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"CASH JS KING." IF YOU'RE A DENTAL PRACTICE OWNER, THAT OLD CLICHE 

NEEDS REVISION. "Cash f low IS king" is perhaps more appropr iate. Why? Whi l e  cash 

flow management 1s essential for any business, it's espec ia l ly cruc ia l  for dental practices. 

With sky-h igh a nd ever- increasing overhead costs, one of the biggest threats to the 

long-te rm hea l th of a denta l business is a lack of cash.

In this second article of our dental practice 
accounting series, we' l l  help you become 
familiar wi th the cash flow statement so 
you can avoid harmful cash shortfalls. The 
cash flow statement  is a financial state
ment that provides a summary of the 
movements of cash and cash equivalents 
in and out of you r busi ness. The cash flow 
statement measures how wel l  a company 
manages its cash position,  in other words, 

how wel l your practice uses gener-

WHY IS THIS FINANCIAL 
STATEMENT SO IMPORTANT? 
The cash flow statement provides a rapid 
measurement of the health of your busi
ness. Specifical ly, it assesses your practice's 
ability to pay bills. One of the fundamental 
goals of business activity is to ensure cash 
is always ready to fund practice operations, 
meet your financial and payroll obL igations, 
and pay for suppLies, marketing, and other 

The cash flow statement is 

in 2020. When dental appointments cra
tered or, in many cases, were prevented 
by lockdowns, cash became scarce. While 
this was due to an unexpected set of events 
no one could control ,  it provided a stark 
lesson in preparedness and maintaining 
emergency cash reserves . COVID-related 
events demonstrated how important finan
cial management is for the dental business, 
and how vital cash flow is to the financial 
management process . 

HOW TO READ YOUR CASH 
FLOW STATEMENT 

What information are you looking for in 
your cash f low statement? Here's how 

you interpret what you' l l  find in 

the report. In the simplest terms, 
the report tel ls  you what money 
is coming i n  and what money 

ated revenue to fund its operating 
expenses and pay its current and 
long-term debt. Therefore, it's a 
critical measuring tool .  

Many dentists prefer to focus 
on patient care and delegate cash 
management to a team member. 
We bel ieve this is a dire mistake. 

often considered the most 
is going out. The statement h as 
th ree mai n components th at 
reflect day-to-day business activi
ties: operating activities , which 
detail the cash flow from the busi
ness of delivering dental services; 
investing activities, which reflect 
cash flow from buying or selling 
assets for the business; and finan-

important of all financial 

Assigning critical and technical 
financial tasks can be an error 
regard less of how experien ced 

statements . 

and knowledgeable the staff 
member is about other aspects of the 
practice. The cash flow statement pro
vides critical insight into the financial 
state of the practice and making informed 
decisions for you r  practice without  it 
is impossible . 

MEET THE CASH 
FLOW STATEMENT 
In our last article, we discussed how 
financial statements help you assess 
and monitor the health of your practice 
so you can remain in control. Find it at 
de ntaleconomics.com/financialstate
ments. The cash flow statement is often 
considered the most important of aU finan
cial statements, yet it's the most ignored 
and misunderstood.  o matter how prof
itable your company is ,  you're not doing 

wel l  if you're struggLi ng to meet payrol l 
or cannot cover your monthJy expenses. 
While the cash flow statement often seems 
mysteriou s, once you become famil iar 
with its nuances, it becomes easy to read 
and interpret. 

needs. Cash flow is a bloodline of the busi
ness that keeps it alive and growing. The 
cash flow statement is, in many ways, a 
diagnostic tool that provides you with a 
clear picture of the financial dynamics of 
your practice. 

The essential aspect of the cash flow 
statement is that it's designed to help you 
predict any cash shortfalJs, so you have 
plenty of time to remedy the situation . By 
maintaining updated books and proac
tively reviewing your financial statements 
(particularly the cash flow statement) 
every month, you can keep ahead of cash 
crunches so you will always have time to 
prepare for financial shortfal ls .  Fi naJly, 
the cash flow statement is a manage
ment report, and as such, it provides a 
t ime-saving way to assess your cash posi
t ion qu ickly. 

ILLUSTRATING THE IMPORTANCE 
OF CASH FLOW MANAGEMENT 

Most of us in the dental profession expe
rienced p rofound stress during COVTD-19 

cial activities, which show the cash flow 
from any debt or equity financing in use. 
Each section provides a number that will 
be either positive or negative. By seeing 
these elements on paper, you can spot 
problems and have advance notice when 
you need to find options. 

Positive cash flow is what you're seeking. 
Positive cash flow means that the company 
is taking in more cash than it's spending, 
which indicates the financial health of your 
enterprise. Conversely, negative cash flow 
indicates that the company is experienc
ing losses and requires attention. Negative 
cash flow reveals that the company is 
burning more money than it's co l lecting. 
WhiJe posit ive cash flow indicates that 
your bank account baJance is increasing, 
negative cash flow i mplies the opposite 
and is a call for act.ion .  

If  you see negative cash flow, make sure 
you have alternative sources of cash ava.il
able to meet current obligations. Negative 
cash flow is troubling and comes with 
consequences, and you should learn how 
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CASH FLOW REPORTING 

to mitigate it. Recognizing this dangerous 
trend in a timely manner is crucial. 

THE DIFFERENCE BETWEEN 

CASH FLOW AND PROFIT AND 

LOSS (P&L) STATEMENTS? 

The cash flow statement is not a P&L 
statement. While several elements of the 
cash flow statement represent the prac
tice's financial obligations, such as practice 
financing payments, they do not corre
spond to the expenses that are reflected 
in the P&L statements. Only the interest 
portion of the total practice financing pay
ment is reflected in the expense portion of 
the P&L statement. 

In other words, whi le posi tive cash flow 
is a good thing, i t  doesn't always guarantee 
positive profits. Occasionally, posit ive cash 
flow can coexist with n egative profits. This 
is usually caused by accounting entries 
such as depreciation (a noncash entry), 
capitalized costs, or one-time charges, 
which can reduce you r profit. However, 
this type of s ituation is a good thing. In 
these scenarios ,  your cash flow stays high 
while your profit lowers you r taxable 
income, reducing your tax liability. This 
example perfectly i l lustrates the difference 
between the cash flow statement and the 
P&L statement. 

IS THIS A SHORT-TERM OR 

LONG-TERM ISSUE? 

In reviewing your cash flow statement, 
focus on ind ividual e lements of the 
statement and assess whether these are 
short-term or long-term issues. While 
short-term issues tend to be operational, 
long-term problems tend to be structural. 

Fo r example, if you experience  
short-term cash c runches but  your busi
ness is profitable, then a more sign i ficant 
reserve account may be all you need. 
However, if you frequently dip into negative 
cash flow, you may need to take a closer 
look at your expenses and find ways to 
reduce them. 

WHAT DOES MY CASH FLOW 

STATEMENT WARN ME ABOUT? 

As you become more famil iar with review
ing you r  cash flow statement, you' l l see 
that it can give you valuable messages 
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about your business. Is cash flow posi
tive? The message there, generally, is that 
you're doing things wel l ,  so continue what 
you're doing or look to implement your 
growth plans. But what happens in the 
all-too-common situation where you've got 
negative cash flow forecasted? Again, the 
key is seeing it on the report first so that 
you've got time to be proactive. 

GENERAL STRATEGIES TO GET 

OUT OF THE RED 

Create a reserve. Hold ing a reserve 
account is an ideal buffer to help smooth 
your cash flow, If you stil l experi ence 
occasional negat ive cash flow months ,  
you may want to increase your reserves 
by earmark i ng a smal l percentage of 
earn i ngs goi n g  forward . Remember, 
cash reserves are c ruci al and need to be 
bu i l t  over t ime .  

Improve bi l l ing and collections. 
You r  cash flow statement ,vi i i  reflect 
when patients don't pay o n  t ime. ow 
is the time to loo k at your bi ll ing and 
collections processes. Can you bi l l  faster 
to decrease the overal l payment cycle? 
If invoices are bei ng printed and mailed, 
consider switching to email invoicing and 
electronic payment options. What is the 
follow-up process for overdue amounts? 
Prioriti ze finding better solutions for 
these to improve cash flow. 

Consider third-parcy credit options. 
If payment is a problem for clients, you may 
want to offer a third-party payment financ
ing solution. This step can be a win/win 
to increase your practice's cash flow and 
make needed dental care more accessible 
for your patients. 

Secure a l ine  of credit with your 
bank. Sometimes you need cash to pay 
you r  bil ls on time. A dedicated line of 
credit can be a good option for this .  The 
key i s  to u se it with discipl ine. Keep in 
m i nd that compo u n ding  your debt 
makes it more difficult to pay and wil l  
make your cash flow statement more 
fr ightening. 

The bottom l ine? While the P&L state
ment can be equated to a report card , 
the cash flow statement is more l ike a 
progress report. Don't ignore it l ike many 
business ov.rners tend to do. Instead, heed 

the messages of this dynamic financial 
statement to help you with short- and 
long-term planning. 

When used properly, your financial 
statements give you control and visibil
ity. Instead of flying blind, you can make 
decisions confidently and have the peace 
of mind to distribute profits or reinvest in 
your business with more assurance. A cash 
flow statement can be easily generated by 
any accounting software. EE 
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