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WHERE DID

As a business consultant and coach, | probably hear one question more often
than any other: “Where did my cash go?” It is among the most important
questions in business because turning is the purpose of
business. The Statement of Cash Flows tells us where our cash went, which is

the first step toward managing that precious resource.

In a previous , | said that if we make a profit but don't have cash, there are

only three reasons:

1. We haven't been paid yet,
2. We already spent it buying assets or paying debt, or
3. We took it as distributions.

Those are the reasons, but we need specifics to make management decisions.

THE STATEMENT OF CASH FLOWS
DEFINED

The Statement of Cash Flows is an obscure report. Not that it's hard to find. For
most of us it's only a few clicks away in Quickbooks. Nevertheless, my
experience has shown few business owners have even heard of the report let
alone used one to manage their cash.

| understand why few of us use the report. It is confusing the first time we see it.
However, with just a little explanation, it makes perfect sense and can become
one of our most useful tools.

Plus, if you hang with me, I'll provide a shortcut that makes the report useful,
even if we don't fully understand it.
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The Statement of Cash Flows, like the , is a period report.
It tells us what happened to our cash between two specific dates. In
Quickbooks, the report begins with the profit for the period. It then totals all
the activities that provide cash and subtracts all the activities that consume
cash. The report adds the remainder to the beginning cash balance to get

our current cash balance.

Simple, right?

Okay, maybe it's not so simple. Let's look at the table below before we add
detail.

Statement of Cash Flows
Jan 1, 20xx - Dec 31, 20xx

Profit for the period $1,000,000
Cash provided by certain activities $200,000
Cash used by certain activities ($800,000)

Change due to profit and activities $400,000

Beginning cash as of Jan 1, 20xx $300,000

Ending cash as of Dec 31, 20xx $700,000

Notice that we had $300.000 on January 1, and we made $1,000,000 profit.
So why don't we have $1,300,000 cash at the end of the year?

The answer is that “certain activities” provided $200,000 of additional cash,

but other activities consumed $800,000 of cash!
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In order to manage our businesses, we have to know what those activities
are so we can maximize the “provide” and minimize the "consume.” The

expanded table below adds some insights.

Jan 1, 20xx - Dec 31, 20xx

Change due to profit and activities
Beginning cash as of jan 1, 20xx

Ending Cash as of Dec 31, 20xx $700,000

Owner's equity ($100,000)

These are the same numbers as the first table broken out into detail.

We still made $1,000,000, but we now know that accounts receivable
consumed $600,000 of cash. This is the first reason of the three reasons

above: we haven't been paid yet.

The next line is accounts payable, which we can think of as the opposite of
accounts receivable. It's money we owe but haven't paid, which is the same

as getting a cash loan from our suppliers.



PAGE 5 WHERE DID MY CASH GO? ANNEALBC.COM

The next three lines, the truck, paying down the bank loan and financing the
truck, are all reasons number two: we already spent it. We used $50,000 of
our cash to buy an asset, the truck, and $100,000 to pay down our bank
debt. Then we replaced $50,000 of cash by getting a loan on the truck.

The last activity, owner's equity, shows that we drew out $100,000 of cash
from the company. This is reason number three: we took it.

It is important to understand that, for example, the $600,000 of accounts
receivable is the change to accounts receivable over the period. It is NOT
the current total of our accounts receivable. The same is true of all the
other accounts.

The Statement of Cash Flows only reports changes to various accounts.

If we're not confused enough, the Statements of Cash Flows for our
companies will likely have many more entries than my examples. There will
be items such as credit cards, payroll taxes due, depreciation, inventory and
all sorts of other plusses and minuses.

It can be enough for us to swear off the Statement of Cash Flows entirely,
but please don't.

STATEMENT OF CASH FLOW SHORTCUT

The report is far too valuable to abandon just because we don't fully
understand it, so here's the shortcut | promised: LOOK FOR THE BIG
NEGATIVE NUMBERS.

If your biggest negative number is next to accounts receivable, say to
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yourself: “Accounts receivable are consuming too much cash!” No

confusion there!

Maybe we have big negative numbers next to inventory or owner's equity.

Same thing: "My inventory is consuming way too much cash.”

Most of us will have several big negative numbers that show where the bulk

of our cash is going. Once we know that, we can do something about it.

If we don't know what to do, we can seek advice from a coach, or
accountant or maybe our peers, but at least we know what to work on, and

that's management!

HOW ABOUT YOU?

Have you ever had trouble making payroll or paying your suppliers on time?
Do you know where your cash is going? Do you receive a Statement of
Cash Flows report along with your Income Statement and Balance sheet at

least every month?

If you have any further questions, please don't hesitate to mail me at

or visit
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Martin Holland

Martin Holland is the son of a successful entrepreneur. He grew up hearing about
margins and markets, R&D and sales, risk and return on investment. He learned to love
the language and rigors of business and grew to believe that business is both the most
human of all endeavors and the highest calling. After selling a company in 2011, Martin
became a coach in order to help other owners build profitable businesses that do not
require their day-to-day involvement.

A native of Norman, Martin earned a B.A. degree from Hastings College in Hastings,
Nebraska and a Masters in Business Administration degree from the University of
Oklahoma. Over the past 7 years he has written business plans that have raised over
$52.4 million in bank and investor financing. He has helped 157 (and counting) business
owners reduce stress and increase performance through clarity of purpose, better

marriages, more money, and more free time away from the business.



