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Working capital is the backbone of any business, so learning how to maintain or generate more 
cash in your company is vital to success. It's basically the cash you need to operate, or your current 
assets minus your current liabilities. Without enough working capital, you could lose your flexibility 
and credibility with financial institutions, suppliers and customers.  

Depleting your working capital can also diminish your capacity to exploit new business 
opportunities. For example, if your competition suddenly closes up shop and you need more 
inventory to service their customers, you would need working capital to buy that additional 
inventory. Without it, you're unable to react quickly. 

Keeping sufficient working capital on hand can be a major challenge for cash-strapped 
entrepreneurs, so remember the basics. Making sure your business gets paid for the goods and 
services it provides is still the most elementary way to increase working capital. 

You want to ensure that your customers have a good credit history and that they will respect your 
payment terms. Otherwise you may find yourself without cash when you need it.  It is recommended 
that entrepreneurs clearly communicate their credit policy up front. Your clients need to know the 
maximum amount of credit you will grant them, payment terms—30, 45, 60 or 90 days—and deposit 
requirements. Ask yourself: how much can I afford to lend my customers without draining my 
working capital?" 

Collect payments faster 
Collecting payments from customers faster is an obvious route to keeping more working capital in 
your company. However, it's important not to put your rapport with clients in jeopardy. You need to 
keep your clients happy and attract sales, but at the same time, ensure that you're not footing the 
client bill too long.  To help protect yourself from late payments, bill as early as possible.  You don’t 
have to wait until the end of the month. You need to generate an invoice as soon as the goods or 
services are delivered."  

Beyond keeping a tight rein on receivables, you can use other tried and tested ways of increasing 
your operating cash. 

Avoid financing fixed assets with working capital 
Try to avoid depleting your working capital to finance fixed assets such as equipment. A lot of small 
businesses tend to use cash to pay their debts. However, you’d likely be better off using long-term 
loans to pay for fixed assets. When business owners use up all of their cash, they also look more 
risky to financial institutions. You may lose their confidence that you're running a healthy company.  

As an alternative, a long-term loan enables small businesses to breathe easily and pay for assets at 
a set pace. You can easily recuperate the costs of interest on a long-term loan. For example, if you 
keep a good cash flow and are able to pay your suppliers quickly, you're more likely to be able to 
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secure discounts. In turn, these discounts can partially pay the interest on your loan. Eventually, 
you'll get the cost of the loan back. 

Refinance your fixed assets 
Entrepreneurs can also consider refinancing fixed assets such as equipment in order to generate 
working capital. You’re leveraging your assets and turning them into the cash that you need. 

Make a personal investment 
Another option for small businesses is to make personal investments to increase working capital. 
You'll first need to do a cost/benefit analysis to see what return you will get on your investment.  
This is a viable strategy if you see that the payoff in your business outweighs personal losses. 

 


