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It is common for small and medium-sized 
business owners to be focused entirely on 
profits. Yet, while the amount of money 
coming in matters, when that money is 
coming in vs. when it needs to go out—what 
is known as cash flow—is critical to the 
success of any business. In fact, the U.S. 
Bank conducted a study in which they found 
that 82% of businesses fail because they 
have a poor understanding of cash flow 
management. More recently, CB Insights, a 
private market intelligence firm in New York, 
conducted a study that found 29% of start- 
ups fail because they run out of cash. This is 
second only to their product failing on the 
market. 

In order to ensure adequate cash flow, a 
business must properly manage its working 
capital. Why is working capital so 
important? It’s about having liquidity of 
assets. When money is not tied up in assets 
and can flow freely through the company, 
there is no need to pay interest on loans and 
no conditions to meet. The working capital 
of a business is the easiest  

Assessment & Tracking 
Planning & Implementation 

Implementing as many of these steps as 
possible will help a business free up cash it 
can use to improve all aspects of business 
operations.

cash to access for day-to-day use. And that 
is what cash flow is all about. 

There are steps that any business can take 
to improve cash flow. In this white paper, 
these steps have been broken down into 
two broad categories: 



ASSESSMENT & TRACKING
You cannot determine how to improve the 
cash flow of a business if you don’t know 
the current financial status of that business. 
This is the starting point of improvement. Is 
the current cash flow positive or negative? 
Negative cash flow means you cannot make 
your payments because there is not enough 
cash freed up. But cash flow doesn’t just 
need to be positive. To have a truly healthy 
business, the cash flow must be greater 
than the business’s profits. 

A business can make a profit and still have a 
negative cash flow. Here are some ways 
that can happen: 

profit margin. This is essentially what your
profit is in relation to your revenue and is 
expressed in a percentage of that revenue. 

Gross Profit Margin = Gross Profit/Revenue 
x 100 

You must set your desired gross profit 
margin and track it monthly to ensure you 
are reaching that goal. Gross profit margin 
is important because it affects all pricing 
decisions, including when to raise prices. If 
the margin is too low, less than 25%, then 
you need to raise your prices to increase 
that margin. 

Paying bills and payroll before getting 
paid by clients
Having done work not yet paid for
Making investments in your business, 
such as purchasing inventory 

With this in mind, here are some steps to go 
through when assessing your business’s 
current cash flow status.

Business  owners  need  to  know their gross  

Gross Profit Margin

Job Costing

The best way to track gross profit margin is 
to track the actual cost of delivering a 
product or a service. This is about the value 
of the services or products you deliver. 

You need to know how much each aspect of 
a job or production costs to ensure you are 
charging enough for what you deliver to the 
client. Not only can you adjust your prices 
accordingly, you can also justify those 
prices to the client. 



Days Sales Outstanding 

Every bit of work you are doing that hasn’t 
yet been paid for is cutting into your cash 
flow. It is critical for a business to know 
what has been paid for and how long it takes 
to be paid, which is known as Days Sales 
Outstanding (DSO). Essentially, DSO is the 
number of days it takes to collect on 
accounts receivable so that the money is in- 
hand and available to pay bills and payroll. 
How do you measure DSO?  

DSO = Accounts Receivable/Net Credit 
Sales x 365 

The higher the DSO, the longer it takes your 
business to collect on accounts receivable 
and the lower your cash flow. For this 
reason, a company’s DSO should be as small 
as possible. When you know your DSO, you 
will be able to determine whether your 
current billing processes are adequate and 
make the necessary changes. 

Expenses 

Every business has expenses. The key is to 
get a handle on those expenses and cut 
them wherever possible. By auditing your 
expenses, you will be able to see exactly 
where the money is going out and where you 
can decrease spending.  

If it isn’t completely necessary to the 
operation of your business, it needs to go. 
Even cutting expenses a mere 10% can 
make a huge difference in cash flow. 

Management 

Management across the company must be 
adequate to ensure that every area of the 
business is operating at peak efficiency. 
This includes the following areas of 
management:

Working capital must be aligned with 
the strategic initiative of the company. 
Any executive compensation should be 
adequately aligned with performance 
measures.
Both manufacturing and supply chains 
must be properly managed and 
streamlined. This includes improved 
supply chain risk management policies.
Collaboration with suppliers and 
customers must be streamlined.
There must be coordination between all 
company departments. 



PLANNING & IMPLEMENTATION

Once you know where you are in terms of 
gross profit margin, job costing, DSO, 
expenses, and management, you have a 
better idea of your cash flow status. At this 
point, you can take steps to improve cash 
flow. 

Get an up-front deposit. The standard in 
most industries is 50% of the job paid 
up-front and this amount should cover 
any costs associated with getting the 
job done. When you do this, you don’t 
have to worry as much about chasing 
the customer and potential non- 
payment.
Get paid in advance for any out-of- 
pocket expenses required to complete 
the job. This includes things such as 
materials and travel time. This way, you 
are not starting any job with a negative 
cash balance.
Get a retainer. This is a way to be paid in 
advance of offering a one-time service 
or on a regularly scheduled basis for 
ongoing services. It gives both you and 
the client peace of mind by making it 
easier for the client to budget and 
allowing better cash flow for both 
parties. 

flow the most. It is common for businesses 
to request some form of payment up front, 
which means you will be paid, at least in 
part, before the work is done. Try the 
following methods for your business: 

Unfortunately, it is not uncommon for 
businesses to deal with unpaid invoices. 
Fundbox analyzed over 39 million invoices 
on their platform and found that small 
businesses in the U.S. had amassed $825 
billion in unpaid invoices, averaging $84,000 
per business. 

When it comes to getting paid, there are a 
number of steps you can take to help 
improve cash flow. In fact, this is one of the 
areas of your business that can affect cash 

Getting Paid



Billing 

Billing practices also have a significant 
impact on a business’s cash flow. When and 
how often you bill clients can mean the 
difference between the stress of scarcity 
and the peace of mind of knowing you can 
cover your expenses. Here are some billing 
tips that can help improve your cash flow: 

Weekly billing, rather than monthly 
billing. While it is common for 
businesses to bill at the end of each 
month, if you have ongoing clients, 
billing them each week will significantly 
improve your cash flow. The best time to 
send out invoices is on the weekends. 
Another option for billing clients is to 
bill by milestone. This is ideal for longer 
one-off projects for which weekly or 
retainer methods won’t work.
For one-off projects, invoices should be 
sent out immediately upon project 
completion. It is common for clients to 
pay invoices 30 days after receipt. If you 
only bill at the end of each month, you 
could be waiting as long as two months 
to have your invoice paid. A lot of 
expenses need to be paid over a two- 
month period, so the sooner you get that 
invoice paid, the better.

Payroll

Once you establish more control over when 
you invoice and get paid, you will then have 
a much better cash flow. But that cash flow 
will suffer if you are paying payroll as 
employees complete their work. After all, 
payroll is often the biggest expense a
company has, even for a small or medium- 
sized company. Here are some payroll tips 
to improve cash flow: 

Establish a two-week delay between the 
end of a work period and the pay for that 
work period. This is standard practice in 
many industries. When you set the payroll 
up this way, it provides time for clients to 
pay invoices prior to payroll for that work 
and minimizes the errors in processing the 
payroll.
Put your payroll on a semi-monthly, 
rather than bi-weekly schedule. This will 
eliminate the disruption of having three 
payrolls in a month, which happens twice 
a year with bi-weekly payroll. With semi- 
monthly payroll, the amount paid out each 
month is consistent throughout the year, 
making it easier to control cash flow. 



Collections 

If you have a large enough staff, it makes 
sense to have a collections department, or 
at least one or two staff members who are 
dedicated to the collection of invoices. 
When a business has staff dedicated to 
collections, they can: 

Be sure your collections staff has been 
trained in proper collections procedures and 
priorities. Never leave this to reception staff. 
When it comes to prioritizing collections, do 
not go through the list alphabetically. 
Instead, focus on the largest balances. 
Getting these paid off first will have a 
greater effect on cash flow. 

Call the client five days prior to when the 
invoice is due. This can be presented as 
a client service call. It gives you the 
opportunity to make sure the client is 
satisfied and that they received the 
invoice.
Call clients when invoices become past- 
due. This ensures that all your invoices 
are accounted for at all times. 

Client Choice

Your choice of client can significantly 
impact your cash flow. It is common for 
smaller businesses to hold on to clients 

that don’t earn them a lot of revenue. They 
feel it is better to have a low-margin client 
than none at all and they will keep these 
low-margin clients until they can replace 
them with higher paying clients. However, 
these low-margin clients often end up 
costing you more in resources. Get rid of 
these clients and focus on getting higher 
paying clients to increase revenues. 

It is also important that you check clients 
before you take them on. Make sure to do a 
background and credit check so you know 
they are reputable and will pay on time. 
This is especially important if the client is 
not paying up-front. 



Additional Tips 

The above points have the greatest effect on 
business cash flow. However, there are 
other things to consider that will also make 
a difference. These include: 

Creating a written credit policy that you 
can include in your contract. This credit 
policy will outline the payment terms, 
any late fees and when they are 
applicable, and any legal fees that will be 
applicable if you must go to court. 
Ensure both you and the client sign the 
policy agreement.
Accepting credit cards as a payment 
method. Small businesses tend to shy 
away from this because of the fees, but 
being able to have invoices paid quickly 
via credit card will improve cash flow and 
make up for the inconvenience caused 
by fees. Plus, unless the invoice is for a 
large amount, the 2-3% processing fee 
will often be less than the cost of 
sending and collecting on an invoice.
Making paying invoices easy. Aside from 
allowing credit card payments, 
accounting software often has a 
convenient Pay Now button clients can 
click to pay their invoice. That way, they 
can pay it as soon as it arrives in their 
inboxes. 

Managing company credit cards 
properly. Pay your credit card bills in full 
each month. If you get behind, pay off 
the higher interest cards first. Use your 
line of credit before your credit cards as 
the interest rate is probably lower. 

Automating your billing, payment, and 
collection processes. There are many 
different types of accounting software 
that will take care of billing, payment, 
and collections. This type of software 
will do things like send invoices, send 
collection reminders, accept payments, 
and pay outstanding receivables.
Not paying bills prior to their due date— 
only pay on the due date. This is 
remarkably effective when it comes to 
improving cash flow over the long-term. 



IMPROVE CASH FLOW—IMPROVE BUSINESS

As you can see, the key to improving cash 
flow centers primarily on improving: 

How you get paid 
Billing 
Payroll 
Collections 

A more cost-effective solution compared 
to hiring in-house 
Independent and objective advice
Impartial business review and in-depth 
analysis 
Strategic business consulting and 
planning 
Fixed or project-based contracts 

NuVest Management Services is a Canadian- 
owned firm offering accounting and finance 
services to small and medium-sized 
companies. Our approach is to bring the same 
competitive advantages enjoyed by large 
organizations to the small and medium-sized 
market. 

We offer onshore, offshore and blended 
offerings, which can be customized to meet 
any company’s particular requirements. Our 
onshore offerings take advantage of the 
familiar, well-educated and skilled Canadian 
labour market. This is supplemented with our 
offshore offerings in the Philippines. Blended 
solutions take advantage of the relative skills 
and advantages of both markets – teams in 
Canada and the Philippines working as a 
coordinated whole. 

For more information or queries, you may 
contact our sales team.  

Please send an email to info@nuvest.net or 
call us at (905) 347-2222. 

Our office is located at: 
20 Corporate Park Drive, Suite 202, 
St. Catharines, ON 
Canada  

But in order to improve these areas of your 
business, you have to have a firm grasp on 
where you are now. Assess your current 
situation, determine where you need to make 
changes, and then take action. Your primary 
focus should be on the areas of your 
business that need the most improvement. 
And remember, any improvements you make 
in cash flow will ultimately improve your 
operational efficiency and your bottom line. 

The benefits of employing NuVest as an 
extension of your financial team include:  

http://nuvest.net/contact-us/

