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“Happiness is a positive cash flow”   Fred Adler 

“The fact is that one of the earliest lessons I learned in business 

was that balance sheets and income statements are fiction, 

cash flow is reality”   Chris Chocola 

Cash is King. You really do need to know what is going on with cash. 

However, that is easily said. Cash is the last stage of the sales process, 

what comes before is where we need to look. 

Businesses fail because they run out of cash. Well ultimately yes, but 

they run out of time to do something about it first. 
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Each growth stage of your business is fraught with uncertainty and 

risk. You can get it right 20 times in a row but you only have to get it 

wrong once to lose your business. Always remember that :- 

The WHY controls your gross profit, the amount that each sale 

contributes to your overhead, your cash flow. A £1000 sale at 60% GP 

contributes £600, at 10% GP only £100. 

The WHAT is the product mix, the range of products into different 

markets at different GP%’s. It is this mix that controls your cash flow 

today. 

The HOW is the learning organisation that delivers your next source 

of high margin products into new markets and hence your future cash 

flow and the sustainability of your business. 
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Questions 

1. What is Cash Flow? 

2. Where does your cash flow come from? 

3. Do you know what your cash flow, debtors and creditors position 

will be next month? 

4. How are you tracking the changing gross profit of each product 

over time? 

5. Every product or service has a shelf life. What are your plans to 

address this?  

6. Should you sell the low GP parts of the business? 

7. Where will the next cash generating product come from? 

8. If margins in current markets are declining, are there new 

markets available to you? 

9. Where will you find help? 

 

Think About 

What is cash flow? 

Cash flow is the balance between the cash coming into your business 

and the timings of the payments you make out of your business. 

When people talk about cash flow projections they mean a view of 

your future sales at a given gross profit contributing to your overhead 

as discussed in Chapter 2, but then taking account of the timings of 

payments. If your customers pay you on 60 days and you pay your 

suppliers on 30 days, then you will have to find the cash to fund 30 

days’ worth of payments for staff costs, overheads and materials 

suppliers. 

So it is important to manage your cash properly, especially in a small 

business. 
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If you can part invoice up front you should do so. You should invoice 

as promptly as you can. If you can date the invoices for the month in 

which the work was done. An invoice Due on 30 days dated the 31st 

August will probably be paid in September. An Invoice date the 1st 

September may well be paid in October. So if you turn over £100,000 

a month this could make 100,000 plus Vat = £120,000 difference to 

your cash flow for October.  

Cash incidentally refers to the cash you have in your bank account(s). 

 

Where does your cash flow come from? 

Ultimately your cash flow comes from your brand. Your customers’ 

perception of the value they gain as a result of their relationship with 

your business. 

Every time you do a quote, you put this to the test. Effectively you 

are testing the Price Elasticity of the market. How much are your 

customers prepared to pay before they switch to a cheaper source? 

If they believe in your brand, they will be loyal and pay a premium to 

support you. If not, you are competing on price.  

It is VITAL that you know where you are on this. So you must know 

how much gross profit you are making on each quote and how much 

you give away if you compromise on price. 

Always remember 

CASH IS KING!!!  



Chapter 5 - Cash Flow and Gross Profit 

 

59 

The extent of the pressure to compromise on price will depend upon 

your cash flow forecast for the coming months. If you need the sales 

compromise, if not don’t. I come back to the motor cycle analogy, 

you need to know the line round the bend, when to accelerate and 

when to brake. That line is your gross profit%. 

The road to misery lies in not understanding your cash flow –  

That is YOU – not your accountant 

Do you know your next month’s cash flow? 

You need to have a decent Profit & Loss (P&L) and cash flow model 

running in your business. In our increasingly fast changing world, it is 

not enough to be told how you are doing yearly, quarterly or monthly 

in arrears. You need to know your bank, debtors and creditors 

positions, in advance based upon your order book and outstanding 

quotes. 

If this is uncertain then take back control of expenditure, and reduce 

outgoings. 

This is how you know that you understand your cash flow 

How are you tracking the changing gross profit? 

We have looked at measuring GP on a quote by quote, sale by sale 

basis, but we need to understand what is happening in the minds of 

our customers. Are our products becoming less fashionable, 

yesterday’s story? If so, we will spot this in the falling GP of that 

product group. So we need to be monitoring GP by individual sale and 

by product group to know where we are. 

This is how you track the life-stage of each of your products. 

It is how you know when you need to find new products. 
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Every product or service has a shelf life. What are your plans to 

address this?  

 

The point being that as GP%’s drop so do your profits and cash flow. 

Over time this makes you vulnerable to take over, or just becoming 

irrelevant to your customers’ needs. See the Waterwheel Model. 

This why you must find the new products. 

A Cautionary Tale 

I know of a family business who had been in business for three 

generations. As the world changed they bought the building and 

invested in new machinery. The new machinery bought new 

clients and new work opportunities. They took on a contract for 

some £250k, but had not worked out the margins. Some three 

month later they were short of £100k of cash flow. They were so 

concerned they pretty much decided to shut the business. What 

had happened was that they were accustomed to making 50% GP 

ie £125k but in this case they were only making 10% GP, that is 

£25k and that is where the £100k had gone. 

Always measure your GP% 

at the Quote Stage. 
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Should you sell the low GP parts of the business? 

Well this is a big point, and it has to do with Change Management. It 

is a mistake I have made personally. Sometimes your staff are so loyal 

to a product range and have believed in that product for so long, that 

to tell them to drop it, and start believing in some uncertain future, 

can be difficult.  

As David Gill of St John’s Innovation Centre Cambridge said to me 

“Nick - People don’t like to kill their Children”. 

He is right of course, sometimes you can run with loyalty to staff, and 

not wanting to disrupt a successful team. The problem being that as 

the margins fall, pure economics will disrupt the team anyway. 

Sometimes you should sell the business, or part of the business, and 

let those staff do what they are best at in new markets. 

Sometimes it is better to sell teams and customers, rather than 

reinvent them. 

  

Remember to monitor 

your Gross Profit by 

Product range. 

Learn how to reinvent 

yourself and create new 

products. 



Thrive and Survive in Business 

 

62 

Where will the next cash generating product come from? 

OK at this point we start to move from the conceptual and 

understanding part of this section into a more analytical phase. Your 

next cash generating product will come from the minds of your staff 

and customers. At this stage we will simply introduce the concepts of 

selling products into five different types of markets. From a cash flow 

perspective each market will progressively require a greater amount 

of cash flow before they deliver a return on investment. 

Those five markets types are:- 

1. Outsmarting the Competition - What existing customers want 

now. 

2. Customer Led Incremental - Continuously improving existing 

products to existing customers. 

3. Customer Led New Markets - Continuously improving existing 

products to new customers. 

4. Step Change - New Markets - Existing products to different 

market new country and culture. 

5. Step Change - New Products - Cross-selling new products to new 

and existing Customers. 

 

Think about this, then see  Chapter 6 - Marketing and  

    Chapter 9 – Innovation 

If margins in current markets are declining, are there new markets 

available to you? 
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The GP on nearly all products declines over time as competition joins 

the market or they are simply not new anymore. 

 

 

 

 

When your existing 

products are starting 

to feel old in your 

current markets, it’s 

time to find new 

markets. 
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It is worth considering this, in terms of how customers adopt 

innovation.  

 

Early Adopters are the enquiring minds, they are forgiving, it is not 

that important if the product does not work properly. They want to 

know how it works and be associated with its newness. These people 

are happy to pay a premium for newness. 

Early Majority are generally well off, like newness but look for some 

reliability. They want it new but they want it to work. Perhaps they 

take themselves a little seriously, they want the Geeks to take the 

risks but not be seen to be out of touch. 

Late Majority these folk are less well off, but don’t want to be seen 

to be left behind. They want to get what the Early Majority got, but 

20% cheaper. 

Laggards these folk only buy digital phones because you cannot get 

analogue any more. 
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Think about the maturity of your current markets, are you selling 

established products into a mature market? Are your customers 

predominantly in the early and late majority stages? Are your 

margins just starting to slide?  

Know where you are today 

Think about the five market types that are available to you. We will 

start to quantify the cash flow implications of moves into these 

markets in Chapter 9 - Innovation 

Understand the Time, Skills and Cash implications of moving into a 

new market 

 

Sources of help 

Penny Barr   Barr Associates - http://www.barrandassociates.com/  

Mark Novitt    Novitt Harris - http://www.novittharris.com/  

Norman Cowan    Wilder Coe - http://www.wildercoe.co.uk/  

http://www.welhatchamber.co.uk/thrive-and-survive  

Further reading 

Rich Dad Poor Dad: What The Rich Teach Their Kids About Money - 

That The Poor and Middle Class Do Not!  - Robert T. Kiyosaki  

Understand the relationship 

between your gross profit and 

the adoption phases in each 

new market. 


