
5 Warning Signs Your Cash Flow is in Trouble:  
Recognize the Red Flags Early and Take Corrective Action 
 
Cash flow problems don't happen overnight. Like a slow leak in a boat, they often start as 
minor issues that gradually escalate into serious threats to your business's survival. The 
difference between a temporary setback and a business-ending crisis often comes down 
to one thing: how quickly you recognize the warning signs and respond. 

Too many business owners confuse profitability with healthy cash flow. You might be 
landing new contracts and showing paper profits, but if cash isn't flowing through your 
business at the right pace, you're heading for trouble. Here are five critical warning signs 
that your cash flow is deteriorating—and what you need to do about them. 

1. You're Consistently Paying Bills Late (Or Juggling Which Ones to Pay) 

When you find yourself regularly deciding which vendors to pay this week and which ones 
can wait, you're already in dangerous territory. This isn't strategic cash management—it's a 
symptom of inadequate cash reserves. 

What it looks like: You're waiting for customer payments to arrive before you can pay your 
suppliers. You're incurring late fees. Vendors are putting you on COD terms or threatening 
to cut off service. You're making partial payments instead of full ones. 

Why it matters: Late payments damage your business relationships and creditworthiness. 
Vendors may raise prices, demand deposits, or stop extending credit entirely. The late fees 
and interest charges compound your cash problems. Most critically, this pattern indicates 
you're operating without a cash buffer, leaving you vulnerable to any unexpected expense 
or delayed payment. 

Corrective action: First, stop the bleeding by contacting vendors proactively. Most will 
work with you if you communicate before accounts become severely delinquent. Next, 
implement a 13-week cash flow forecast to anticipate shortfalls before they happen. 
Consider negotiating extended payment terms with suppliers or deposits from customers. 
If the problem is structural rather than temporary, you may need to pursue additional 
financing or make harder decisions about reducing expenses. 

2. Your Accounts Receivable Days Are Climbing 

When the time between invoicing and receiving payment starts stretching longer and 
longer, it's a major red flag. Money sitting in accounts receivable might as well be 
invisible—it's not available to run your business. 



What it looks like: Your average collection period has increased from 30 days to 45, then 
60, then beyond. You have a growing pile of invoices over 90 days old. You're spending more 
time chasing payments. Some customers who always paid promptly are now consistently 
late. 

Why it matters: Extended receivables tie up working capital you need for operations. It 
often indicates customers are having their own cash flow problems, which means some of 
those receivables may never convert to cash. The longer an invoice remains unpaid, the 
less likely you are to collect it in full. 

Corrective action: Tighten your credit policies immediately. Run an aging report and 
prioritize collections, starting with the oldest accounts. Call customers personally about 
overdue invoices—email alone isn't enough. Consider offering small discounts for early 
payment. For new projects, require deposits or progress payments rather than waiting until 
completion. Evaluate whether you're extending credit to customers who shouldn't qualify 
for it. In some cases, invoice factoring can convert receivables to immediate cash, though 
at a cost. 

3. You're Drawing Down Your Line of Credit to Cover Operating Expenses 

A line of credit is meant for managing temporary cash flow gaps and seizing opportunities, 
not funding day-to-day operations. If you're increasingly relying on borrowed money to 
make payroll or pay rent, your business isn't generating enough cash from operations. 

What it looks like: Your line of credit balance keeps creeping upward. You're making 
minimum payments or interest-only payments. You're using the line every month rather 
than occasionally. The balance rarely or never returns to zero. You're approaching your 
credit limit. 

Why it matters: This is unsustainable. You're paying interest on money used for basic 
operations, which further drains your cash flow. Once you max out your line of credit, you'll 
have no safety net for emergencies. Banks review credit lines periodically, and if they see 
this pattern, they may reduce your limit or call the loan entirely. 

Corrective action: Treat this as the emergency it is. You need to either increase cash 
coming in or decrease cash going out—preferably both. Review your pricing to ensure 
adequate margins. Cut discretionary spending ruthlessly. Accelerate collections efforts. 
Look for ways to reduce inventory or other assets tied up in working capital. Create a 
realistic plan to pay down the line of credit, even if slowly. If the problem is seasonal, make 
sure you're building reserves during high-revenue periods to cover low-revenue periods 
without borrowing. 



4. You Can't Afford Unexpected Expenses 

Businesses face surprises constantly: equipment breaks down, key employees leave, 
major customers cancel orders, or market conditions shift. If a $5,000 or $10,000 
unexpected expense would create a crisis, your cash position is too fragile. 

What it looks like: You're living invoice-to-invoice with no cash reserves. A broken vehicle 
or equipment failure sends you scrambling. You can't take advantage of volume discounts 
because you can't afford the upfront cost. You're hesitant to invest in obvious opportunities 
because you don't have available cash. 

Why it matters: Operating without reserves puts you in a reactive stance, always one 
problem away from disaster. You miss opportunities that require upfront investment. You 
make expensive short-term decisions instead of cost-effective long-term ones. The stress 
of constant financial anxiety affects your decision-making and leadership. 

Corrective action: Building cash reserves feels impossible when cash is already tight, but 
it's essential. Start small—commit to setting aside even 1-2% of revenue in a separate 
account you don't touch except for genuine emergencies. As cash flow improves, increase 
this percentage. Review your insurance coverage to ensure you're protected against major 
risks. Create a formal plan for handling different types of emergencies before they occur, so 
you're not making panicked decisions in crisis mode. 

5. Revenue Is Growing But Cash Isn't 

This is perhaps the most counterintuitive warning sign—and one of the most dangerous. 
Many businesses have failed while showing impressive revenue growth because growth 
consumes cash faster than operations generate it. 

What it looks like: Sales are up significantly, but your bank balance isn't growing 
proportionally or is even declining. You need to invest in inventory, hire staff, or expand 
capacity before customers pay you. Your working capital needs are growing faster than your 
profits. 

Why it matters: This is called "overtrading" or "growing broke," and it's killed countless 
businesses. Each new sale requires upfront investment in materials, labor, and overhead 
before payment arrives. If your payment terms are 30-60 days but you need to pay suppliers 
in 15 days, rapid growth accelerates the cash gap. The faster you grow, the faster you run 
out of cash. 

Corrective action: Not all revenue is good revenue. Analyze the cash flow cycle of your 
sales—from the moment you incur costs to the moment you receive payment. Consider 
slowing growth to a pace your cash flow can sustain, or secure growth financing 



specifically designed to fund working capital needs during expansion. Improve your cash 
conversion cycle by negotiating better payment terms with suppliers, collecting faster from 
customers, and reducing inventory where possible. Be selective about which opportunities 
you pursue, focusing on those with the best cash flow characteristics, not just the highest 
revenue. 

The Bottom Line: Don't Wait for a Crisis 

Cash flow problems rarely resolve themselves. They typically follow a predictable 
progression from manageable concern to existential threat. The good news is that early 
recognition gives you more options and less painful solutions. 

Make cash flow monitoring a weekly habit, not a monthly afterthought. Know your 
numbers: how much cash you have, how much you need, and when gaps will occur. Build 
relationships with lenders before you need them desperately. Most importantly, treat cash 
flow management as seriously as sales or product development—because without healthy 
cash flow, nothing else matters. 

The businesses that thrive aren't necessarily those with the highest revenue or the best 
product. They're the ones that master the fundamental discipline of ensuring cash flows in 
faster than it flows out. Recognize these warning signs early, take decisive corrective 
action, and you'll navigate through temporary difficulties rather than becoming another 
cautionary tale of a business that "looked successful on paper" right up until it failed. 

 


