is tight, it's probably not a 

good idea to make a big purchase or take on another monthly payment. 

4. Debt Payments 

This category of cash outflows includes all regularly scheduled and unscheduled loan payments. 

Cash outflows in the debt payment category are probably the easiest to predict when preparing your 
cash flow budget.  Debt payments, such as a mortgage payment, are usually made at the same time 
each month and for the same amount each month. Cash flow budgeting for this category is just a 
matter of including the same amount for each month in your cash flow budget. 

Putting the Projections Together 

The final step in preparing a cash flow budget is putting together your projected cash inflows and 
outflows to come up with your cash flow bottom line. In its basic form, the completed cash flow 
budget combines the following information on a month-by-month basis: 

Beginning Cash Balance 

+ Projected Cash Inflows 

- Projected Cash Outflows 

= Your Cash Flow Bottom Line (the ending cash balance) 

You'll definitely want to include a little more detail in your cash flow budget than what is listed above. 
However, the basic form of the cash flow budget will always remain the same. 

The ending cash balance for the first month becomes the second month's beginning cash balance. The 
second month's cash flow bottom line is determined by combining the beginning cash balance with 
the second months’ anticipated cash inflows and cash outflows. The ending cash balance for the 
second month then becomes the third month's beginning cash balance. This process continues until 

http://www.toolkit.cch.com/text/P06_6000.asp
http://www.toolkit.cch.com/text/P06_4300.asp
http://www.toolkit.cch.com/text/P06_4344.asp
http://www.toolkit.cch.com/text/P06_4348.asp
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the last month of the cash flow budget is completed. A positive cash flow bottom line indicates your 
business has a cash surplus at the end of the month. 

 

Managing Your Cash Flow 

A healthy cash flow is an essential part of any successful business. Some business people claim that a 
healthy cash flow is even more important than your business's ability to deliver its goods or services! 
That may be placing a bit too much importance on your cash flow, but consider this — if you fail to 
satisfy a customer and lose that customer's business, you can always work harder to please the next 
customer. But if you fail to have enough cash to pay your suppliers, creditors, or your employees, 
you're out of business! No doubt about it, proper management of your cash flow is a very important 
step in making your business successful. 

Understanding How Cash Flow Works 

In its simplest form, cash flow is 
the movement of money in and 
out of your business. It could be 
described as the process in which 
your business uses cash to 
generate goods or services for the 
sale to your customers, collects 
the cash from the sales, and then 
completes this cycle all over again. 

Inflows. Inflows are the movement 
of money into your cash flow. 
Inflows are most likely from the 

sale of your goods or services to your customers. If you extend credit to your customers and allow 
them to charge the sale of the goods or services to their account, then an inflow occurs as you collect 
on the customers' accounts. The proceeds from a bank loan are also a cash inflow. 

Outflows. Outflows are the movement of money out of your business. Outflows are generally the 
result of paying expenses. If your business involves reselling goods, then your largest outflow is most 
likely to be for the purchase of retail inventory. A manufacturing business's largest outflows will 
mostly likely be for the purchases of raw materials and other components needed for the 
manufacturing of the final product. Purchasing fixed assets, paying back loans, and paying accounts 
payable are also cash outflows. 

TIP It’s important to manage your cash flow because smart cash flow 

management is vital to the health of your business. Hopefully, each time 

through the cycle, a little more money is put back into the cash flow cycle 

than flows out.  

http://www.toolkit.cch.com/text/P06_4600.asp
http://www.toolkit.cch.com/pops/P99_06_3100_01.asp
http://www.toolkit.cch.com/pops/P99_06_3100_01.asp
http://www.toolkit.cch.com/text/P06_4104.asp
http://www.toolkit.cch.com/text/P06_4104.asp
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Analyzing Your Cash Flow 

To properly manage your business's cash flow, you must first analyze the components that affect the 
timing of your cash inflows and cash outflows. A good analysis of these components will point out 
problem areas that lead to cash flow gaps for your business. Narrowing, or even closing, cash flow 
gaps is the key to cash flow management. 

Some of the more important components to examine are: 

Accounts Receivable and Cash Flow 

Accounts receivable represent sales that have not yet been collected as cash. You sell your 
merchandise or services in exchange for a customer's promise to pay you at a certain time in the 
future. If your business normally extends credit to its customers, then the payment of accounts 
receivable is likely to be the single most important source of cash inflows. In the worst case 
scenario, unpaid accounts receivable will leave your business without the necessary cash to pay its 
own bills. More commonly, late-paying or slow-paying customers will create cash shortages, leaving 
your business without the cash necessary to cover its own cash outflow obligations. 

Accounts receivable also represent an investment. That is, the money tied up in accounts receivable 
is not available for paying bills, paying back loans, or expanding your business. The payoff from an 
investment in accounts receivable doesn't occur until your customers pay their bills. The idea of 
accounts receivable as an investment is an important concept to understand if you wish to consider 
the impact of accounts receivable on your cash flow. 

The following analysis tools can be used to help determine the effect your business's accounts 
receivable is having on your cash flow: 

 average collection period measurement  

 using the average collection period  

 accounts receivable to sales ratio  

 accounts receivable aging schedule  

 using the accounts receivable aging schedule  

Accounts Payable  

Using an accounts payable aging schedule can help you determine how well you are (or aren't) paying 
your accounts payable. If the schedule indicates that you have some bills that are past due, you may 
be relying a little too heavily on your trade credit. It could also indicate that you aren't managing your 
cash flow the way a successful business should. 

The accounts payable aging schedule is a useful tool for analyzing the makeup of your accounts 
payable balance. Looking at the schedule allows you to spot problems in the management of payables 
early enough to protect your business from any major trade credit problems. The schedule can also 
be used to help manage and improve your business's cash flow, especially when projecting your cash 
outflows for a cash flow budget. Amounts listed in the current column will need paying sometime in 

http://www.toolkit.cch.com/text/P06_4208.asp
http://www.toolkit.cch.com/text/P06_4212.asp
http://www.toolkit.cch.com/text/P06_4216.asp
http://www.toolkit.cch.com/text/P06_4224.asp
http://www.toolkit.cch.com/text/P06_4228.asp
http://www.toolkit.cch.com/text/P06_4458.asp
http://www.toolkit.cch.com/text/P06_4001.asp
http://www.toolkit.cch.com/text/P06_4001.asp
http://www.toolkit.cch.com/text/P06_4316.asp
http://www.toolkit.cch.com/text/P06_4316.asp
http://www.toolkit.cch.com/text/P06_4300.asp
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the near future — possibly 30 or 60 days. The accounts payable aging schedule gives you a good 
indication of the amount of cash needed to cover your expenses during the same time period. 

 

Improving Your Cash Flow 

In its simplest form, cash flow is the movement of money in and out of your business. It is most often 
described as the process in which your business uses cash to generate goods or services for sales to 
your customers, collects the cash from the sales, and then completes this cycle all over again. 

The two basic elements of your business's cash flow are the cash inflows and cash outflows. Cash 
inflows are the movement of money into your business. Examples of cash inflows include cash 
collected from sales to customers, collections on accounts receivable, and the proceeds from a bank 
loan or other types of loans. Cash outflows are the movement of money out your business. Examples 
of cash outflows include paying expenses, purchasing property or equipment, and paying back a bank 
loan or other types of loans. 

Accelerating Cash Inflows 

Cash inflows are the movement of money into your business. Inflows are most likely from the sale of 
your goods or services to your customers. If you extend credit to your customers and allow them to 
charge their purchases of your goods or services to their account, then an inflow occurs as you collect 
on the customers' accounts. 

It should be fairly obvious that accelerating your cash inflows will improve your overall cash flow. The 
quicker you can collect cash, the faster you can spend it! That may not sound very businesslike, but 
it's true. Accelerating cash inflows allows your business to pay its own bills and other obligations on 
time, or even earlier than required. It may allow your business to take advantage of trade discounts 
offered by some suppliers if you pay them within a certain period of time. And it will certainly make 
the other aspects of cash flow management easier. 

Understanding the cash conversion period is the first step in accelerating your cash inflows. Then, you 
must streamline: 

Billing the Customer 

In this step of the cash conversion period, you issue an invoice (bill) to your customers or clients for 
the completed sale of your products or services.  

The completion of the invoice is an important step in the cash conversion period. Your lack of 
attention in this step can unintentionally lengthen the cash conversion period. Your invoice actually 
begins the cash collection process for your completed sales. You've probably figured out by now 
that most customers don't pay without first receiving some form of invoice for the goods or services 
you sold them. Invoices serve as a reminder to your customers that your goods or services have 

http://www.toolkit.cch.com/text/P06_4104.asp
http://www.toolkit.cch.com/text/P06_4408.asp
http://www.toolkit.cch.com/text/P06_4408.asp
http://www.toolkit.cch.com/text/P06_1410.asp
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been delivered. Invoices also serve as a reminder to your customers that they have an obligation to 
pay you. 

The invoices should include the date they were prepared. These dates are important because they 
serve as the starting date for your credit terms. Customers generally have 20 to 30 days from the 
date of the invoice to pay the amount listed on their invoice. 

You can shorten the cash conversion period and improve your overall cash flow by making sure you 
prepare invoices promptly. If possible, try to prepare invoices immediately after you've delivered 
your goods or services to each customer. Don't wait until the end of the month to prepare invoices 
— this could add as many as 30 extra days to your cash conversion period! Don't wait until the end 
of the week to prepare invoices — this could as many as 7 extra days to your cash conversion 
period! 

Improving Average Collection Period 

For most businesses, the time it takes to collect on a customer's account is generally the step 
requiring the most amount of time in the cash conversion period. The time it takes your business to 
collect your accounts receivable is measured by the average accounts receivable collection period. 
This average defines the relationship between your accounts receivable and your cash flow. 

Your credit policy and credit terms play an important role in the amount of time it takes to collect a 
customer's account. For example, if your credit terms provide your customers with 30 days to pay 
their bills, then you should expect that your average collection period will be somewhere around 30 
days — maybe longer. Your credit policy and credit terms can also be used to accelerate and 
improve your cash inflows. Your efforts to collect on your customers' accounts also have a direct 
impact on accelerating and improving your cash flows. For more information on improving your 
collection efforts, see improving your collection cycle 

Payment and Deposit 

Payment and deposit is the final event in the cash conversion period. This step involves looking at 
the way you receive payments from your customers, and continues through to the deposit of their 
payments into your business bank account. After the completion of this step, the cash paid to you is 
finally available for you to use. 

"The check is in the mail." Your customers will likely rely on the postal service for sending you their 
payment. Typically, a customer waits until the payment due date before dropping the check in the 
mail. There is nothing wrong with waiting until the last day to send you the check, or for using the 
postal service. In fact, your customer is just taking advantage of a good cash flow management 
technique. 

For your business, on the other hand, using the postal service to receive your customers' checks can 
add one to three days (possibly more) to your cash conversion period. Finding ways to bypass the 
postal service for receiving your customers' payments is a key factor in accelerating and improving 

http://www.toolkit.cch.com/text/P06_4232.asp
http://www.toolkit.cch.com/text/P06_4408.asp
http://www.toolkit.cch.com/text/P06_4208.asp
http://www.toolkit.cch.com/text/P06_4244.asp
http://www.toolkit.cch.com/text/P06_4232.asp
http://www.toolkit.cch.com/text/P06_2700.asp
http://www.toolkit.cch.com/text/P06_4408.asp
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your cash inflows in this step of the cash conversion period. There are a number of techniques you 
can use to accomplish just that: 

Collection Tips 

Here's a series of collection tips that may help you 
improve your technique: 

 Whenever possible, do your debt collecting in 
person. If that's not possible, do it by phone. 
Write a letter only if neither of the other two options are available to you.  

 When you contact customers, don't hand them an excuse ("Did you receive your bill?"). It's 
better to ask them, "When was payment made?" If they tell you it hasn't been made, ask 
them if they intend to pay it today. If they say "no," ask them when they have scheduled it 
to be paid. Get a commitment from them.  

 If they haven't scheduled it, ask them if they intend to pay the bill. If they say "no," ask them 
why. Once you have the reason, hang up or walk away. If you continue the call or visit at this 
point, you may be crossing over into harassment. You can wait a day or two and call back to 
confirm the customer's position, but don't call or visit more than twice if they say they don't 
intend to pay the bill. At this point, it's time to turn to a collection agency or lawyer.  

 If you ask your customers if they intend to pay their bill, and they say "yes," you should 
continue the discussion. Ask them why they haven't paid it. They'll give you either a reason 
or an excuse. In either case, get a firm commitment from them for when they can pay you.  

 If they give you an excuse ("I can't pay you until my customer pays me"), don't respond 
emotionally. Use logic instead. Ask them for a definite commitment and a time frame in 
which you can expect to receive payment. Make sure that you agree on all the details, 
including when, how, and where the money will be paid ("I'll deliver a check to your place of 
business on Monday").  

 If they give you a reason ("The goods you delivered to me were damaged"), try to remedy 
the condition, if it's within your control. For example, if you agree that the goods were 
damaged, see that the customer gets undamaged goods.  

 If they refuse to give you a commitment ("I'll put you on the list to get paid"), you'll have to 
review your options. In some cases, you can force a commitment by taking away their credit 
on future purchases. In other cases, your only two options are to turn it over to an attorney 
or turn it over to a collection agency. (There's actually a third option, if you're interested: 
bringing suit yourself.)  

 If you deal with large companies, you need to get in tune with how they pay their bills. Find 
out from them when the last day is for getting an invoice approved to get into this week's 
(or bi-week's or month's, depending upon how they pay their bills) check run. When you 
need to collect from them, call a couple of days before that date to make sure that they 
have all the documentation from you that they need.  

 
  

http://www.toolkit.cch.com/text/P06_2840.asp
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Creating an Accounts Receivable SYSTEM 
 

Reduce terms & review conditions 

 No more end of month statements – they cost you time, money and resources and are not 
necessary.  

 Terms COD, 7 or 14 days, invoiced at the time of delivery (No matter the time of the month).  

 “A” grade customers may have 30 days if necessary 

 Remember – if a B, C or D grade customer is worried about terms, they are usually NOT 
worried about WHEN they have to pay rather HOW they are going to pay. If this is the case, 
aren’t they a BAD credit risk? 

 Remember – Utilities such as phone, water etc. are pay on invoice only (no statements are 
issued), and cut off your service if you don’t pay. People tend to try and pay these first, so 
why not be one of them?  

Choose the Team member responsible 

 Stress the importance of the role and its necessity to be done as a continual process. 

 Promise to support them 

 Set targets  

Have a clear “Aged Receivables” report 

 Any good accounting software or trade designed software will have this function 

 This report will show the accounts overdue and by how much. Often they are defaulted at 
Current 0 - 30, 30 – 60 days, 60 – 90 days and greater than 90 days. Set the report to match 
your terms. 

 Have this report printed at LEAST weekly (if not daily) by the person responsible 

 Set targets. For example:  over a period of time, how many accounts overdue in each 
category and the amount acceptable (obviously 0 is the target however, it takes time to 
reduce the list)  

 Be Prepared 

 Have all the info you need…amounts, invoice numbers (or a copy of the invoice), contacts, 
notes from previous calls, etc.  

 Make detailed notes of any conversations and promises (names, dates, times, what was 
promised etc.). 

 Pick a time daily or weekly for the calls to be made – block out the time. No interruptions. 

Set Your Rules 

 Know exactly what to say: 
o Develop a script for each call 
o Develop a standard letter for sending after 3 calls. 

Set the Tone 

 Always use the 3 “F’s” – FIRM, FAIR & FRIENDLY 
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(You catch more flies with honey than you do with vinegar!)  

 Stick to facts. Don’t get into an emotional argument. If the customer becomes heated, rude 
or abusive, exit the call (sometimes this may even mean hanging up) and refer the problem 
to the Owner/Manager. 

o Your team members are not being paid to be abused – they are just doing a job. 
 You must ring up and challenge this person ASAP. 
 Insist on an apology to your team member. 

o You must support your Team. 
o  To avoid this problem in the future you may need to change these particular 

customers terms to COD or choose not to deal with them at all.  

Follow the contact schedule 

 Consistency of contact is the key (the squeaky wheel gets the oil). 

 Do what you promise 

Don’t avoid the problem 

 Get on with it 

 Remember under contract law, at the time of sale they have agreed to pay for your product 
or service on the terms you specified.  If they haven’t they have broken the contract. 

 Some clients may be under significant financial pressure either on a personal or business 
front. A payment solution may need to be arranged: 

o The client needs to admit they need help to pay. 
o The right blend of empathy and responsibility is needed. 
o Get the payment plan in writing and signed off by both parties. 
o It is better to help someone through and be paid than to alienate them and not be 

paid. 

 At a certain stage of the process (usually after the 3rd call) be prepared to put the customer 
on “Stop Supply”. 

o Enforce it! 
o Do not allow customers to rack up more debt if they are bad payers – teach them 

your way of doing business.  
o Note: it is surprising how many businesses will pay the bill when they need 

something.  
o Never tell the gatekeeper or the counter jockey they are on stop supply.  

 Always inform the owner or those responsible for accounts payable.  
 If more orders are placed with you, phone the person who placed the order 

and inform them you are unable to supply and they should talk to the 
Manager. 

Review 

 Regularly review the call sheets and identify businesses that are habitual bad payers.  
o Put them on COD (At least reduce their terms). 
o Choose NOT to deal with them. 

Call 1 

 2 days after overdue (to allow for mail) 
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 80% of overdues will be paid due to oversight or the fact you have called. 

Call 2 

 1 week after 1st call (9 days overdue). 

 This call is important in that it shows you are on the ball and not going away.  

 Always go over what was said in the previous call and what they promised to do (This puts 
you in control, and the customer feeling guilty for being caught out). 

Call 3  

 1 week after 2nd call (16 days overdue), or no later than 2 days after they promised an action 
(eg. I will do a bank transfer tonight). 

 Put them on “stop supply” if necessary and inform them it will be lifted as soon as payment 
is received.  

 Always go over what was said in the previous calls and what they promised to do (This puts 
you in control, and the customer feeling guilty for being caught out). 

 Ask if there is any problem with the payment.  
o Brings any problems to a head and also challenges them not to lie. 
o If there is a problem refer to the Manager re a payment plan. 

Letter to Client 

 1 week after 3rd call. 

 Outline contacts and failure of commitments made on previous dates. 

 Stress they already are on “stop supply”. 

 State that if payment is not made or if you have not heard from them by a certain date, the 
matter will be passed to your debt collection agency. 

o Allow time for post, weekends, and a few days to organize themselves. 
 

 

  

Bonus! 
 

Turn the page for 
 

54 Sample Collection 

Letters 
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Sample Collection Letters/Email Messages 
 
Many business owners struggle, more than they need to, with writing collection letters.  The next 10 
pages show 54 samples of letters for most any collection situation… yes! 54!  
 
If you don’t need collection letter-writing help at this time, good for you!  Scroll past the letters to 
page 29. 
 
A General Collection Letter 
 
Letter #1: 
 
I am writing because of the $200 overdue balance on your account. Our previous letters have 
repeatedly urged you to make payments. We need to resolve this. Your choice is to send a check for 
$200 in the enclosed envelope by June 30, or call me to discuss other arrangements. If you do not 
respond, my only remaining choice will be to turn the matter over to a collection agency. Please 
send your check to avoid further action.  
 
Letter #2: 
 
This notice is to inform you that our finance department reports that your account is delinquent. 
Your payment of $589.00 was due six weeks ago. Each of us at Doe Corporation recognizes your 
patronage as consistent and valuable. We sincerely hope to continue our business relationship. 
 
Please send your payment now. Should you need to speak with a financial representative, one will 
be pleased to discuss payment options with you.  
 
Letter #3: 
 
Your account continues delinquent. We posted your last payment more than 90 days ago. I am sure 
you realize that failure to correct this problem may adversely affect your credit record. Further, we 
will be forced to pursue other available methods. If you have not already sent your payment of 
$100, please do so. If you are unable to do make this payment, contact us so we can discuss other 
possible arrangements.  
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Letter #4: 
 
According to our records, we have not received July's payment on your account. The amount due in 
July, plus a late fee added to your August payment, comes to $231.14. 
 
We must receive your payment by August 25 or we will have to suspend your account until your 
payments are brought up to date. 
 
If you have further questions, or need to work out another payment plan, please call John Doe at 
555-5555.  
 
Letter #5: 
 
An urgent reminder: Your subscription payment is past due. 
 
We have sent you several notices, but so far they have been ignored. 
 
We had no choice but to suspend delivery of your journal--that is until we receive payment. 
 
Mail the enclosed invoice with your payment or fax us at 555-5555 and pay by credit card. Pay today 
to reinstate your subscription. 
 
If you have already mailed payment, please accept our apologies and disregard this notice. 
 
 
Remind a customer that payment is past due (1) 
 
Letter #1: 
 
We hope you are enjoying the books shipped to you last month. Part of your agreement was to pay 
$40 each month. This is a reminder that your first payment is now overdue. Please disregard this 
note if your check is already in the mail.  
 
Letter #2: 
 
Please remember that the balance on your account ($132.16) remains unpaid. It was due to be paid 
in full ten days ago. Enclosed is an envelope in which you may mail your payment. If, by chance, you 
have already sent your payment, please disregard this letter and accept our gratitude.  
 
Letter #3: 
 
This is just a friendly reminder that your June payment of $100 is overdue. If you have not already 
sent the payment, please do so now.  
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Letter #4: 
 
Our records show an outstanding balance for your son, Eric. 
 
We request that your monthly tuition payment be paid before the 10th of each month. Accounts 
paid after the 10th of the month accrue a $5.00 late tuition fee. This is just a reminder as we do not 
mail statements. 
 
We are certainly not exempt from making errors! Please notify us immediately if there is any 
question concerning the payment.  
 
Letter #5: 
 
Recently Jane Doe was treated at Springfield Hospital by our emergency physician. The balance for 
the treatment is $100.00. Because you are a valued customer, we are concerned about your past-
due balance. To protect your good standing with the medical group (as well as your credit rating), 
please pay the amount due within 15 working days. If you cannot pay the entire amount 
immediately, we can set up a payment plan. Simply call us at 555-5555 between 9:00 a.m. and 4:00 
p.m. Monday through Friday. 
 
If you have already sent your payment or made arrangements with this office, please disregard this 
letter and accept our thanks.  
 
Letter #6: 
 
Our records indicate that we have not received your payment which was due on 12-5-98. We hope 
this was just an oversight and you will be able to remit the funds due immediately. 
 
The amount due on your loan is $1,500. 
 
This amount includes any applicable late charges and/or fees. 
 
If your records reflect that you paid this payment prior to the date of this letter, you still need to 
contact us so that the discrepancy can be resolved and any necessary corrections can be made on 
your account. 
 
If, however, you are experiencing financial difficulties, please contact us so that we can assist you in 
working through the situation and bring your account back to a current status. We can provide you 
with counseling or a listing of HUD approved counseling agencies which you may wish to contact for 
assistance. 
 
Please call me at our toll free number listed above as soon as possible. We can then begin to work 
through this situation together. 
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Remind a customer that payment is past due 2) 
 
Letter #1: 
 
We know that you are busy during the summer months. You may have overlooked your first 
payment on the books you ordered. Please take out your checkbook while you have this reminder in 
your hand and write that check for $40 now. We look forward to your prompt payment.  
 
Letter #2: 
 
I understand how busy you are and realize that you may have forgotten to send us your payment. I 
still have not received your $25.00 check, which includes late fees for December, 2001. Please do 
not procrastinate any longer. Send your payment as soon as possible. If my records are incorrect or 
if you have other concerns, call me at 555-5555.  
 
Letter #3: 
 
This is the second reminder we have sent you regarding the balance on your account. Please be 
aware that your account is now thirty days past due. We need your immediate payment in order to 
avoid transferring your account to a collection agency.  
 
Letter #4: 
 
We understand how a busy person can overlook making a bill payment. Our records show that your 
June payment is still outstanding. If you have not yet mailed your payment for $100, please remit it 
immediately. Thank you. 
 
 
Demand payment on a delinquent account 
 
Letter #1: 
 
We have been most patient, but you have failed to respond to our four previous notices. 
 
We now have no alternative but to require immediate payment. Failure to respond may lead to legal 
action. 
 
Please mail your check today.  
 
Letter #2: 
 
This is your fifth notice regarding your delinquent account balance. 
 
You owe $532.14, including interest. Up until now, we have avoided aggressive collection action, but 
we require your payment now.  
 
Letter #3: 
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You have ignored my last five written requests to remit your balance due of $674.98. I have been 
more than patient in this matter, but now I must demand payment. If you wish to avoid having this 
matter turned over to collections, I must have your payment by 5:00 p.m. on June 5.  
 
Letter #4: 
 
I have been authorized to refer your account to a collection agency. I do not believe this action to be 
necessary, if you will make some effort to cooperate with us. In the hope that you will cooperate, I 
am delaying further action for ten days from the date of this letter. Should you fail to make payment 
within that time, I will authorize Kansas Business Bureau on November 1 to proceed against you in 
appropriate ways to collect the balance of $603.40. This is your final opportunity to arrange for 
payment directly to us. I urge your cooperation. 
 
Please make payment to: 
 
Letter #5: 
 
After four reminders, I can no longer believe that your failure to pay the $777 you owe is an 
oversight. Having received no response to my suggestion that you call to make payment 
arrangements, I must insist that you pay the balance due immediately. 
 
If I do not receive the money by 5:00 p.m. on June 30, I shall be forced to take further action. 
 
 
Acknowledge payment of an overdue balance 
 
Letter #1: 
 
We acknowledge receiving your check #123 for 100,000 as the final payment on account #1234. 
Thank you for remitting this overdue balance. 
 
Please take careful note of our continuing policy to charge a 15% penalty on overdue accounts. If 
you have any questions regarding your account, our conditions of credit, or any of the services we 
offer, please call us toll-free at the 800 number shown above. 
 
We look forward to serving you again in the future.  
 
Letter #2: 
 
Thank you for your recent payment of 100.00. We have reinstated your credit line. As we discussed, 
we need to receive your payments by the 15th of each month. Further delinquencies may result in 
our having to place restrictions on your account. 
 
We appreciate your business. If you have questions or concerns, please contact us immediately.  
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Letter #3: 
 
We received your 150 payment today. We have reinstated your credit privileges so you can use your 
credit cards again. Please remember to make your payments before the 15th of each month so we 
can avoid situations like this in the future. We appreciate your business and are glad to be of service 
to you.  
 
Letter #4: 
 
Thank you for your payment on your credit account with Doe Department Store. We have credited 
53.75 to your account on March 3, leaving a balance of $245.25. You have available credit line 
254.75. To avoid late fees in the future, please be sure we receive your payment by the first of the 
month. 
 
We appreciate this opportunity to serve you. Please call our customer service department at 555-
5555 if we can be of further assistance. 
 
 
Communicate your intention to take aggressive action against a customer for failing to make 
payment 
 
Letter #1: 
 
We are disappointed you have not taken care of your account with our company. You now have two 
options: Forward your payment to our office by July 15, or become a party in a legal action. A court 
judgment may add court costs to your obligation. A judgment against you will also damage your 
credit record.  
 
Letter #2: 
 
Your account remains seriously delinquent. You must make full payment now to avoid further 
collection action. 
 
When we receive your check or money order payable to Doe Corporation, we will then stop all 
collection activity on your account. Act immediately and preserve your credit.  
 
Letter #3: 
 
As you may expect, I am demanding payment of your overdue account of 542.87. Regardless of my 
efforts to resolve the issue of the debt, you have neither paid anything on the account nor notified 
me of a problem. Unless I have your payment in my office in three days from the date of this letter, I 
am turning over your account to the Doe Collection Agency. Your valuable credit may be adversely 
affected as a result of your failure to pay or respond.  
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Letter #4: 
 
Your account remains seriously past due. We have not received a payment for over 90 days, and you 
have not responded to our inquiries. If a minimum payment of 100 is not received in our office by 
May 5, 2002, we will turn your account over to a collection agency.  
 
Letter #5: 
 
We are disappointed that you have not taken the initiative to make reasonable arrangements to 
resolve your delinquent balance. If we have not received payment in full of the entire delinquent 
balance by July 1, 2002, your file will be referred to our attorney for possible legal action. If you wish 
to avoid legal action against your company and the possibility of incurring court costs, attorney's 
fees, and considerable inconvenience, remit certified funds for 2,500.00 or contact me at 555-5555 
to discuss reasonable arrangements to do so. If this matter is not resolved by July 1, 2002, all further 
correspondence will need to be made through our attorney.  
 
Apologize for sending a collection letter by mistake 
 
Letter #1: 
 
Thank you for your phone call regarding your account. We sincerely apologize for our error in the 
letter we sent you. We do have a record of your June 1 payment, which cleared your account. We 
value you as a customer and appreciate your courtesy in this matter.  
 
Letter #2: 
 
We appreciate your calling our attention to our billing mistake and apologize for the inconvenience 
we no doubt caused you. You have been most patient in accommodating us. Your account balance is 
currently 43.67 and your next payment is due in July.  
 
Letter #3: 
 
Thank you for bringing the error on your account to our attention. We have corrected the error and 
apologize for any problem we may have caused. Enclosed is a new account statement reflecting the 
correct balance.  
 
Letter #4: 
 
Please accept our sincere apologies for the collection letter that we mailed to you by mistake. It 
must have come as quite a surprise, since your payments have always been on time. Your new 
statement should reflect your most recent payment and will show that the late charges have been 
removed from your account. We are sorry for any inconvenience this may have caused you and 
appreciate your continued business as one of our valued customers.  
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Letter #5: 
 
Thank you for calling our attention to our billing error. It is never pleasant to receive a request for 
money you have already paid, and we do apologize for the inconvenience this caused you. You are 
perfectly correct; your account has been paid in full and our records now reflect this. 
 
You are a valued customer and we look forward to serving you again. 
 
 
Appeal to a customer’s personal interests to pay an overdue bill 
 
Letter #1: 
 
We are surprised we have not received your 40 overdue payment. We wonder why you have not 
responded to our two previous reminders. We value you as a customer, and urge you to safeguard 
your good credit by sending us your check today.  
 
Letter #2: 
 
Please refer to the two prior notices (April 10; May 10) regarding your outstanding debt. As of the 
date of this letter, we still have not received payment. If you fail to pay this bill your credit will be 
tarnished. We feel certain that you are sincere in wanting to pay your bill and that you will remit 
payment within the next ten days. Please respond immediately.  
 
Letter #3: 
 
This is the third notice we have sent you about your past due account. I am sure you are aware that 
delinquent payments can jeopardize your excellent credit record. Please take a moment right now 
to send us your June payment of 100, so your credit history remains unaffected.  
 
Letter #4: 
 
Our records show that your account is past due 64.00. A late charge of 20.00 has been added to 
your balance and will be on your next statement. Please check your records to determine whether 
you have made the payment. 
 
State law requires us to notify you that a negative credit report reflecting on your credit record may 
be submitted to a credit reporting agency if you fail to fulfill your credit obligations. 
 
If you have sent your payment, please disregard this reminder. Thank you for your urgent attention 
to this matter. 
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Cancel or withdraw a customer’s credit account 
 
Letter #1: 
 
I have reviewed your account with Doe International and note that it is 90 days past due. 
 
The payment of 500.00 you promised two months ago still has not been received. Consequently, I 
must inform you that I have closed your credit account with us. 
 
Doe appreciates your doing business with us and hopes that we can continue on a cash basis while 
you resolve your delinquent balance. I hope we can continue to have good associations. I wish you 
well.  
 
Letter #2: 
 
We are sorry to inform you that we must close your charge account with Doe Department Store 
because of a consistent record of late or missed payments. In 2001, your payments in February, 
May, and July were more than 15 days late, and payments in March and October were missed 
entirely. 
 
Perhaps you are having temporary financial difficulties that have created the present situation. 
Because of your long relationship with our store, we prefer to resolve the problem with you directly, 
rather than refer the account to a collection agency. Please contact the customer service 
department at 555-5555 and speak with Jane Doe about arranging a new payment schedule. 
 
We hope that we will be able to work together to correct this credit problem and restore the good 
relationship our store has had with you for so many years. Doe Department Store appreciates your 
patronage, and we look forward to serving you in the future.  
 
Letter #3: 
 
Upon review of your accounts receivable file, I see no alternative but to suspend your credit line 
with us. Your balance has been more than 30% over your credit limit for 60 days, and we have not 
received a payment in that time. 
 
While your credit privileges have been suspended until the account balance is brought within your 
credit limit, we will happily continue sales on a cash basis. In addition, our accounts receivable 
officer, John Doe, will be glad to help you design a workable payment plan to keep your balance 
manageable. 
 
Your business has been very important to us, and we hope to continue our relationship well into the 
future. We wish you the very best during this difficult time.  
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Letter #4: 
 
It is with regret that we must inform you that we will no longer be able to ship supplies to you on 
credit. As a small company, we are unable to carry balances of over $1000 for more than 60 days. 
 
However, we will continue to send you materials COD. We appreciate your business and hope we 
can continue to supply you with the products you need. If you have questions about this letter, 
please contact John Doe at 555-5555. 
 
 
Inform a customer that the check you received was not signed or the payment was not in the 
envelope 
 
Letter #1: 
 
We received your payment envelope mailed on June 14; however, the check was not enclosed, 
undoubtedly an oversight. Please examine your records and send a check for $150 to cover the June 
1 payment. Let me also take this opportunity to thank you for your order. You are a valued 
customer.  
 
Letter #2: 
 
We received your payment for $43.12 and thank you for your business. Although the check arrived 
without difficulty, the amount was not written in the appropriate areas. We have enclosed the 
check for your review or disposal, and request that you either return it completed or submit 
another.  
 
Offer a discount for early payment on products or services 
 
Letter #1: 
 
Thank you for your recent purchase. I want you to be aware of the 5% discount we offer for early 
payment. To qualify, simply be sure that your discounted payment is postmarked no later than 10 
days after the date of your invoice. I hope you take advantage of this offer by sending in your 
payment as soon as possible.  
 
Letter #2: 
 
Thank you for your most recent purchase. At this time we wish to remind you that customers whose 
accounts are paid in full within 10 days from receipt of merchandise receive a 5% discount on their 
next order. Those who pay within 30 days receive a 3% discount. We encourage you to take 
advantage of this money-saving opportunity. 
 
We appreciate your business, and hope that everything in your most recent shipment was 
satisfactory. If you have questions regarding your shipment or bill, please contact me immediately at 
555-5555.  
 



 

 

 

 27 

Letter #3: 
 
We appreciate your recent Doe Furniture purchase! I am pleased to notify you that customers who 
make payment in full within one month of their purchase date automatically receive a 10% discount 
on their next Doe Furniture purchase. We know you will want to take advantage of this program, 
and look forward to doing business with you again soon.  
 
Letter #4: 
 
Thank you for opening an account with Doe Linen Services. We want to remind you that we offer an 
early-payment incentive. Customers who pay the $21 monthly service fee before the first-of-the-
month due date pay only $20! The additional dollar is credited to your account. This is our way of 
thanking our customers who make payments promptly. 
 
 
Offer assistance to a customer having difficulty paying an overdue bill 
 
Letter #1: 
 
We are at a loss to know why you have not responded to our three previous notices. Your credit 
standing is now at risk. Please call us immediately at 555-5555 to discuss your delinquent account. 
Perhaps we can arrange an alternate payment schedule to clear your overdue balance.  
 
Letter #2: 
 
More likely than not, you have noticed our series of letters encouraging you to pay the amount you 
owe on your Doe account. We still have not received your reply or payment. Certainly you are aware 
that neglecting to pay this outstanding bill will harm your good credit. Please call or write to us 
immediately regarding this matter. If there is some pressing reason for your neglect, we may explore 
other payment options.  
 
Letter #3: 
 
This is the fourth notice we have sent you about your past due account. I am sure you are aware 
that delinquent accounts can jeopardize your excellent credit record. Please take a moment right 
now to send us your June payment of $100, so your credit history remains unaffected. If you are 
unable to make the required payment, please contact us so we can make other payment 
arrangements.  
 
Letter #4: 
 
Thank you for taking the time to write to us about your current financial situation. We appreciate 
your concern. We understand that you are not able to make the minimum required payment at this 
time. 
 
We would like to help you. Our goal is to set up a mutually agreeable payment plan. To do this, 
please call 555-5555 to discuss your options. We will be happy to work with you.  
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Letter #5: 
 
I need to call your attention once again to the overdue balance of $777 on your account. I am sure 
you realize what a negative effect this failure to pay has on your credit rating. 
 
Your failure to respond to my previous letters leads me to believe that you may suffering from some 
financial embarrassment. If this is the case, please call me at 555-5555, so that we can work out an 
appropriate payment schedule. 
 
 
Suggest an alternate plan or schedule for payments 
 
Letter #1: 
 
I am writing to express my appreciation for your business over the past ten years and to voice my 
concern over your overdue account. Our original agreement was for a payment of $450 on the first 
of each month. You have apparently had difficulty making that payment, so we are wondering 
whether a new payment schedule may be in order. Please call for an appointment to discuss other 
options.  
 
Letter #2: 
 
Thank you for you patronage. Judging from your inconsistent payment pattern, it seems you are 
having difficulty making your payments. Perhaps an alternate payment schedule would help you 
make your payments on time. Please contact me by June 10, to discuss your situation. I may be able 
to offer a solution to help you resolve your apparent problem.  
 
Letter #3: 
 
Your company has been a valuable customer over the years. Our business has grown with yours. I 
am concerned about your recent difficulty in making current and adequate payments on your 
account. I realize that every business experiences hard times and want to offer you payment 
arrangements more consistent with your ability to pay. Please give me a call and we can work out a 
plan agreeable to both of us. I look forward to working with you.  
 
Letter #4: 
 
We have always appreciated the way you have kept your account with us current over the years, 
always making your payments on time. Unfortunately, that changed a few months ago, and at this 
point there is a substantial amount- over $7,000- past due. Is there anything we can do to help? 
 
Companies do sometimes experience cash flow problems, and if you find yourself in this situation 
right now, we will be happy to help you work out an alternate payment schedule. One of our 
representatives will call you early next week to set up an appointment, or if you prefer, you may call 
us at 555-5555. 
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Send the Matter to a Collection Agency 

 If by this stage they have failed to deliver on promises and failed to react to the letter, 
resolve the matter – don’t stuff around any more! 

 It is better to get 80% of what your owed now rather than 0% never – at least you can cover 
for your costs and keep the cash flowing forward. 

 Some Debt Collecting agencies add their fees to the amount so you’re not out of pocket. 

 Once at this stage the matter is resolved and not a source of lingering annoyance for the 
owner – a real source of stress.   

 
 

Black List or Full Payment Up Front 
 Choose not to deal with the customer or at most full payment up front – don’t get caught 

again!  

 If Payment Up Front – add on 20% or more.  
 
 

Delaying Cash Outflows and Minimizing Expenses 

Delaying your cash outflows— the flow of money out of your business  

Cash outflows are the movement of money out of your business. A few examples of cash outflows 
are:   paying expenses, purchasing property or equipment, or paying back a bank loan. 

One key to improving your cash flow is to delay outflows of cash as long as you possibly can while 
trying to meet all your outflow obligations on time. Delaying cash outflows makes it possible for 
you to maximize the benefits of each dollar in your own cash flow.  

The proper management of cash outflows requires you to track and manage your business liabilities. 
Managing your cash outflows also requires that you follow one simple, but basic rule: Pay your bills 
on time, but never pay your bills before they are due. 

If You Get Behind in Your Bills 

Here are some sample letters you can use to assure your creditors that they’ll get paid and give you 
some extra breathing room: 

Promise a delayed payment to a creditor 
 
Letter #1: 
 
I received your most recent letter requesting payment in full on my account. Due to unemployment, 
I am unable to make such a large payment. 
 

http://www.toolkit.cch.com/text/P06_4456.asp
http://www.toolkit.cch.com/text/P06_4400.asp
http://www.toolkit.cch.com/pops/P99_10_1115_06.asp
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I am enclosing a good faith payment of $100.00. When I find new employment, I should be able to 
bring my account current. I can afford to make monthly payments of $100.00 until that time. 
 
I hope that is agreeable to you. Thanks for your understanding.  
 
Letter #2: 
 
This letter is to inform you that we are unable to make the full payment on our account this month. 
Last month we had a medical emergency that resulted in extra expenses. In addition, I have been 
unable to work for two weeks. 
 
We realize that our scheduled minimum payment is $50; however, we are able to send only $10 
right now. We hope you will accept this small payment as evidence of our good faith and intention 
to pay our balance in full. It may take us three or four months to get all of our bills caught up. We 
hope that you will allow us to continue to pay $10 per month until we are again able to make the 
minimum payment in full. 
 
Please let us know if this is acceptable, or if we need to make other arrangements. We apologize for 
this problem. We have been customers in good standing and have made our payments regularly 
until now. We appreciate your understanding and cooperation as we recover from this temporary 
financial setback.  
 
Letter #3: 
 
I regret that I cannot remit payment in full on my account this month. I have been ill and have 
missed over two weeks' work, without pay. Naturally this has been a hardship. I am now recovered 
and have returned to work and fully expect to resume payments in full next month. Enclosed please 
find a check in the amount of $11.38, the interest on this month's balance. I hope that I can avoid 
accruing any late payment penalties by resuming payment next month. If this is not satisfactory, 
please let me know so that I may make other arrangements. Thank you for your patience in this 
matter.  

 Trade credit is an important tool for managing your payables and expenses. Without trade 
credit, you'd have to pay for all your purchases of merchandise and services at the time of 
purchase (or use a business credit card). Instead, trade credit allows you to defer cash 
payments to suppliers until a later date, without calling credit card interest and limits into 
play.  

 Taking a trade discount is one exception to our basic rule regarding paying your bills. A 
discount may be available if you pay your bills quickly, within a certain time period.  

 Negotiating payment terms with your suppliers and vendors, or deferring expenses, are two 
more methods of delaying your cash outflows.  

Minimizing Expenses 

 Minimizing expenses— the amounts you pay for operational costs of your business  

http://www.toolkit.cch.com/text/P06_4458.asp
http://www.toolkit.cch.com/text/P06_4464.asp
http://www.toolkit.cch.com/text/P06_4474.asp
http://www.toolkit.cch.com/text/P06_4486.asp
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Of course, the best way to improve your cash flow, and in particular to improve your accounts 
payable situation, is to minimize your business's operational expenses and to make sure that 
you make the most efficient use of every dollar you spend. 

 

Filling Cash Flow Gaps 

Cash outflows and inflows rarely, if ever, occur at the same time. More often than not, cash inflows 
lag behind your cash outflows, leaving your business short of money on occasion. Think of this money 
shortage as your cash flow gap. The cash flow gap represents an excessive outflow of cash that might 
not be covered by a cash inflow for weeks, months, or even years. Any business, large or small, may 
experience a cash flow gap from time to time — it doesn't necessarily mean the business is in financial 
trouble. Preparing a cash flow budget is the best way of predicting the cash flow gaps for your 
business. 

Some cash flow gaps are created intentionally. That is, a business will sometimes purposefully spend 
more cash to achieve some other financial results. For example, a business may purchase extra 
inventory to take advantage of quantity discounts, accelerate cash outflows to take advantage of 
significant trade discounts, or spend extra cash to expand its line of business. For other businesses, 
cash flow gaps are unavoidable. Take, for example, a business that experiences seasonal fluctuations 
in its line of business. This business may normally have cash flow gaps during its slow season and then 
later fill the gaps with cash surpluses from the peak part of its season. 

Cash flow gaps are often filled by external financing sources. Revolving lines of credit, bank loans, and 
trade credit are just a few of the external financing options available for your business. 

External Financing Sources 

The perception that many small business owners have is that financing means taking whatever money 
you can get; the faster and easier you can get it, the better. Unfortunately, this approach doesn't take 
into account the fact that getting money for your business involves a variety of considerations, 
financial and non-financial, good and bad. 

Finding "smart" money  

Small businesses usually need more than just cash: they need "smart" money. By smart money we 
mean financing that helps your business in the way that you want it to, where the financier provides 
not only capital, but support and expertise to your business. Smart money could be an SBA guaranteed 
loan that allows you to keep your ownership interests intact until your business reaches the stage at 
which you want to sell shares of the business. On the other hand, money that comes from letting your 
brother, Stanley, become a partner in your business because you need his $10,000 before the end of 
the week might be far more costly than you ever imagined. 

The problem in locating "smart" money is that the capital market for small businesses is imperfect 
and consists of a great variety of under publicized and poorly organized financing sources. Whether 
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you are trying to locate a bank that is willing to lend money to your small business or whether you are 
looking for a business "angel" who will contribute needed equity capital, your quest for financing will 
require that you devote the same attention to obtaining capital as you give to decisions involving the 
business's basic product or service. 

The discussion in this module is designed to help you identify relevant traits about your business's 
financing profile and understand the various financing sources that may be available to you, with an 
emphasis on practical information on selecting the most suitable sources of funding for your business. 

 Your business's financing profile explains how your position in the business life cycle 
influences your financing options, how you can estimate the amount of money you need, and 
how you can find money in your own back yard by tapping friends, family, and personal assets. 
We also provide a "quick pick" chart showing your best financing options.  

 Debt vs. equity shows how the two basic forms of financing differ, and how you can combine 
them to your best advantage.  

 Equity financing explains how your form of business organization can be used to bankroll your 
business, and the advantages and disadvantages of using venture capital, "angels," sales of 
securities, franchising, and employee stock ownership plans.  

 Debt financing discusses where and how to get a business loan, and the types of loans 
available.  

 Government programs shows how the federal Small Business Association can help to finance 
your small business, and describes other government financing assistance.  

Paying Down your Debt 

Paying down any debt you may have is generally the first option considered when deciding what to 
do with a cash surplus. Rightfully so because a short-term investment of your cash surplus is not likely 
to yield a return equal to or greater than the rate of interest on any of your debt. It doesn't make any 
sense to invest a cash surplus at 5 percent when you can pay down a bank loan that is charging interest 
at 12 percent. However, the decision to automatically pay down debt may not be correct in all cases. 

One of the key advantages of managing your cash flow is the ability to predict the future cash 
requirements for your business. That is, it should help you determine when your business may need 
to rely on external financing as a source of cash. The need for external financing may be the result of 
expanding your business, purchasing new property or equipment, or just getting you through a normal 
seasonal down period. 

Whatever the reason, preparing a cash flow budget is the best way of predicting these future needs 
for cash. With at least some indication of your future cash needs, you can then make some decisions 
regarding the best way to finance those needs. 

For example, you may feel that interest rates are relatively low at this time and that you look for them 
to rise in the near future. Therefore, instead of using your cash surplus to pay off a 2-year loan at 10.5 
percent, it may be beneficial to invest the surplus temporarily, and avoid a much higher interest rate 
on a bank loan one year from now. 
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Summary  

Achieving and managing positive cash flow is a very do-able thing for any business owner. 

Make a Cash Flow Budget.  Project Your Cash Inflows—your sales, and Project Your Cash 

Outflows—your cost of goods, expenses, purchases, and debt repayment.  Create an Accounts 

Receivables System and set and follow guidelines for your clients to follow when paying bills.  

Don’t be afraid of Collections. 

We wish you all the best both for your personal happiness and fulfillment and for business owners 
worldwide because business ownership is what makes a strong economy and a better world! 

All the best,  

Roger and Susie Engelau 
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