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Business Banking

From reactive to resilient

Take control of your cash reserves with a financial strategy

tailored to small businesses in unpredictable markets.

Nearly 80% of small business owners feel
optimistic about the future of their business,
according to PNC's 2025 Economic Outlook
survey. But confidence in the global

economy? That number drops to just 26%.

The contrast is telling. While many

small businesses feel in control of their
own operations, the broader economic
environment feels far less predictable. This
uncertainty poses real risks, especially for

companies operating in industries more

exposed to market shifts, seasonality or

supply chain instability.

One unexpected event, from a demand dip
to a delayed vendor payment, may upend

months of progress. And without adequate
cash reserves, what could’ve been a speed

bump becomes a full stop.

Thriving in this environment requires more
than optimism. It takes financial foresight,

a firm grip on liquidity, and a strategy for

withstanding the unexpected.

Cash reserves play a central role in that
strategy. They cushion businesses during
downturns, fund opportunities without
external borrowing, and cover surprises

without compromising long-term goals.

The following pages offer a practical

road map for building and managing cash
reserves effectively. You'll find guidance on
assessing liquidity, mitigating financial risk
and optimizing cash flow, with real-world

examples to bring each strategy to life.

Resilience doesn’t happen by accident. Let’s

explore how to build it — deliberately.
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Recognizing financial risks
in disruption-prone industries

Understanding What Drives
Volatility (and How It Impacts
Small Businesses)

Volatility refers to the speed and unpredictability
of change in the value of an asset, product or
service. A volatile market sees prices rise or

fall quickly, often without warning.

Its sources are wide-ranging: economic cycles,
supply chain disruptions, regulatory shifts,

evolving technology and global events. Each of
these elements adds uncertainty to forecasting,

budgeting and long-term planning.

Statistically, volatility is measured by
standard deviation. The wider the range of
price fluctuations, the greater the volatility.
According to S&P Global, commodities like
oil, metals and agricultural goods had some
of the highest volatility in the 2010s, with

a standard deviation of 18.6%.' Consumer
discretionary sectors like apparel and auto

parts weren't far behind at 14.6%.

However, small businesses in these sectors
don’t need statistics — they live the risks

every day.

Inflation continues to be a top concern, with

43% of small business owners reporting
extreme concern and nearly a quarter
expecting prices to rise 5% or more. Concerns
are also growing around extreme weather

events, cybersecurity breaches and fraud.

When the Unexpected Hits:
Real-World Scenarios That Test
Financial Safety

In unpredictable markets, even one

unplanned disruption can derail operations.

Without a financial buffer, these moments

quickly turn into make-or-break situations:

e Arestaurant’s walk-in freezer breaks,
and the current market means the
replacement is triple the original price.
Without cash reserves, operations halt,

inventory spoils and revenue is lost.

o A weather event floods a family farm'’s
storage facility. Supply chain delays make
repairs cost double the monthly profit,
leaving little choice but to delay planting

or borrow at high interest.

o Aretail shop loses all foot traffic during
a citywide shutdown due to a global
pandemic. Income dries up overnight,
forcing owners to dip into personal funds

just to cover payroll.

Cash reserves are what keep these one-off
moments from becoming business-ending

events.

Apart from the textbook
definition, volatility shows up
in day-to-day operations as
several common financial risks:

RAW MATERIAL COSTS
Sharp price increases squeeze margins

unexpectedly.

SELLING PRICES
Markets dictate pricing flexibility, not just

your costs.

&

INVESTMENT DECISIONS
Planning becomes harder when

tomorrow’s numbers are unpredictable.
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Establishing financial goals

for stability and growth

Setting a Clear Path for Liquidity and Long-Term Flexibility

For small businesses in turbulent sectors, financial goals shouldn't stop at profitability.

Strategic cash reserve planning is key to building both short-term stability and long-term

resilience.

Cash reserves — your business’s emergency fund — offer more than peace of mind. When

held in accessible, liquid accounts, they provide a critical buffer against unexpected expenses

and enable quick, confident decisions during moments of uncertainty or opportunity.

Liquidity First: Where

and How to Hold Reserves

To stay agile, these funds should be kept

in secure, interest-earning and highly

liquid accounts, not tied up in assets like
equipment or long-term investments. In
other words, cash reserves should be readily

available if and when you need them.

Many businesses benefit from keeping
reserves in dedicated savings or money

market deposit accounts (MMDAS), which

automatically move excess funds to help

earn interest on idle cash when not in use.

Yet, at the same time, maintaining liquidity

doesn’t mean sidelining all available capital.

Building the Right Benchmarks
for Cash Reserve Adequacy

How much is enough? Financial experts
recommend saving three to six months of

essential operating expenses, including:2
e Payroll for critical staff

e Debt obligations and taxes

e Baseline inventory

e Rent and utilities

That number will vary by business model.

Seasonal operations such as agriculture, for

instance, may require dual reserves: one for

emergencies and another for lean months.

By aligning reserve goals with your
business’s cash flow cycles and financial
priorities, you may lay the groundwork for
sustainable growth, no matter what the
market brings. Next, we'll take a closer
look at how to calculate the right reserve

amount for your specific business.

Cash reserves typically
include funds held in:

e Checking or savings accounts

o Money market accounts (MMAs)

e Short-term Treasury bills (T-bills)

o Short-term certificates of deposit (CDs)

Striking the right balance

allows businesses to meet
day-to-day obligations while

still setting aside funds for future
investment. That might mean
separating working capital

from longer-term reserves or
allocating a portion of idle cash
into short-term, interest-earning
accounts that can be tapped
quickly if needed.
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Calculating your optimal
cash reserve amount

The Formula for Financial Safety
Nets in Unpredictable Industries
Despite the risks, 44% of small businesses
have less than three months of cash
reserves.® That means nearly half could face
serious financial pressure after just one or
two slow months. While there’s no one-size-
fits-all formula, you can take a structured
approach to determine what “enough” looks

like for your business.

Start by reviewing your most recent balance

sheet and income statement.

On the balance sheet, subtract current
liabilities from current assets to calculate
your working capital: a snapshot of short-
term liquidity. On the income statement,
total your operating expenses for the past
12 months. Divide by 365 to find your daily
operating expense or the cost to keep your

business running each day.

Then, divide your working capital by your daily
expenses. The resulting number is the days of

funds you have available to cover operations.

From there, ask critical what-if questions:
What if | lose my largest client? What if a

key employee departs unexpectedly? For
instance, if losing a top client would cost
$50,000, and there’s a 10% chance it could
happen this year, it's wise to set aside $5,000

to protect against that risk.

Tailoring Your Target to Your Industry and Business Profile

Determining how much to hold in reserve isn’t just about formulas — it’s also about context.

To find a number that fits your business, you'll need to look beyond the spreadsheets and

consider the structural realities of how and when money flows in and out. Start by evaluating:

Historical Cash Flow Patterns
Analyze seasonal trends, low-revenue
periods, and times when expenses typically
spike. These insights help forecast when

reserves are most likely to be needed.

Income Predictability and

Expense Volatility

Irregular income or unpredictable costs
increase the need for a stronger buffer. The
more unpredictable the cycle, the more

padding you'll need.

Company Size and Overhead
Businesses with more employees or high
fixed costs, like rent or equipment, will burn
through cash faster in the face of disruption,
requiring a deeper reserve pool. Volatile
industries, in general, tend to require larger

reserves to weather unpredictability.

For example, restaurants carry an average
of just 16 days of cash on hand, while retail
businesses average around 19 days. Even
more, sectors like real estate hold closer to
47 days, reflecting longer revenue cycles and

a greater need for financial flexibility.*

There’s no universal
reserve target. The only
way to know how much
to set aside is to build a
reserve strategy tailored
to your operation.

O
>

(AJ
>
00
\>/
0



https://www.pnc.com/insights/small-business/manage-business-finances/working-capital-explained.html

Business Banking

Strategies to effectively fund
your cash reserves

Turn Financial Planning

into Practice

A lack of capital is the single biggest threat to
staying in business. In fact, one survey found
that 32.8% of small business respondents
identified it as the number one reason for

closure®

That reality underscores why building
and maintaining cash reserves should
be a proactive, ongoing process, not an

afterthought.

Practical Ways to Build Reserves
in Fluctuating Markets

For businesses in unpredictable markets,
setting aside cash can feel like a luxury, but
it's truly a necessity. The most reliable way to
start is by allocating a consistent percentage
of profits each month into a separate reserve
account. Even small contributions can build

over time if treated as non-negotiable.

Not every business has immediate profits
to draw from. In those cases, short-term
financing options like small business loans
may offer a temporary boost to accelerate
savings goals. These should be used
carefully, with repayment timelines that

won't strain your cash flow.

Cost-cutting plays a role as well. Identifying
and reducing nonessential spending may
free up capital without sacrificing core
operations. This might mean renegotiating
vendor contracts, reviewing subscription

services or tightening purchasing policies.

Managing reserves effectively also means

balancing accessibility, yield and risk:

o Keep a portion in highly liquid accounts,

such as high-interest savings accounts.

e Use short-term CDs or T-bills for
moderate yield without sacrificing too

much liquidity.

o Avoid tying all reserves into high-risk or
long-term investments, such as private

equity ventures or multi-year CDs.

Managing Debt and

Equity Responsibly

Remember, reserves should grow alongside,
not at the expense of, financial health. Cost-
cutting to grow savings or tapping into cash

reserves to fund expansion can weaken your

small business’s ability to handle downturns.

Maintaining a healthy balance of debt, equity

and cash is key.

To stay disciplined in your reserve strategy,

consider the following best practices:

o Create a dedicated budget line for reserves

and contribute monthly until your goal is met.

e Balance short- and long-term investments
to keep reserves accessible without

forgoing potential returns.

e Maintain accurate financials through
regular cash flow and profit-and-loss

statements to guide ongoing decisions.
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Optimizing cash flow
management

Forecast to Anticipate

Liquidity Gaps

A 12- to 15-month cash flow forecast gives
visibility into potential shortfalls before they
happen. Expenses — like rent, utilities and
payroll — are usually predictable. Income is
trickier, so stay conservative in your revenue

assumptions to avoid surprises.

This forward-looking view empowers better
planning and helps you determine how much

to allocate toward reserves each month.

Strengthening Liquidity
Through Smarter Operations
Even a profitable business can struggle if
cash isn't flowing efficiently. Strategic cash
flow management helps ensure that funds
are available when needed, supporting
reserve building, covering critical expenses
and enabling confident decision-making

in unpredictable environments.

Reimagine (and Reinforce)
Invoicing Practices

Send invoices promptly and set clear
payment expectations. Consider offering
small incentives for early payments or
charging fees for late ones to encourage

timely remittance.

Make the Most of Payment Terms
Understand your vendors’ payment terms
and use them wisely. If you have 30 days

to pay, avoid paying early unless there’s a

discount to free up cash for other priorities.

Practice Smarter Inventory
Management

Avoid overstocking by aligning inventory
purchases with real-time demand. Regularly
audit your stock to identify dead inventory that

ties up cash unnecessarily.

Keep Mandatory Expenses Low
Reduce fixed costs wherever possible. In early
or uncertain stages, outsourcing tasks or
working with contractors may be more cost-

effective than hiring full-time employees.

Deploy Technology

for Better Visibility

Advancements in financial technology
mean small businesses no longer need to
prepare for potential economic downturns
alone. Tools like PNC Cash Flow Insight®

help visualize the impact of your actual and

projected transactions, model scenarios,
and monitor short-term forecasts to

maintain ultimate visibility.

Likewise, solutions such as PNC Merchant
Services® can also improve cash flow
directly by accelerating payments,
integrating inventory tracking, and providing
real-time alerts to prevent disruptions. With
the right technology, small businesses gain
the clarity and control necessary to optimize

cash flow and safeguard financial health.
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Leveraging financial products
to protect and grow reserves

Balancing Liquidity,

Safety and Return

Once you've begun setting aside reserves, the
next step is putting that cash to work, without
sacrificing accessibility. The right financial
products help you make strides to preserve
capital, earn modest returns and meet your

short- and long-term liquidity needs.

Let’s explore common reserve-holding
solutions and how to evaluate each based on

risk, return potential and availability of funds.

High-Yield Savings Accounts

Ideal for funds that need to remain fully
liquid, high-yield savings accounts offer
competitive interest rates with minimal risk.
Their flexibility allows for quick transfers
between business checking accounts,
making them a smart default option for

operational cash and emergency reserves.

Money Market Accounts

MMAs offer the accessibility of a savings
account with generally higher yields. These
accounts often include limited check-writing
capabilities and are FDIC-insured. They're

a reliable middle ground for businesses
seeking safety and modest returns without

locking up funds.

Certificates of Deposit

CDs provide fixed, predictable returns over a
set term typically ranging from a few months
to several years. While they lack the liquidity
of other options, CDs are a strong fit for
funds not needed in the short term and can

help hedge against interest rate changes.

Treasury Securities

Backed by the U.S. government, Treasury
bills, notes and bonds are among the safest
investment options available. They are highly
liquid, offer reliable returns and are well
suited for businesses prioritizing capital

preservation.

Small Business Loans

There are two categories of small business
loans: unsecured and secured. An unsecured
small business loan provides flexible access
to capital (typically $20,000 to $100,000)

with no collateral required, making it helpful

for smoothing out cash flow gaps.

A secured small business loan requires
collateral but offers lower interest rates and
longer terms because it's backed by business
assets. Therefore, it's better suited for

financing large, one-time expenses.

Structuring Reserves:

A Practical Approach

No single account or product will meet all

of your business’s reserve needs. Consider

a tiered strategy, one that balances access,
return and risk based on how and when funds
might be needed. This approach may allow
you to remain nimble during uncertain times

while still making your reserves work for you.
e Use high-yield savings for emergency access.

o Allocate mid-term funds to money market

or Treasury securities.

e Invest longer-term reserves in CDs to earn

fixed returns.

o Keep a line of credit available to preserve

cash while covering gaps or opportunities.
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Adapting your reserve strategy
to market changes

Staying Resilient in a Shifting
Landscape

In disruption-prone industries, standing

still can be just as risky as moving too fast.
Economic conditions, supply chain disruptions
and customer demand shifts can quickly
change your financial outlook. That’s why a
cash reserve strategy shouldn’t be set once

and forgotten — it must evolve with the market.

Build In Flexibility

Aflexible reserve strategy allows you to
adjust quickly as conditions change. This
starts with regular financial reviews. Audit
spending at least quarterly to identify and
eliminate nonessential costs that can be
reduced without harming operations, such
as overstaffing, ineffective marketing and

redundant vendor contracts.

Start Small, Then Scale

Don’t wait for excess profits to begin saving.
Set realistic targets and gradually increase
contributions as your confidence and margins
grow. A modest, consistent savings rate is

often more effective than irregular lump sums.

Plan for the What-Ifs

Scenario planning involves preparing for
potential financial disruptions before they
happen. Ask yourself: What if revenue drops
30% next quarter? What if a major customer
churns? By assigning probability and dollar
values to these situations, you may be able to
build reserves accordingly and avoid reactive

decision-making later.

B

Wards i

Stay Nimble with the Right Tools
Resilience isn't just about saving — it's about

availability. The right banking partner can

provide visibility into your financial position,
access to credit and tools that support quick,
informed decisions. Whether it's a line of
credit or real-time cash flow data, staying

agile helps you adjust alongside the market.
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Common mistakes in managing
cash reserves — and how to avoid them

Practical Lessons for Stronger
Financial Habits

Even with the best intentions, poor oversight
and small missteps can quickly undermine a
cash reserve strategy. That’s why it’s vital to
establish internal financial controls: processes
to monitor reserves, approve withdrawals
and track balances consistently. Partnering
with a trusted bank or accountant may provide

additional accountability and guidance.

Below are some of the most common pitfalls

small businesses face when managing cash

reserves, with tips to steer clear of them.

Skipping the Budget

Half of all small businesses don't operate
with a formally documented budget.® That
leaves them blind to spending patterns and

unprepared for fluctuations.

Letting Payments Slide
Nearly 60% of invoices are paid late, with 33%
taking more than 90 days to settle.” That lag

can quickly strain cash reserves.

Combat delays by sending invoices promptly,
offering multiple payment methods and
stating terms clearly upfront. Consider
requiring deposits or full payment in advance

and applying late fees when necessary.

Skipping Your Own Salary

Around 26% of small business owners

don’t pay themselves a salary.® While well-
intentioned to funnel more money back into the
company, this can backfire, leading to burnout

and unexpected issues come tax season.

Paying yourself a fair, industry-aligned wage
supports both sustainability and credibility.
Benchmark against similar roles, industry
reports and financial advisors to determine

a reasonable figure.

Borrowing from Reserves
Without Replacing Them

Using reserves to cover non-emergencies
— or failing to replenish them after a
withdrawal — weakens your financial safety
net. Only dip into reserves for urgent, short-
term needs, and always have a plan to

replace those funds as soon as possible.

It’s wise to create realistic goals, overestimate expenses and

revisit your budget regularly as costs and operations evolve.

Use small business banking solutions to track expenses closely

and maintain visibility into where your money is going.
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Best practices and insights
from industry experts

There’s no question about it. Cash flow is the lifeblood of any

business,” says Shana Peterson-Sheptak, head of Business

Banking at PNC. “It requires constant attention, a balancing

act of staying on top of receivables and payables.”

That's why strong small businesses don't
wait until there's a problem to assess their
financial health. “Cash flow problems don't

happen overnight,” Peterson-Sheptak notes.

“It pays to have your accountant monitor your

financial condition throughout the year.”

Strategic relationships with a banking
partner also matter. “We've found that, nine
out of ten times, a customer who asks for

a loan really needs cash flow solutions,”
she adds. “Our bankers are trained in cash

flow certification ... that allows them to

offer products beyond extending credit,
such as merchant services or treasury

management.”

However, credit shouldn’t be overlooked.
Good credit not only strengthens vendor
relationships — it gives you leverage. “You
don’t want to apply for a loan when you're
having serious money troubles,” Peterson-
Sheptak warns. “Lenders want to see a
well-managed business that demonstrates

financial stability.”

Secure your future — build a reserve plan
that scales with a small business

Building a cash reserve isn't just a smart move;
it's a strategic necessity. From optimizing
cash flow and choosing the right financial
products to adapting your strategy over time,

every step contributes to long-term resilience.

At PNC, we're here to help small businesses
navigate uncertain markets with confidence.

Our experts offer personalized guidance,

flexible financial tools and dedicated support
to help you protect and grow your business

— today and tomorrow.

Explore how PNC Small Business Banking
can support your financial goals. Visit us
online to learn more and take the next step

toward a stronger, more secure future.
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