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Cash Flow Management

The cash conversion cycle estimates the time it takes an organization to turn its Cash into inventory, then to sales, and at the end back to cash. We get the cash cycle by calculating. The time taken by the organization to trade its stock is also considered. The time the organization consumes to collect the receivables accounts, and how often the business pays the accounts payable. The shorter the cash cycle is, the better it is for the industry as it means the companies working capital is not tied up for long; hence the company is more liquid (Chang 571). A negative number in the cash conversion cycle is better than a positive number as a positive one means more working capital of the business is tied up. The cash conversion cycle has three essential parts:  inventory outstanding, sales outstanding, and the payable outstanding. The formulae used in calculating the cash conversion cycle is CCC = the unpaid days' sales (DSO) + the outstanding inventory for the days (DIO) – the days' outstanding payables (DPO).
Companies shorten their cycle by turning over inventory quickly. The faster the organization sells its stock, the sooner it gets in cash from both the credit and the cash sales and begins following its accounts receivables aging analysis. Shortening the cash cycle ensures that the company has enough money at disposal to pay the organizational bills—the introduction of Cash flow management policies and procedures in the organization (Lyngstadaas and Terje 39). Cash flow management involves monitoring the timing, the amount of cash expected, and the money paid out by the business. Cash inflows in an organization are the result of; sales on the cash basis, conversion of account receivables to cash, borrowing, loans, or even sales of assets. Cash outflow results from payment of expenses, settling the account payables, or even amount of other business obligations such as debts. Maintaining excellent and sound cash flow management policies and procedures shortens the company’s cycle of cash conversion.
Lengthening the payable accounts period helps reduce the cycle as the amount of time used to pay the outstanding payables is substantive. The longer the company extends the terms of payments to pay for the inventory, suppliers, and other organizational general expenses, the shorter the cash cycle is (Wang 475).
Converting receivable accounts to cash has an essential effect on the cash conversion cycle as it results in more liquidity. Organizations shorten the cycle billing soonest after receiving the information from the sales department and also by requesting for upfront payment. The company can also reduce the cash conversion cycle by giving customers shorter credit terms and actively following up on them to ensure prompt payment.
Companies use the management of working capital as an organizational strategy to make sure the organization operates smoothly and efficiently. A company’s working capital is calculated by subtracting the liabilities that are current from current assets. The purpose is to assist the organization in maintaining enough cash flow (Lyngstadaas and Terje 62). Cash helps the organization to meet its day-to-day operational costs and short term obligations.
Management of working capital is a vital part of a business, and it results in a competitive business advantage over another company. Good and higher returns on the invested money, which is the result of lowered working capital. The owners of the business benefit from the higher returns on their investment. Effective working capital management improves the business creditworthiness and solvency of the company; this is because the company can pay its short- term obligations in time (Chang 574). Proper management of the receivables and payables accounts results in higher profits hence the profitability of the business.
Another name for working capital is networking capital, which is calculated by deducting the organizations’ current obligations from the organization's existing assets. Working capital is useful in day-to-day activities and operations of the business (Wang 478). If the current asset is less than the current liabilities, the firm is said to have a deficit in working capital. The networking capital ratio helps the management to understand whether the organization has enough cash available to pay its obligation and the expenses. The working capital is calculated by deducting current assets from current commitments.
For example, ABC has total current assets of $ 70,000, and total current obligations of $ 30,000 calculate ABC working capital.
Working capital = current assets – current liabilities

                           = 70,000-30,000

                           = $ 40,000

Net operating capital, on the other hand, is the difference in current operating assets over the operating obligations that are current. We calculate it by, account receivable + cash + stocks less all payable accounts less the all the expenses that are accrued. Low or negative net operating working capital is an indicator of liquidity problem to the organization.Net operating capital helps the management in: judging the day today's productivity of the company, and it also gives a true picture of the organizational financial stability. ABC ltd current operating assets total to $ 30,000. Its total current operating liabilities amount to $35,000. Find its net operating capital.
 Net Operating Working Capital= Total Operating Current Assets – Total Operating Current Liabilities = $30,000 − $35,000= -$5,000.
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