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CASH IS KING 

SEAN STEIN SMITH - MBA, CPA, CMA 

 I think that almost everyone, even those of us not totally 

plugged into the investment ecosystem, has heard that phrase. 

In our personal lives, the more cash (or money) that we have, 

the more successful we are perceived to be, the more 

flexibility we have regarding employment and leisure activity, 

and the more independence we have. All of the above are 

good things. 

 

Cash is just as good and important for business, if not more 

so, than it is for individuals. Corporations needs cash to fund 

their day-to-day operations (pay suppliers), make payroll (pay 

employees), and stay in compliance with  their debt covenants 

(keep bondholders happy).  As in personal finances, 

corporations like having ample cash on hand, in their 

accounts, and flowing through the business – it is the 

lifeblood of their operations.  

 

As a result of the credit crunch and the disastrous effects this 

had on the financial system, U.S. firms have accumulated all-

time record levels of cash, nearly $2 trillion. Some are now 

beginning to ask if that cash shouldn’t be put to “better” use. 

Let’s take a look at what exactly that means.  

 

Here the link to my weekly podcast - The Weekly Roundup 

9/14/2013 

  

http://ssteinsmith.podomatic.com/entry/2013-09-

14T14_00_04-07_00 
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Feel free to reach out with your 

comments/suggestions or questions. 

afreshpairofeyes88@gmail.com 
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INVESTING TIP/DEFINITION 

SEAN STEIN SMITH - MBA, CPA, CMA 

Long Live the King (Cash, that is) 

 
Cash has many uses for institutions, some of which are more 

obvious than others. I think that the relationship between the 

firm's cash resources and its ability to fulfill its payroll 

obligations is a relatively straightforward one that is easy to 

relate to. Again, the relationship between a firm's cash 

resources and its obligation to various vendors is easy to 

visualize and understand – both relate to things we experience 

in our own financial lives. Cash is also a key component in 

ratios used to evaluate a firm, for several different reasons. 

Let’s examine a few of them.  

 

Dividends are paid in cash, not income. Net income can be 

adjusted and muddied by non-cash charges. These might be 

perfectly correct and valid adjustments made in full 

compliance with the law, but that does not change the fact 

that this does not represent the firm's cash flow. Dividend 

investors often pay close attention to a firm's cash flow and 

the numerous metrics associated with it.  

 

Debt holders also keep a close eye on a firm's cash resources 

and liquidity metrics. Liquidity is basically how much cash 

(or easily convertible assets) a firm has in relation to its 

overall assets, and the higher this is, the happier most lenders 

are. Usually, there are even contractual requirements in the 

credit agreement that require the firm to maintain certain 

liquidity levels, and if these are breached, the debt holders 

take legal action.  

 

Analysts also pay close attention to the level of cash and 

liquidity measures as they analyze a stock’s valuation and 

potential for investment. Cash levels, and by extension the 

liquidity levels of the firm, can tell analysts and other 

potential investors quite a bit about the health of the firm.  

 

Like anything else, however, too much cash can be a bad 

thing. Activist investors can begin buying shares in your firm, 

obtain seats on the Board, and begin to agitate for changes in 

both financial and operational aspects of the firm. Or, 

conversely, management can deploy the excess cash reserves 

by increasing the dividend, initiating stock buybacks, or 

entering in the M&A field. Whether or not these activities are 

in the best interests of shareholders is a subject of intense 

debate.  

 

Thoughts?  

 

 

 

 

 

  

    

   

 

 

 

Fresh Pair of Eyes Definition  
Debt Covenants – The rules and ratios that a firm is required to 

keep in order to maintain access to its lines of credit and other 

external financing. The lenders want assurance that the firm will 

be able to pay them back, and these ratios help them monitor the 

situation. 

 
 

 

Is debt really that bad, or does 

it get a bum rap? 
 

Let us know what you think, 
and it might become the topic of a 

blog post or follow up newsletter 
article. 

 
afreshpairofeyes88@gmail.com 

What do you think? 
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Liquidity 

 

 This was what was of such great concern during the 

financial crisis of 2007-2008. Banks stopped extending credit to 

business, businesses had trouble paying their vendors because 

their customers were being laid off or forced to work fewer 

hours, and the entire world economy had ground to a halt.  

Liquidity to the system is what oil is to an engine. Without 

proper levels of liquidity, the whole thing grinds to a halt.  

 
  

 
 

   
 
 
 
   

 

Cash Flow 

 

 Almost everyone knows that cash is good, and that 

sometimes cash can even be King, but when the conversation 

shifts to cash flow the amount of general knowledge subsides 

significantly. This is understandable because cash flow can be 

somewhat confusing. Cash flow can be described as net income 

after adjusting for so-called non-cash items such as 

depreciation and amortization. Cash flow represents the actual 

cash generated by the business –don’t forget that dividends are 

paid with cash, not income.  
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THE WEEK AHEAD 
Sean Stein Smith - MBA, CPA, CMA 

 
 It is always good to recap and to analyze what happened during the past week, which is what I strive to do via the weekly 

roundup podcast (link to it is above).  In addition to analyzing what did happen, it is equally important to look forward to try to 

anticipate how the upcoming events of the week ahead could impact you and your money. That is the point of this column, which is 

broken down into domestic events, as well as the international events that could be of importance to your investments. 

 

Domestic  

Let us start our discussion with the news and economic activity that are 

on the agenda for the U.S. this week.. 

There are two important data points that are being released this week that 

could have a powerful impact on the markets, and by extension, your 

money. Firstly, the CPI figures that will be released this week will help 

the market and policy makers determine how much inflation is actually 

flowing through the system to consumers, i.e., you and me. This could, 

without a doubt, influence the prevalence of "taper talk." 

Second, by certainly not least, is the homebuilder data scheduled to be 

released this week. With interest rates on the rise, this is something to 

certainly keep an eye on.  

As always, it is always important to pay attention to the underlying 

trends that connect the market news. 

Of course, there will be corporate news announced during the week as 

well, so keep your eyes open and check out the blog @ 

http://ssteinsmith.com/ for daily analysis! 

International  

Obviously, the primary story in the week ahead will continue to be the 

events unfolding in Syria. Even though the issue around the chemical 

weapons seems to be resolved, with the help of Russian President 

Vladimir Putin, there is still much uncertainty in the marketplace 

regarding what lies ahead. 

 

A watch should certainly be kept on commodity and precious metal 

prices, which still remain extremely sensitive to these events as they 

unfold.    

 

 

 

What do you think? 

 

Let me know if these tips were 

helpful 

 

afreshpairofeyes88@gmail.com 

Excel Tip –Get you charts in line 
 

 The numbers are crunched, your boss is (finally) 

satisfied, and you even managed to get the charts to come 

out right and actually represent what you wanted them to. 

Then, to your horror, you realize that the charts aren’t 

lined up – what do you do? Click the first chart, hold 

down the “ctrl” key, and select all of the other charts you 

want line up. Once all are selected, right click any of 

them, select Size & Properties. After making the charts 

the same size, go to the Drawing Tools tab, click on 

Format. Use the Align dropdown menu to align them 

however you need them. Done!   

 

 
 
 
 
 
 

 

Budget Tip - Taxes 
Taxes – aren’t they those things that you call your CPA about in 

a panic around April 15
th
? Actually, taxes are a critical part of 

any financial planning process that you are constructing either 

for work or for yourself. It is critical to understand the tax 

implications that your decisions can have on your finances. The 

income you derive from your investments is taxed, and I think 

everyone knows that, but what I have seen happen more than 

once is that people not carry this knowledge over into their 

personal lives. If you are taxed at the 28% rate, and you get a  

raise of $10,000, how much money did you get? $10,000? No. 

$10,000 x (1 - .28) or $7,200. Something to keep in mind when 

budgeting.  

 

 
 
 

 



 

 If you like the newsletter, you 

might also enjoy the book. "A Fresh Pair of 

Eyes - Finance for the Young Investor" is 

available on both Amazon and in the Kindle 

Store.  

 

http://www.amazon.com/Fresh-Pair-Eyes-

Finance-

Investor/dp/1490583637/ref=sr_1_1?ie=U

TF8&qid=1375640883&sr=8-

1&keywords=sean+stein+smith 

 

And my new book Personal Financial Planning 

 

http://www.amazon.com/Fresh-Pair-Eyes-

Personal-

Financial/dp/1492308978/ref=sr_1_2?ie=

UTF8&qid=1378653970&sr=8-
2&keywords=sean+stein+smith 

 

afreshpairofeyes88@gmail.com 

 
ssteinsmith.com 

 

THE WEEKLY EDITION 
Feedback is Always Welcome! 

Feedback is the key to continuous improvement, so if there are any topics, themes, or stories you would like 

covered in the weekly newsletter, or if there is something you wish to know more about, please send an email to 

afreshpairofeyes88@gmail.com.  

 

Thanks again for reading!  

 

Sean 

September 15, 2013  Issue #7 
 

 

A Fresh Pair of Eyes 
Making Sense of Finance and 

Accounting 

 
 


