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Working Capital Stress Test™

Profit is a promise.
Cash is the only currency survival accepts.
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4 IN 60 SECONDS, THIS SYSTEM TELLS YOU ¢

1. Exactly how many days this business survives if revenue drops 20% —
calculated, not estimated

2. Which working capital ratio is currently closest to the failure threshold — and
what it costs per day

3. The exact dollar amount of cash frozen in receivables and inventory right now

4. Which liquidity action cannot be delayed without a quantifiable and permanent
survival cost

01 - POSITIONING

Most businesses do not fail because they are unprofitable — they fail because they run out of cash
before profitability can sustain them. The Working Capital Stress Test™ exists to answer the only
question that determines survival under stress: how many days can this business continue operating if
revenue drops 20%? The Working Capital Stress Test™ exists to answer the one question that
determines whether a business survives an unexpected event: how many days can this business
operate if revenue falls 20%7? The answer is not in the income statement. It is in the working capital
position — and most owners have never calculated it.

The cash runway of a business is the only metric that measures actual resilience.
Everything else measures recent performance.

Working capital is not just a liquidity measure — it is a primary driver of profitability, operational
efficiency, and survival. For a deeper research-based analysis of how working capital discipline directly
impacts P&L performance, see Working Capital Discipline for Sustainable Profitability.

02 - WHAT HAPPENS IF YOU IGNORE THIS

The following estimates illustrate typical working capital stress patterns based on standard SME financial
structures. Actual impact varies by industry, margins, and operating model — but the direction and
magnitude of risk remain consistent.

A The distress premium activates before the crisis is visible — vendors, lenders, and staffing
agencies price reactive buyers at a premium. A business with 15 days of cash runway
cannot negotiate. It can only accept the terms it is offered — which average can cost 2-5x
the standard rate of the same inputs obtained from a position of liquidity strength.

A Receivables aging erodes cash silently — every day accounts receivable runs beyond 30
days can represent approximately $2,740 in frozen daily cash on a $1M revenue business. At
60 days average collection, that is $82,200 in cash the business is carrying but cannot use. It
does not appear as a loss. It disappears as availability.

A\ Credit access closes at the worst moment — a line of credit applied for proactively, from a
position of financial strength, costs 4-7% APR. The same credit applied for from distress —
when the need is visible and urgent — can rise to 18-36% APR under distress conditions.
The 14-day window for proactive application closes without announcement.
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A\ Inventory becomes a liability disguised as an asset — every 10 days of excess inventory
beyond optimal holding costs 2-4% of annual working capital in carrying charges, storage,
and obsolescence risk. On $300,000 of inventory, 30 excess holding days costs $6,000-
12,000 annually — in cash the business is using to store stock instead of fund operations.

/A The break-even calculation becomes irrelevant — a business below minimum cash
threshold cannot survive long enough to reach break-even regardless of its revenue
trajectory. When runway ends, profitability data becomes historical record, not operational
currency. Runway ends the conversation before margin does.

03 - WHAT THIS SYSTEM DOES

If working capital is not stress-tested against realistic adverse scenarios, a liquidity failure is already
building in the gap between reported profit and available cash. This system does not project the best
case — it exposes the break point: the exact revenue threshold, cash runway figure, and ratio failure
point at which the business loses the ability to meet its obligations.

Cost of inaction: A business with 15 days of cash runway under a 20% revenue shock cannot
negotiate — it can only accept emergency terms from vendors, lenders, and employees. Those
terms cost 2—5x% more than the preventive action that would have built a 60-day runway. The
difference is not effort. It is timing.

Working capital failure is not a sudden event — it is the cumulative effect of slow collections, excess
inventory, and compressed liquidity converging into a single constraint: cash unavailability.

The Working Capital Stress Test™ operationalizes the principles of working capital discipline —
converting them into measurable stress thresholds, decision triggers, and liquidity actions. For the
underlying research foundation, see Working Capital Discipline for Sustainable Profitability.

04 - FINANCIAL CONSEQUENCE MATRIX

P&L Impact: Businesses with less than 30 days cash runway under stress pay a distress premium
across every procurement, financing, and staffing decision — estimated at 12—22% above standard
market rates for identical inputs

Cash Flow Impact: Each day of accounts receivable beyond 30 days = approximately $2,740 in
frozen daily cash per $1M revenue; at 60-day average collection, $82,200 is unavailable for operations
at any given moment

Cost of Inaction: Credit secured proactively costs 4—7% APR; credit secured from distress costs 18—
36% APR; on $200,000 in annual financing, that premium differential is $28,000-58,000 in excess
annual interest cost

The following signals compress the working capital system into its most critical failure patterns — each
one reflects a direct constraint on liquidity and decision flexibility.

| Signal H Financial Effect H Hidden Risk ‘
|AR Days 1 HCash locked HLiquidity illusion ‘
|Inventory Days THCapital trapped HMargin erosion risk ‘
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| signal | Financial Effect ||  Hidden Risk |
|Current Ratio | HPayables pressure HVendor dependency |

|Runway ! HSurVival constraintHForced decision—making‘

These are not indicators of risk — they are early-stage constraints on survival. Ignoring them converts
manageable inefficiencies into irreversible liquidity pressure.

05 - REQUIRED INPUTS

Metric / Input | Source Purpose in System

Current assets and Balance sheet Calculates current ratio and net working capital

current liabilities (most recent) — the primary liquidity floor indicators

Accounts receivable aging AR records Quantifies days sales uncollected and the dollar

schedule amount of cash frozen in the collection cycle

Inventory days on hand Inventory records +  Isolates working capital locked in non-liquid
COGS data stock; signals excess carrying cost and

obsolescence risk

Monthly fixed cash P&L + debt Establishes the minimum cash outflow threshold

obligations payment schedule for the break-even survival calculation

Available credit lines and Bank statements +  Defines the actual liquidity buffer beyond

liquid reserves credit agreements operational cash — the true survival margin

AR turnover ratio and Financial ratios Calculates the cash conversion cycle — the

collection days speed at which revenue becomes deployable
cash

Inventory turnover ratio Financial ratios Signals whether working capital is flowing or
accumulating — the primary inventory liquidity
indicator

06 - SCORING MODEL — Liquidity Resilience Score (0—-100)

Five dimensions, each scored 0-20. Total = Liquidity Resilience Score. Any dimension scoring <8
triggers an immediate liquidity obligation. Score is recalculated monthly — cash position shifts faster
than quarterly review cycles detect.

The score is not a diagnostic for reporting — it is a trigger for action. Any dimension below threshold
represents a direct constraint on operational flexibility and must be treated as a liquidity obligation, not
a metric.

Dimension 1: Current Ratio (target 22.0) Dimension 2: Acid-Test Ratio (target 21.0)

Dimension 3: Cash Runway under 20% Stress (target =60 days) Dimension 4: Collections Efficiency
(target <35 days)
Dimension 5: Liquidity Buffer Quality (credit line adequacy + reserve coverage ratio)
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Score Condition Risk Level

80-100 Working capital healthy; 60+ RESILIENT
day runway under 20%
stress; all ratios above
threshold

60-79 Adequate ratios; 30-60 day ADEQUATE
runway; manageable risk
with active monthly
monitoring

40-59 Current ratio near 1.5; cash STRESSED
runway below 30 days
under 20% stress

0-39 Crisis working capital; any FRAGILE
revenue disruption threatens
operations within 14 days

07 - WHAT THIS SYSTEM DELIVERS

Cost of Inaction

Invest excess working capital in
growth — no acute liquidity risk

$20K-$60K cost of a single
unanticipated revenue shock event

Immediate liquidity action required —
$60K—$150K exposure

Business cannot absorb any shock
— crisis protocol active now

» Exposes: the exact cash runway in days under base case, -20%, and —-40% revenue scenarios —
calculated from actual working capital data, not estimated from income statement trends

» Quantifies: the dollar amount of working capital frozen in receivables and inventory at the current
operating date — the cash that exists on paper but is not available for use

» Isolates: the single dimension scoring closest to the failure threshold — the primary liquidity risk

requiring the first intervention

» Forces: a liquidity response obligation on every dimension scoring <8 — named owner, specific
action, and deadline assigned before the next period close

» Tracks: the break-even revenue threshold: the minimum monthly revenue required to meet all cash
obligations under current cost structure — updated monthly

08 - DECISION TRIGGERS

Every trigger is binary: either the condition exists and the action is mandatory, or it does not exist and
monitoring continues. There is no safe middle state — conditions either require action or continuous

monitoring.

| 1. IF: Current ratio falls below 1.5 at any balance sheet date
— THEN: Suspend all non-essential capital expenditure immediately. Renegotiate payment terms
on the 3 largest vendor payables to extend by a minimum of 15 days each — within 14 days. Build
a 90-day cash bridge budget within 7 days and review it weekly. Assign a named owner to each
renegotiation. A current ratio below 1.5 means current liabilities are within 15% of current assets

— the margin for error is already gone.

| 2. IF: Days sales uncollected exceeds 45 days

— THEN: Assign a named individual to weekly collection follow-up on every account more than
30 days past due, starting within 48 hours. Every day beyond 45 costs approximately $2,740 per
$1M revenue in frozen cash. If the AR book exceeds $150,000, evaluate invoice factoring within

© Signal Journal — All rights reserved

SignalJournal.com



SIGNAL JOURNAL - DECISION SYSTEMS™ Working Capital Stress Test™ - System 07 of 10

21 days. Collections is not an administrative function — at this threshold, it is the primary cash
generation activity of the business.

| 3. IF: Cash runway under a 20% revenue stress scenario falls below 30 days

— THEN: Initiate a line-of-credit application at the primary bank within 14 days — before the
condition worsens and before the lender sees the stress. Credit secured proactively costs 4—7%
APR. Credit secured from visible distress costs 18-36% APR or is unavailable entirely. Assign the
owner personally to this action. The application window narrows without notice and does not re-
open on the same terms.

| 4. IF: Inventory days on hand exceeds 60 for any product or category

— THEN: Implement a markdown and clearance protocol for all slow-moving inventory within 21
days. Every 10 excess holding days beyond optimal costs 2—4% of annual working capital in
carrying charges. The markdown cost is always less than the cumulative carrying cost plus the
opportunity cost of cash unavailable for productive deployment. Calculate the exact dollar amount
locked in excess inventory and treat it as a cash recovery target with a named owner.

| 5. IF: No 12-month rolling cash budget exists
— THEN: Build a 12-month rolling cash budget within 30 days, before any other financial planning
activity. The operating budget answers whether the business is profitable. The cash budget
answers whether it is surviving. Both questions require an answer. In a cash crisis, only one of
them is operationally relevant — and it is not the one most businesses prepare first.

A ESCALATION LOGIC

Triggers Active \ Status Required Response

Owner review required within 48 hours. Two concurrent
liquidity signals indicate the cash position is deteriorating

INTERVENTION = 2Cross multiple dimensions simultan_eously. _Both triggers
must have a named owner and a written action plan
completed within 7 days. Weekly cash position reporting
begins immediately.

2 triggers

Liquidity instability event. Engage a financial advisor within
7 days. Build a 90-day cash stabilization plan. Suspend all

3 triggers INSTABILITY non-essential capital expenditure and discretionary spend.
Initiate proactive lender communication before covenant
triggers are breached.

Survival cash runway is at risk. Engage external financial
support within 72 hours. Every financial commitment
CRISIS above $1,000 requires written dual approval until the
PROTOCOL Liquidity Resilience Score reaches 50 or above. No growth
investment. No discretionary spend. Cash preservation is
the only operating priority.

4-5 triggers

09 - ACTION TABLE
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Issue Detected Required Action Owner Deadline P&L / Cash Impact
Current ratio below  Extend 3 vendor terms by Owner + 7 days Restore liquidity
1.5 15+ days; 90-day cash bridge  Finance buffer; prevent

budget built and reviewed payables default
weekly
AR days Named weekly collector for AR Lead 48 hours Recover
exceeding 45 all accounts >30 days; $2,740/day per
factoring evaluation if AR > $1M revenue in
$150K frozen cash
Stress runway Apply for line of credit Owner 14 days Secure 4—7%
below 30 days proactively from strength; APR vs. 18-36%
owner assigned personally distress rate
Inventory days Markdown protocol; dollar Operations 21 days Free frozen
exceeding 60 amount locked identified; working capital;
named recovery owner reduce carrying
assigned cost
No 12-month cash  Build rolling cash budget; Owner + 30 days Cash crisis
budget exists update within 5 days of each Accountant prevention;
period close survival visibility

10 - IRREVERSIBLE INSIGHT

The time to build a cash runway is before you need one. After the need arrives, the
cost increases by a factor the income statement does not capture — and the
options available are the ones you would not have chosen.

11 - BUSINESS IMPACT

The Working Capital Stress Test™ makes the invisible visible: the exact point at which this business
loses the ability to meet its obligations under conditions it will eventually face. Revenue shocks, slow-
paying customers, delayed inventory cycles — every business experiences them. The only variable is
whether the runway existed before the shock arrived, or whether the shock arrived first.

On a $1.5M revenue business: the difference between a 15-day and a 60-day cash runway under a
20% revenue stress is not a planning preference — it is the difference between a manageable
operational challenge and an event that forces emergency vendor terms, distress credit, and
personnel decisions made from a position of zero leverage.

Run this system monthly. Calculate the runway. Build it before it is needed. Cash scarcity is not a future
risk — it is a present condition that begins compounding before it becomes visible.

The only decision that matters is whether you quantify it early — or pay for it later.
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