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If Cash Is King Then Effective Working Capital 
Management Practices Need To Be Your Queen 

The old saying that ‘Cash Is King’ is never more relevant than in uncertain economic times and with 
a Global Pandemic together with the changes coming in to effect due to Brexit these are most certain-
ly Uncertain Economic Times for many businesses.   
 
Many organisations fail not because their business is not offering the right goods and services but 
simply because they run out of cash to meet their obligations as and when they fall due.  This fact 
alone highlights the importance of having good Working Capital Management (WCM) practices in 
place within your organisation.  What areas are covered within WCM, to answer this we need to de-
fine what we mean by WCM: 
 
• Our definition: WCM is the effective management of a number of elements relating to short term 
finance.  Typically it includes maintaining adequate levels of cash so that the business can meet its 
obligations as and when they fall due.  This is managed by ensuring that the business can convert 
short term assets including debtors and inventory in to cash and by manging payments to suppliers, 
employees  and other creditors.  A further aspect f WCM is ensuring that the business has access to 
sufficient lines of credit at reasonable prices should they be required. 
 
The main areas that any business needs to look at when it comes to WCM are: 
 
1. Cash Flow Forecasting— the ability of a business to reasonably accurately forecast its current and 

future cash position is of paramount importance.  If you do not understand your cash position then 
you do not truly know if you have sufficient funds to meet your obligations.  At the very least we 
would recommend that businesses maintain an up to date 13 week cash flow forecast. 

2. Cash Conversion Cycle (CCC) — is a measure indicates how good the business is at managing 
short term assets and liabilities.  The lower the number the better the business is at managing 
these.  The measure is a combination of the Days Sales Outstanding (DSO), Days Inventory Out-
standing (DIO) and Days Purchases Outstanding (DPO).  A low number indicates the business is 
good at managing its short term assets whilst a high number indicates there is room for improve-
ment. 

  
 DSO +  DIO - DPO = CCC 
  
3. Accounts Receivables — From our perspective there are 3 main components that impact signifi-

cantly on the accounts receivable balance: the businesses credit policy, i.e. the number of days 
credit the business gives to customers; the businesses invoicing processes, how long does it take 
to actually issue the invoice and is it issued correctly; and the businesses debt collection policy 
and processes. 
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4. Inventory Management — managing the quantities and ageing of inventory that the business has 
is a significant component of WCM.  Far too many businesses do not regularly adjust their inven-
tory levels to reflect current circumstances or hold too much slow moving inventory and this re-
sults in significant amounts of cash being tied up in inventory.  In addition to this, as we have 
seen across the hospitality sector in the UK, changing circumstances can lead to significant levels 
of wastage with many pubs having to throw away beer because they have had to close due to 
Covid 19. 

5. Working Capital Line of Credit —  most businesses face shirt term cash issues at some point and 
in order to ensure that these are not the cause of the business failing have in place a working capi-
tal line of credit.  These are pre-approved credit limits that allow the business to borrow cash 
when needed and then repay the balance as cash flow improves.  This type of financing provides 
flexibility allowing you to borrow, repay, and borrow again up to your credit limit as your cash 
flow needs change.  Arranging these lines of credit early is often cheaper (lower interest charged) 
than waiting until your are in difficulties. 


