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STEP #1: WHY CASH FLOW IS SO IMPORTANT 
 
Cash in our business is like blood to the body or fuel to the car. It’s what 
keeps the business running, and means we can pay all our expenses. If 
a car runs out of petrol, it stops working, until somebody fills it up with 
more fuel. Business is exactly the same. It requires cash to keep the 
engine running. 
 
Profit and cash are not the same thing. A business can be profitable 
and about to run out of cash. 
 
Unless you run a purely cash business, the profit (or net revenue) listed 
on our P&L report is rarely the same as the cash balance on your bank 
account. If you invoice for your goods or service, there will be a period 
of time between making the sale and receiving the payment.  
 
There are a number of reasons why profit or net revenue are different 
from cash in the bank. These include the following: 
 

1. The business sells a product or service on credit to a client.  

2. There may be a time lag between billing a client and the 
business getting paid.  

3. Customers don’t pay because they haven’t been sent an 
invoice.  

4. You may be using a payment method, like Stripe, where there is 
a time lag between the customer making payment, and the 
funds being transferred into your bank account. 

5. Customers negotiate a payment discount or refund because the 
goods were damaged or unsatisfactory service. 

6. Customers pay with a cheque or card that bounces due to 
insufficient funds in their account. 

7. Customers delay or string out payment because they don’t have 
sufficient cash to pay their bills. They want a free loan. 

8. A customer might place an order for goods or bankruptcy 
protection after the goods or service are delivered, but before 
the payment is due.  

 
 
 



STEP #2: PREPARE A CASH FLOW FORECAST 
 
Cash Flow Forecast: A financial document that measures the flow of 
cash in and out of your business. Just like the petrol gauge on your car, 
a cash flow forecast will tell you exactly how far your business can 
travel before it needs to fill up again i.e. how long your business can 
keep going until it runs out of cash. 
 
Beginning Cash: The amount of money in a business account at the 
start of the month before payments are received and expenses paid. 
It’s the same amount as the previous month’s ‘Ending Cash.’  
 
Cash In: The line on your cash flow forecast that captures all the 
money coming in to your business i.e. cash sales, money from debtors, 
lines of credit. It’s sometimes called ‘Cash Received.’ 
 
Cash Out: The line on your cash flow forecast that captures all the cash 
going out of your business to pay expenses. It’s sometimes called ‘Cash 
Expenses.’ 
 
Ending Cash: The amount of cash in a business’s account at the end of 
the month, after payments received have been added and expenses 
paid have been deducted from ‘Beginning Cash.’ One month’s 
‘Ending Cash’ becomes the next month’s ‘Beginning Cash.’ 
 
Going Concern: A well-run, self-sustaining business that isn’t under 
threat of bankruptcy. It has predictable revenue streams, reasonable 
expenses and adequate cash levels to pay its bills, now and in the 
foreseeable future. 
 
 
EXAMPLE 1 
  
 January February March 
Beginning Cash £10,000 £6,000 £5,000 
Cash In £3,000 £4,000 £10,000 
Cash Out £7,000 £5,000 £5,000 
Ending Cash £6,000 £5,000 £10,000 
 
EXAMPLE 2 
 
 January February March 
Beginning Cash £10,000 £6,000 £1,000 
Cash In £3,000 £0 £0 
Cash Out £7,000 £5,000 £5,000 
Ending Cash £6,000 £1,000 -£4,000 



 
Example 2 is the same business - except the owner has received no 
cash payments in February or March. As a result, their ‘Ending Cash’ in 
March is minus £4,000. This is a perfect example of a cash crunch. To 
cover expenses after two months with no incoming cash, the business 
would either have to take out a loan, or close its doors. 
 
HOW TO PREPARE A CASH FLOW FORECAST 
 

1. Use the template that accompanies this workbook. 
 

2. Print out your P&L report for the past 12 months. Use this as the 
baseline from which you predict your cash flow for the year 
ahead.  
 

3. Start by listing all your expenses, when they’re due, and how 
much they’re likely to be based on last year’s numbers. Fixed 
costs like rent, salaries, web hosting, utilities should be pretty 
simple to predict. Put non-monthly expenses like insurance in the 
month when they’re due to be paid. 
 

4. Estimate your variable costs like phones, marketing, travel, 
equipment etc. Use last year’s figures to help you to estimate 
whether or not they’ll be higher or lower in the coming year. Be 
conservative. If you think they’ll be more expensive, and in all 
probability they will, so round your estimate up.  
 

5. Project the cash coming in to your business. This is more 
challenging because this depends on the effectiveness of your 
sales and marketing efforts, when your customers pay you and if 
they pay you. When you’re predicting ‘cash in,’ there are 2 
good rules of thumb to follow:  
 
(i) Unless yours is a cash business, assume at least a 30-day 

time lag between when sales are booked as net revenue 
on your P&L report and when these sales convert into cash 
on your cash flow forecast.  

(ii) Assume that only 90% of revenue logged on your P&L 
report will convert to ‘cash in.’ Write down these 
predictions on your cash flow forecast.  

 



6. Once you’ve predicted your expenses or ‘cash out’ and 
payments received or ‘cash in,’ you can then identify when your 
‘ending cash’ will be dangerously low. These are what are 
termed ‘lean months.’ 
 
This is where you need to use your good judgement to keep a 
tight control of cash and know when to pay expenses. During 
lean months or slow periods, it’s wise to keep a super tight grip on 
expenses. Not just the size of expenses but when you pay them. 
This will reduce the amount of borrowed capital (and 
accompanying interest expense) needed to run the business.  

 
STEP #3: CASH BURNING TRAPS TO AVOID 
 
Common ways that small businesses guzzle through their cash include: 
 

1. Renting premises when they could be working at home, or co-
sharing a space. 

2. Hiring consultants without establishing clear measurements for 
success. For example, hiring a PR agency or SEO expert or 
inbound marketing agency to support sales efforts and generate 
leads. The truth is that these forms of marketing take time to show 
results.  

3. If you decide to take on a sales rep, be clear about how to 
measure their effectiveness, and within what time frame you can 
expect to see results. Tie at least a proportion of their sales 
compensation to delivering those results.  

4. Avoid hiring offshore staff. It’s not uncommon to find that while 
hourly rates are low, it can take at least twice as long to 
complete a task. And then there’s conference calls at anti-social 
hours to manage projects, different languages and differing 
cultural values to take into consideration. 

5. Avoid building a website that is more sophisticated than you 
need. Techies like to use the coolest, newest software out there, 
whereas business owners just want websites that do their job. 

6. Be wary of online advertising and social media. They can be very 
seductive, and rack up bills very quickly if they’re not managed 
effectively.  



It’s essential to keep a tight rein on our fixed and variable costs so that 
your breakeven point is as low as possible. If fixed and variable costs 
are kept low, this makes it much easier to manage during ‘lean 
months’ or tight periods. It also means that you’ll have far higher profit 
margins.  
 
As a rule of thumb, fixed expenses should be kept at 20% of net 
revenue and variable costs around the same level. This will depend on 
the industry you’re in and how long you’ve been operating in business.  
 
The amount you spend on sales and marketing will depend on how 
aggressive your growth targets are and the amount of available 
resources. 10% of your monthly sales income is normal. If funds allow, 
and you have particularly aggressive growth targets, you may set a 
marketing budget of up to 25-30% of your monthly sales.  
 
 
STEP #4: RAISE PRICES 
 
One of the quickest ways to improve cash flow is to raise prices. This is 
because raising prices increases your gross profit margin. Gross profit is 
what pays the fixed and variable costs of running your business. The 
higher the price you’re able to sell your product or service for, the 
higher the gross profit. 
 
When it comes to pricing your product or service, it must have a gross 
profit margin that is at least 45% above the cost of goods sold, and the 
retail price must be competitive with attractive options currently on the 
market.   
 

Ø Check whether the gross margin on all your products and 
services meets this COGS plus 45% hurdle rate. If it doesn’t, it’s 
essential you find ways to increase it if you want to stay in 
business. 

 
STEP #5: INCREASE PROFITS BY ACTIVATING THE 5 KEY LEVERS 
 
When we want to bring in more cash, we have five levers we can push: 
 

1. Leads: The total number of people who have contacted or who 
have been contacted by the business over the course of a year. 

2. Conversion rate: The percentage of people who actually make 
a purchase. For example, if 10 people visit a shop and five 



people buy something, that shop's conversion rate is five out of 
10, or 50% that day. 

3. Average value of a sale: The average amount per sale, 
estimated over the course of a year.  

4. Average number of transactions: The number of purchases the 
average customer will make over the course of a year. Again, 
this is an estimate.  

5. Profit margin: The profit percentage of each and every sale. 
Simply put, if a business sells something for £100, and gross profit 
was £50, the gross profit margin is 50%.  

The formula to activate these 5 levers looks like this: 
 

Leads x Conversion Rate = Customers 
 

Customers x Average Value Of Each Sale x Number of Transactions = 
Revenue 

 
Revenue x Profit Margin = Profit 

 
 
EXAMPLE 
You are running a business that converts one out of every two 
prospects into paying customers, and those customers make an 
average of two purchases at £50 each year, and your company enjoys 
a 40% profit margin on revenues of £200,000.  
 
Your total profit for the year is £80,000. 
Here’s the maths: 
 

4,000 leads x 50% conversion rate = 2000 Customers 
 

2000 customers x £50 average value of a sale x 2 transactions a year = 
£200,000 in revenue 

 
£200,000 revenue x 40% gross profit margin= £80,000 Profit 

 
If, over the course of the next year, you improved these results by just 
10% across each of the five areas: 
 

4,400 x 55% = 2420 Customers 
 

2420 x £55 x 2.2 = £292,820 Revenue 
 



£292,820 x 44% = £128,840.80 Profit 
 
That’s an increase in gross profit of 61%, or a total of £48,840.80. 
NOW YOUR BUSINESS 
 

_____ leads x _____% conversion rate = _____ Customers 
 

_____ customers x £_____ average value of a sale x ______ transactions 
a  
 

year = £__________ in revenue 
 

£_________ revenue x _____% gross profit margin= £_______ Profit 
 
 
 
Improve this by 10%: 
 

_____ leads x _____% conversion rate = _____ Customers 
 

_____ customers x £_____ average value of a sale x ______ transactions 
a  
 

year = £__________ in revenue 
 

£_________ revenue x _____% gross profit margin= £_______ Profit 
 
 
 
Improve this by 20%: 
 

_____ leads x _____% conversion rate = _____ Customers 
 

_____ customers x £_____ average value of a sale x ______ transactions 
a  
 

year = £__________ in revenue 
 

£_________ revenue x _____% gross profit margin= £_______ Profit 
 
 
 
STEP #6: HAVE EFFECTIVE FINANCIAL SYSTEMS 

 

1. Unless you only have a tiny amount of paperwork to deal with, 
hire a bookkeeper to look after your record keeping. 



2. Operate two business bank accounts, one for the day-to-day 
running of your business and a second to house your 
contingency fund, your taxes, as well as any other money you 
are setting aside to invest in your business e.g. new equipment, 
marketing etc.  

3. Avoid doing business with customers who are unlikely to pay their 
bills. When you offer payment terms to a customer, you’re 
effectively becoming a bank and offering them an interest free 
loan.  

4. Establish clear payment terms with your customers from the 
outset. State your payment terms visibly and clearly rather than 
leave it up to the customer to decide when your invoice should 
be paid.  

5. Invoice promptly, as soon as the work is completed. Not doing so 
makes it look as if you’re indifferent to getting paid!  

6. Issue your invoice by email as this will mean the customer 
receives it immediately and you have a record of it being sent. 

7. If it's sensible in terms of the price for your services, ask for a 
deposit or retainer up front.  

8. Send smaller invoices more often. For large invoices, break these 
into smaller amounts and send them more frequently.  

9. Set up a system for flagging late payments and a standard 
procedure for contacting the customer or client when his or her 
payment is late.  

 
STEP #7: MONITOR YOUR KEY METRICS LIKE A HAWK 
 
Weekly: 
 

• Number of new leads 

• Number of new customers 

• Conversion rate - % 

• Total sales 

• ‘Cash ending’ 



• Total money owed to the business 

 
Monthly: 
 

• COGS 

• Gross profit margin - % 

• Net profit margin - % 

• % of marketing spend 

• Cost of acquiring a customer 

• The average amount of time it takes for a customer to pay their 
bill 

 
ACTIONS 
 

Ø What other metrics are critical for you to check (a) weekly and 
(b) monthly? 
 

Ø Establish a baseline for these key metrics now. 
 

Ø Prepare a cash flow forecast for the next 12 months. 
 

Ø Schedule a time every month to review and update your cash 
flow forecast. Weekly if your business has cash flow problems. 
 

Ø Check your Balance Sheet weekly. 
 

Ø Check that your pricing at least meets the COGS plus 45% 
hurdle. 
 

Ø Set an improvement target and activate the 5 levers. 
 

Ø Review your financial management systems and implement any 
necessary changes. 


