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ABSTRACT

At present, many Chinese enterprises lack well understanding on cash
flow. They ill attach great importance on profitswhileignoring cash flow.
However, anumber of enterpriseswent bankrupt during thisfinancial crisis.
Thedirect trigger for bankrupt was enterprise’ funds tension, which made
cash flow couldn’t turnover smoothly. Therefore, cash flow is extremely
important for enterprise. This paper analyzes the status of cash flow in
enterprise’s financial management, and compares it with enterprise’s
accounting profits. It is pointed out that cash flow is moreimportance than
profitsin economic activities. It determines enterprise’svalue. It isproved
again that, the financial management concept of “cash is he king” is a
magic weapon which enables enterprises to successfully get through the
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financial crisis.

CASHFLOW CRISIS

M odern enterpriseisthe combination of different
interest groups, whichisset up for profits. If enterprise
earnsno profitsfor alongtime, it will bevaluelessto
exist. Therefore, the main object of modern enterprise
ispursing profits. Neverthel ess, someenterpriseswith
abundant “profits” doom to go bankrupt. Thefinancia
crigsexploded |ast year madel otsof enterprisesin China
go bankrupt. Thedirect trigger of which was capital
chainfracture, instead of accounting profit insufficient.

Someenterpriseshaveexperienced cash flow crisis
sinceApril, 2008. Taking CNPC (ChinaNational Pe-
troleum Corporation) asan example, thenet cash flow
of CNPC was-44.91 hillionin 2008, which was 76.89
billionlessthan thesame period of theyear before. Inter-
est-bearing debt of CNPC was 125.59 hillion in 2008.
By theend of 2008, thetotal amount of liabilities had
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reached 347.05 billion, increased by 21.5% compared
with the number at the beginning of theyear, 285.58 bil-
lion. At theend of thesameyear, anong therea estate
companieslistedin Shangha and Shenzhen, therewere
70 compani espresented net outflowsof cash, condtitut-
ing 60.87% of the sampleandyzed. Among the compa:
nieslisted in Hong Kong, 18 companieshad the same
experiences, condituting 64.29% of thesampleandyzed.
It can bededuced that the overall situation of thelisted
real estate companiesis. cash flow isquitein shortage.
Althoughthered estate market hasrebound with finan-
cid environment andfinancid conditionsimprovedthis
years, thedeve opment trend of red estatemarket islill
unclear; enterprisesaredill facing capita collecting pres-
sures. Another example came from the airlines bank-
ruptcy casein China—Eagt Sar Airlinesbankruptcy case,
whichatracted much attention. East Star Airlinesgot into
troubleof capita turnover from thebeginning; thestua:
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tion got worse because of the shock of financid crisis.
Insufficient cash flow highlighted the problem of capital
chaintenson. Cashflowinsuffidentinthisfinancid crisis
hasa erted peopleof theimportance of cash flow, and
|eft the biggest heritageto businessworld—reacquaint-
ing theconcept of “cashistheking”.

Therefore itisfar insufficient tomeasureenterprise’s
vauewithaccounting profits Enterprise’sfinancid man-
agement ideashould betransformed. “Cashistheking”
isacongtant truth. Moreover, thefinancid management
ideaof “‘cashistheking” hasdeeply rooted into people’s
hearts sincethe subprimecrisis erupted. Thiskind of
ideaisthelaw of surviva and magicwegpon for enter-
prisesto successfully get through financial crisis; itis
also the core concept of enterprisefinancial manage-
ment. It has been proved that cash flow determines
enterprise’sva ue, instead of accounting profits.

CASH FLOW—BL OOD FOR ENTERPRISES
ECONOMICACTIVITIES

The most concern of SASAC (State-owned As-
sets Supervision and Administration Commission) on
date-owned enterprisesiscapitd chainfracture. There-
fore, SASAC has proposed thefinancial management
concept of “cashistheking” since 2009. A clear re-
quirement was put forward October, 2011 which was
“In 2010, every state-owned enterprise should adhere
tothefinancid management concept of ‘cashistheking’
duringtheimplement of budget management. Enterprises
should take cash flow management asthecoreand detall
fund budget arrangement to efficiently locateenterprise’s
financid resource” Thisrequirement further confirmsthe
gatusof cash flow inenterprisefinancid management—
itisthe necessary blood for enterprise’s economic ac-
tivities.

Intheory, enterprise’scash flow referstotheinflows
and outflowsof cash and cash equivalentsduring some
certain periods, namely theincome and spending of cash
and cashequivdents Enterprise’scash flow indudesthree
Specific concepts: cashinflow, cash outflow and net cash
flow. Ingenerd, if the difference between cash inflow
and cash outflow isnegative, theenterpriseisindicated
that it cannot make ends meet, whileapostive differ-
encemeansgood cash flow of theenterprise.

A CFO of Kodak company hasever said, “If there

Isno cash, an enterprise makes bankruptcy. Itiscash
that an enterprise should be based on. Bold investment
could be madethanksto cash. In addition, cashisthe
criterion to measure an enterprise’s power. Someen-
terprises could manipul ate profits by somemeans, but
no one can mani pulate cash because cashisthe cash.”
How important cashis. It can be said that cashisthe
king. Any enterprise cannot do anything without cash
flow, for cash flow accompani es every economic activ-
ity of enterprise. For enterprises, sustained, stableand
healthy cash flow istheimportant guaranteefor their
development, and it isthe premise and key point for
enterprise’ssurviva. Itisonly when enterprise has suf-
ficient cash, can it purchase production materialsand
labor, organize production activities, and create val ues
for itself. On the other hand, bad management on
enterprise’s cash flow can lead to cash shortage and
lack of ability to pay, which resultsin cash crisisand
bringsfatd blow or even bankruptcy. Just likeexamples
coming from CNPC, listed real estate companiesand
East Star Airlines mentioned above. Of course, there
arestill lots of bankrupt domestic enterprisesdueto
capital chainfracture. Hence, itisonly when enterprise
hassugtained, sableand hedthy cash flow, canit achieve
long-term surviva and devel opment inthe market.
Thereweredtill someenterprisesredizetheimpor-
tance of cash flow beforethefinancia storm struck,
such as Vanke Group. Vanke first cut big priceon a
nationwide scal eto guarantee sufficient cash. By the
end of thefirst quarter, Vanke had held cash of 26.92
billion, increased by 34.8% compared with the end of
last year. Only holding the cash in handsisthe most
secure. Intheopinion of Li Jiacheng, acompany can
go bankrupt even it make profits; whileitisnot easy to
go bankrupt if the cash flow is positive. To face the
globd financid criss, Li Jacheng, followed the“cashis
theking” concept of financial management, whichre-
ducedtherisksfromcrigs. Therefore, thewax andwane
of an enterpriseistightly linked with itscash flow, and
the cash flow, isof moreimportancethan profit or loss.

CASH FLOW: THEMAJOR CRITERIAFOR
EVALUATION OF ENTERPRISE MANAGE-
MENT

Generally speaking, thereisacertainimportance
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of enterpriseaccounting profit. In enterprisefinancial
management, entire enterprise can improvethe operat-
ing performance, optimizevariouswaysand measures
to enhance economi ¢ efficiency through theanaysis of
enterprise profits. And the profits of enterpriserepre-
sent new wealth creation. The more profits, the more
wealth the company increases, the closer to business
goals. Therefore, enterprises engaged in the produc-
tion and management isto makeprofits. However, the
success doesn’t depend on its generous profits. It is
not necessary to make asuccessful career with gener-
ousprofits, but will definitely succeed with ‘cash flow’.
M odern enterprisesneed not only profitsbut a so ‘cash
flow’. peoplegenerdly believethat ‘cashflow’ ismore
important if thereisonly onechoice. Thefamousenter-
prise, Haier Group, giveshigh praiseoncashflows. In
itsadminigtrativerules, the 13th stipulation sates: Cash
flow ismoreimportant than profits. The management
considers cash flow asan important criterion for the
eva uation of business, showing that modern enterprises
pay much more attention to cash. To make ‘cash flow’
asasignificant criterionismainly reflected in thefol-

lowing aspects.
Thequality of enter prise’searningscan betruly
reflected by ‘Cash flow’

The concept of enterprise’saccounting profitsdif-
fersfromthat of cash flow. Accounting profitisformed
through standardi zed accounting system by accountants
inaccordancewith accrua accounting. Itisjust abook
result. Although it’sstraightforward to make account-
ing profit asanindicator of measurement of enterprise’s
value, insomeways, it will loseitsreal meaning. For
instance, theredized profitsin most caseswill include
many items, such as account recel vablesand account
payables. If thoseitemscan’t berecovered for along
time, thereisacertain degree of risk. Bad debt |osses
may occur. Sothat it isdifficult to convert theminto
cash. It will not only affect normal production and busi-
nessactivities, but dso distort thequdlity of enterprise’s
earnings, to someextent even endanger thelife of those
enterprises.

‘Cashflows’ isinaccordancewiththecashbasis
of accounting. It only confirmsthe actual receipt and
payment of cash, but does not recognizethe changes of
rightsand obligations, which cantruly reflect thestrength
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of enterprises. Corporate accountantswill beeasly in-
fluenced by othersthrough wash sales, expanding the
scopesof credit salesand other bad behaviorsin order
to manipulate profitsand gainincome. However, this
kind of behavior can’t lead to the increase in cash.
Therefore, using ‘cash flow’ to reflect the company’s
revenuecan avoidthiskind of illega behaviors. Sous-
ing ‘cash flow” makes up the defectsthat profitscan’t
reflect thereal profitability and moretruly reportsthe
qudity of enterprise’searnings.

Cash flow ismor eindispensablethan profits

An entrepreneur once said: ‘Businessisnot neces-
sarily bankrupt and liquidatedif itisinsolvent, but will
certainly beontheway of deathif thereisno cashflow.”
Therefore, without the support from cash, profitsare
just likefish out of water, it will dry up and die sooner
or later. Cashisthe necessary resourcesfor an enter-
prise, whichwill fall into thedilemmaof bankruptcy
andliquidationif thereisno cashflow.

Accounting profitissuch akind of wedthincreased
and accumul ated through bus ness production and ac-
tivities. Itisalso areflection from the process of pro-
duction and operation activities. Itisan accountingin-
dex, but without real sense of payment. Cash isthe
prerequisitefor normal production and operation ac-
tivities. Enterprises can only operating with cash, and
can only achieve continuous running with cash profit. If
cash flow bresksduring the process of businessactivi-
ties, itwill belikethat human’shematopoietic function
becomesdisordered, evenif profit-making enterprises
can’tsurvive. Ther financia conditionwill eventualy
deteriorate, the consequencescould beimaginable. So
itisfictitiousprofitswithout cashflow.

Cash flow can show enterprise’s solvency more
forcefully

Profit can’t reflect enterprise’s solvency fundamen-
tally. The operational cash flow based on cash basis
isn’t affected not only from the choices of corporate
accounting policiesand accounting estimates, but also
fromtheimpact of current asset cashability. Hence, it
candirectly reflect the practical ability to create cash
from operating activities, and more accurately reflect
theenterprise’sability to repay short-term debt relative
tocurrent ratio and quick ratio.
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Cash flow can deter minethevalueof enterprises
moreprecisaly

Investors, establishing business, am at creating as
muchwedthasmore, whichfirstly manifest asthevaue
of enterprise. Cashisthe monetary form of capital in
enterprises. ltsessenceisappreciation. Inthedaily eco-
nomic activities, monetary fundstrand ateinto non-mon-
etary funds, then, back to monetary funds. Thiscycle
process congtitutesthefunds movement andisin order
to achieve added value of business. The goal of
enterprise’scash flow isto create bus nessvaue, which
reflectsthe quality of enterprise’searnings, determines
theviability of enterprises and supportsthose enter-
prises’ market value. Therefore, enterprisesshouldfol-
low the superior financia management concept, ‘cash
is the king’ to create more cash flow, and to create
greater valueto achievethegoa of maximizing enter-
prisevaue.

Enterprisesseek to maximizeitsmarket value. Thus
it can help operatorsto avoid pursuit of short-term ben-
efitsat the expense of long-terminterests, to refrain
from both irrational use of corporate resources and
pursuit profit using short-term behavior. Therefore,
enterprise’sfinancial management goa isnot to maxi-
mize profits, but to maximize enterprisevaue, making
enterprisesboth profitableand morewedl thy.

KEEPING “CASH” CIRCULATED

Currently, thefinancid crisiscontinuesandtheeco-
nomicdifficultiesaredtill very large. Inorder toachieve
itsgoal of sustainable development, every enterprise
must make adequate preparations. They can’t blindly
concern profits. they should rgj ect incorrect cognition
of ‘vita profits, light cash flow’, pay moreattentionto
theimportant role of cashflow in enterprise’sfinancia
management, increaseoveral understanding of cashflow
and maintai n adequate cash flow, whichisconduciveto
the hedlth of production and operation activities.

Cashflowisavitd lifelineto maintain enterprise
existent and growing. It runsthrough all economic ac-
tivitiesof enterprises, andisacyclic process. For en-
terprises, ‘cashflow’ isessentia, just like oxygento
humans. Usudly, ‘cash flow’ isgenerated by business
activities, investing activitiesand financing activities.

Therefore, in order to maintain cash circul ated, opera-

torscan generadly takethefoll owing measures:

(1) Strengthenthemanagement of operating cash flow.
Cashflow generated from operating activitiesmainly
recordsthestatusof cashflow inpurchaseand sale
of goods, services, and other activities, reflecting
company’sown fegtureof ‘hemopoiess’. Only there
are ‘hemopoiess’, enterprises can continueto sur-
vive and operate, and on thisbasisto invest and
expand business. However, if theenterprise’s ‘he-
mopoiesis’ isweak, and reliessoldy onfinancing, it
isdifficult to maintain normal operation, andjust et
investment activitiesaone. Enterpriseswill goto-
ward extinction step by step. Therefore, strength-
ening the management of operating cashflow isa
good premiseand foundation of excdllent cashflow
management of investment and financing.
Therearemainly two aspectsto strengthen the man-

agement of operating cash flow: (1) Improve capital
efficiency. In order to avoid wasting and idling cash,
operatorsshould useavariety of cash management tools
toimprovetherate of return of cashflow. Andimple-
ment fundscentrd management, put theusing principle
of funds, whichis ‘timeismoney, speedislife’, into
effect. (2) Establish and improvetheinterna manage-
ment of cash flow. That isto acceleratetheflow rate of
cash and to ensurethe smooth flow of cash. Operators
should makegreat effortsto management of cash pay-
mentsand accounts payables, de ay timeof payment to
thegresatest extent by using credit period, making funds
on hand befully utilized; then dowell ininventory man-
agement, accel erate inventory turnover, and reducethe
occupancy of stock fundsasmuch aspossible; What’s
more, strictly determinethe administrative measures of
accountsreceivables, timely collect them, establish credit
approval system to makerisk of bad debts controlled
at an acceptablelevd , reasonably withdrawing bad debt
reserveof accountsreceivables, accel eraterate of capi-
tal turnover, and shorten turnover time of accountsre-
caivables.

(2) Strengthenthemanagement of investing cashflow.
Casnflow frominvesting activitiesisakind of ‘ex-
changeof blood transfusion’. Company’sinvesting
cash tendsto flow intwo directions, oneisfixed
assets, intangible assetsand other long-term assets,
and the other isequity and debt investments. En-
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terprisesshould chooseinvestment projectsthat are
small investments, can producethe desired result
quickly, and gain bigger economic returns. Then
adjust the structure of the sourceof funds, making
areasonabl e proportion between debt fundsand
equity funds. Accordingly, investment fundswill
withdraw from circulation asquickly aspossible,
and providelong-term stable cash flow for enter-
prises.

(3) Strengthenthe management of financing cash flow.
Financing hasthefunction of ‘transfusion’. When
theamount of bus nessinvestment exceedsnet cash
inflow generated from operating activities, company
must ded withit assuch away of financing. Enter-
prisesborrow fundsmainly through the absorption
of investment from investorsor therational use of
commercia credit and bank credit. Itiscommend-
abletoincreasethe enterprise’s disposable cash
flow, but should minimizethecost of financing, and
control thescdeof funding accordingto enterprises’
abilities
In short, the concept of financia management, ‘cash

istheking’, should makethesurvival at first. Ensure
that cash flow required by all economicactivitiesisad-
equate. Development isthe second. Thisrequirescom-
panies not only to recognize the importance of cash
flow, but also to do agood job of risk management of
cash flow, capita turnover and so on, to ensure unob-
structed business capital chain, enabling businessesto
better operateand develop, finaly arriving at aninvin-
ciblepogtion.

ACKNOWLEDGEMENTS

Funded by Suzhou university Nationd Science: Re-
searchonwheat supply chain strategicdliancebuilding
in North Anhui (2013yyb09), Enterprisetransnational
M& A cultural integration mode andysis(2013yyb29)

REFERENCES

[1] Liu Shouwsei; Profit is the highest or cash is the
king[J]. Railway Purchase and Logistics, (6), 19-
20 (2008).

[2] Zhi Fenxiang; Shallow discussion of enterprise cash
flow management[J]. Economist, (8), 161-162
(2008).

[3] Wang Junshuang, Cao Ying; Corporate cash flow
and revelation from TCL group[J]. Business Fo-
rum, (1), 75-77 (2009).

[4] Zhang Guanghua; Hold “cash is the king” to pass
the hard time[J]. Business Weekly, (1), 50-51
(2009).

[5] Hong Liping; The back of “cash is the king”[J].
Contemporary Manager, (6), 54-55 (2009).

BioTechnology —

Hn Tudian Jounual



