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Moving too slowly could cause you to default with your lender and miss employee and
vendor payments. Quick forecasting and reforecasting cash, on the other hand, will create
numerous benefits and give more time to plan how to stop the bleeding and turn the

organization around.

That said, when undertaking liquidity planning in a crisis, watch out for a few pitfalls — the
model may have formula issues; tracking the source data may be hard and
overcomplicated; and staff may not collaborate enough or share enough data, may work in
silos or may not realize that the forecast is not the truth serum. Variances to actuals will exist.
You will need to understand and manage them as you refine and update the model.

Remember these sayings when developing a liquidity forecast:

e the only certainties are death and taxes.

e all forecasts are wrong. Some are useful.

e agood plan executed perfectly is better than a perfect plan executed well.

e do not let perfection be the enemy of good.

e the definition of insanity is doing the same thing repeatedly and expecting a different
result.

Liquidity planning can be painful and expensive. Begin by thinking about what receipts and
disbursements will move the meter. Do you need to track accounts payable payments in
total or break them out into more than 20 lines? Is there a canned accrued expense report
you can use to manage purchase orders and payments? Maybe net cash flow is important,

as certain expenses will not be paid until certain cash flows come in.

Try to leverage current staff and reports unless you are willing to invest time and money in
process change — people and technology. You can have the best technology, but without
the right process and staff buy-in, it will not matter. The one certainty will be a lot of time

and money down the drain.
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Putting numbers on a piece of paper will not help your margins, but bringing cash in the
door or slowing down or reducing cash out will give you some breathing room to assess your
situation, sell a piece of the company or negotiate an increase in your line of credit.
Remember, the forecast is a tool to use in conjunction with your current management
reporting system. Once you have completed the initial draft, the processes of reviewing,
revising, and adjusting the plan will be more rapid and provide important and beneficial
information.

Like any transformation, liquidity planning is a journey, not a sprint. One should step back,
evaluate, and continue to learn and improve.

Often, we are brought in to help a client at the request of their lender or shareholders. It is
understandable that management may have hundreds of items on their plate, and this is just
one, but when a company is cash constrained, cash forecasting is one of the most valuable
tools it can have.

Once the people are aligned and processes thought out and documented, the technology
can be a simple spreadsheet or multi-million-dollar enterprise resource planning system. You
need buy-in from the team doing the work, owning the line items and able to effectuate
change. In fact, another certainty is that you will create more paper and reports. If you do
not change people and process, you will add an IT tool on top of a poor process, and people
will become more overworked and frustrated. Once your people are involved in the process
and understand the importance of managing cash in real time, they will adapt their patterns
of spending, negotiating terms and avoiding overcommitment to catch up payments to
vendors.

Like any transformation project, liquidity planning has three pillars — technology, people,
and process. Most companies focus only on the first, but the technology tool should be last.
The process needs to be broken down to its simplest form for buy-in. Once you have the right
people and they understand the process, you can find the best tool to get the job done.

All forecasts are just that — forecasts. They will rarely equal actual performance but should
be directionally correct. It is better to work with a few lines — total accounts receivable
collections, payroll, and total accounts payable disbursements — than to have too much
detail, which makes it hard to track actuals.

Start simple. You can always build out more detail as time warrants and as the business
management plan evolves. As you track collections and disbursements and dig into customer
contracts and pricing, you will see the leakage. Are your biggest customers slow in paying or
maybe not even profitable? What are the largest disbursements needed to maintain service
levels, space, and headcount?

The goal should be to hold people accountable for what they can control. Do you want to
run a cash culture, or are you in a growth or investment mode? You will need to incentivize
managers. The direction should come from the top down. Like any process, this one requires
an owner, and it should not be the consultants. If a 13-week cash flow is pushed down from
the lenders, what is motivating the lenders? Open communication can save management
lots of time by preventing guessing games. If you hire consultants to help you, what happens
when they leave? Does the company have the capacity, tools, and training to take over?
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The next time you are asked or need to create a 13-week cashflow, ask yourself and your
team these four questions:

where do we want to go?
what is the plan?
who is on the leadership team?

Fom-

how do we get the team aligned, provide necessary resources, and give team members
a voice in the process to pull off the plan?

Once you answer these four questions, the results of a successful liquidity planning
implementation will follow.
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