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INTRO 

At 4:17 on a Thursday afternoon, your business software 

announces that you've beaten last month's sales record. A cheerful 

green arrow points upward, the revenue chart looks magnificent, 

and a little notification congratulates you on your outstanding 

performance. You feel rather pleased with yourself. You've worked 

long hours, persuaded difficult customers, negotiated with 

suppliers, and somehow managed to keep the entire operation 

running despite the printer's apparent determination to retire 

early. Then you open your business bank account. The balance is 

considerably less impressive. Tomorrow, a supplier expects 

payment. Next week, payroll is due. And the tax bill sitting in your 

inbox has developed the sort of personality usually associated with 

an uninvited dinner guest who refuses to leave. Apparently, your 

business is enjoying tremendous financial success everywhere 

except in the one place where you can actually spend money. 

Welcome to the peculiar world of small-business finances, 

where a company can be busy, popular, growing, and dangerously 

short of cash at exactly the same time. Customers are buying. 

Orders are coming in. Your calendar is full enough to qualify as a 

modern art installation. Yet when you need to pay for something 

important, the available money seems to have quietly slipped out 

through a side entrance. This contradiction can be deeply 

frustrating because it challenges one of the most natural 

assumptions in business: if you're selling plenty, you must be 

making plenty. Unfortunately, reality has never signed an 

agreement to follow that particular rule. Sales are important, but 

they tell only part of the financial story. 

Consider a small specialty coffee roaster supplying independent 

cafés. Business is booming. Several new customers have placed 

substantial orders, and the owner has secured a promising 
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agreement with a growing restaurant group. The sales figures are 

excellent. Unfortunately, green coffee beans must be purchased 

before roasting, packaging has to be ordered in advance, employees 

need paying, and some commercial customers settle their invoices 

several weeks after delivery. The business might eventually earn a 

healthy profit from those transactions, but the expenses arrive long 

before much of the money does. Every additional order requires 

resources. Every new customer creates another responsibility. 

Growth, which was supposed to make life easier, begins demanding 

cash with the enthusiasm of a teenager discovering someone else's 

credit card. 

This is where three financial ideas become essential: turnover, 

margin, and available cash. Turnover describes the value of sales 

over a period, although you must be clear about what the reported 

figure includes. Margin helps explain how much remains from sales 

after particular costs have been deducted, and its meaning depends 

on which costs you're considering. Available cash concerns the 

money your business can actually use, taking account of access 

restrictions and the obligations that money must support. These 

figures are connected, but they aren't interchangeable. A business 

can report substantial turnover while earning a disappointing 

margin. It can earn an accounting profit while waiting for 

customers to pay. And it can hold a healthy-looking bank balance 

while already having commitments that will consume most of it. 

The distinction matters because a bank balance is remarkably 

bad at explaining itself. Imagine seeing $30,000 in your business 

account. At first glance, that looks comfortable. But perhaps 

$12,000 is needed for supplier invoices, $7,000 for payroll and 

related obligations, $4,000 for anticipated tax payments, and 

another $5,000 for essential operating purchases. Assuming these 

are separate amounts, your apparent $30,000 has already been 

assigned $28,000 worth of responsibilities. You still have money, 

but considerably less financial freedom than the original balance 



7 

suggested. And even the remaining $2,000 isn't automatically profit 

or a safe amount to withdraw. The bank has shown you what exists 

in the account. It hasn't offered an opinion on whether buying an 

expensive new office chair would be a sensible idea. 

Many business owners respond to financial pressure by trying 

to sell more. Sometimes that is precisely what the company needs. 

But additional sales can require additional stock, extra staff hours, 

advertising, shipping, equipment, and working capital. If the 

underlying economics are weak, more volume may simply create 

more activity without enough benefit. Another popular response is 

aggressive cost-cutting. Again, this can help when spending is 

genuinely unnecessary. It becomes counterproductive when 

essential tools, reliable suppliers, or productive activities are 

sacrificed merely because their expenses are easy to identify. A 

third approach involves borrowing money whenever the account 

looks uncomfortable. Suitable financing can bridge a temporary 

cash gap, but borrowing cannot indefinitely repair a business 

model that consistently consumes more resources than it 

generates. 

The tricky part is that these responses can produce an 

immediate sense of progress. A new marketing campaign brings 

inquiries. Canceling subscriptions reduces next month's payments. 

A loan increases the bank balance. Each result is visible and 

emotionally satisfying. Yet none automatically proves that the 

original problem has been solved. The campaign might attract 

customers who require expensive fulfillment. The canceled 

software might have prevented costly mistakes. The loan will 

eventually need repaying, often with additional charges. Financial 

decisions become much better when you investigate the 

mechanism behind the problem rather than choosing whichever 

remedy makes the dashboard look friendlier by Friday afternoon. 

You don't need an accounting qualification to start asking more 

useful questions. You need to understand where your money comes 
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from, what must happen before it arrives, which costs accompany 

the sale, and when existing obligations must be settled. You also 

need to distinguish reliable information from optimistic 

expectations. A signed order isn't necessarily a payment. An issued 

invoice isn't the same as money received. A customer promising to 

transfer funds tomorrow has given you information, not cash. 

Meanwhile, an expense that won't fall due for another month still 

deserves a place in your plans. Looking forward is what turns 

financial information into practical control. 

Throughout this book, we'll work with the realities of running a 

small business rather than the imaginary convenience of having an 

entire finance department on standby. Perhaps you handle sales, 

operations, customer complaints, purchasing, and the occasional 

emergency involving something mysteriously leaking behind a 

wall. You cannot spend six hours every morning interpreting 

financial ratios. You need manageable routines, clear calculations, 

and ways of making decisions that survive ordinary interruptions. 

We'll explore how to assess the economic quality of sales, recognize 

costs that gradually erode earnings, prepare for future payments, 

and judge whether opportunities are genuinely affordable. The aim 

is a business whose finances become easier to understand without 

requiring you to develop an unhealthy emotional attachment to 

spreadsheets. 

There are also limits to what general guidance can accomplish. 

Tax treatment, accounting requirements, legal obligations, and 

financing arrangements vary according to where and how a 

business operates. Serious payment difficulties, possible 

insolvency, complicated tax questions, or significant contractual 

risks may require qualified professional advice. A sensible owner 

knows when to ask an accountant, financial adviser, or legal 

specialist for help. Understanding your business finances doesn't 

mean pretending to possess every professional qualification. It 

means being informed enough to recognize the important 
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questions, provide accurate information, and make responsible 

decisions with the appropriate support. 

Perhaps the most valuable change will be learning to separate a 

successful-looking business from a financially sustainable one. A 

record month is worth celebrating, but it shouldn't automatically 

justify a bigger office, a generous personal withdrawal, or a 

purchase that only makes sense if every customer pays early. 

Equally, a temporary cash shortage doesn't always mean your 

company is failing. Sometimes the underlying business is sound but 

the timing of payments is badly organized. Understanding the 

difference can protect you from unnecessary panic and expensive 

overconfidence. Neither is particularly helpful when negotiating a 

supplier agreement, although overconfidence does have the 

advantage of sounding impressive until the invoice arrives. 

Ultimately, you want your business to do more than generate 

transactions. You want it to cover its obligations, support sensible 

growth, withstand ordinary setbacks, and provide a worthwhile 

return for the person taking responsibility for it. That doesn't 

require perfection or predicting every surprise. It requires learning 

what your numbers actually mean and refusing to mistake money 

passing through the business for money freely available to spend. 

Once you understand that distinction, a rising sales chart can still 

make you smile. You'll simply know what to check before opening 

the champagne. 

And ideally, you'll be able to afford the champagne without 

borrowing from next month's payroll. 
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Chapter 1 - Sales Are Booming, So Where 

Has All the Money Gone? 

At nine o'clock on Monday morning, the owner of a commercial 

window-cleaning business receives a message from his largest 

customer. The property management company wants to extend its 

contract to six additional buildings. Excellent news. More work, 

more recurring revenue, and a convincing reason to tell everyone 

at dinner that the business is growing beautifully. By lunchtime, 

however, he has calculated the additional equipment, cleaning 

supplies, transportation, and wages required to service those 

buildings. The customer pays forty-five days after receiving an 

approved invoice. His employees, rather inconsiderately, expect 

their wages on the agreed payday rather than whenever the 

property management company's accounts department feels 

inspired. Suddenly, the wonderful new contract has developed an 

awkward requirement: the business must find money before it can 

make money. 

This is one of the fundamental misunderstandings behind cash 

shortages in otherwise busy companies. A sale represents 

commercial activity, but the financial journey surrounding that sale 

has several stages. You might secure an order today, complete the 

work next week, issue an invoice afterward, and receive payment 

much later. Meanwhile, the business must continue operating. Your 

landlord doesn't ask whether your largest customer has approved 

the latest invoice. Your suppliers generally expect the payment 

terms you agreed to. Employees cannot reasonably be expected to 

finance your customer's purchasing procedures through personal 

generosity. Each party operates according to its own timetable, and 

those timetables rarely organize themselves into a convenient 

arrangement for your bank account. 
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Business owners naturally pay attention to sales because sales 

are visible evidence that customers want what they're offering. An 

order confirmation feels like progress. A new contract represents 

opportunity. When the sales dashboard reaches a record, the 

achievement deserves recognition. Trouble begins when that 

commercial success is mistaken for an immediate improvement in 

available cash. Accounting revenue itself may be recognized at a 

different point from the order or the payment, depending on the 

applicable rules. And even when a sale has been properly 

recognized as revenue, the customer may still owe you the money. 

Being owed $20,000 is economically significant. Having $20,000 

available to pay bills is a different condition altogether. 

A useful way to understand the distinction is to follow a 

transaction through four events: receiving the order, delivering the 

goods or performing the service, billing the customer, and 

collecting payment. These events may occur close together or be 

separated by several weeks. A customer who pays immediately 

creates a very different cash-flow pattern from one who receives a 

lengthy payment period. Neither arrangement is automatically 

good or bad. The important question is whether your company can 

finance the work between those events. If the answer is uncertain, a 

profitable opportunity can place considerable pressure on an 

otherwise healthy business. 

The expensive journey between doing the work and getting paid 

Consider a simplified example involving a maintenance 

contractor. A corporate customer agrees to pay $24,000 for a 

project, with payment due thirty days after completion and 

approval. The contractor must first purchase $9,000 in materials 

and pay $6,000 for labor during the project. Ignoring taxes and 

other expenses for the moment, the project appears to leave a 

$9,000 difference between its selling price and these direct costs. 

That sounds attractive. Unfortunately, the contractor needs to 

spend $15,000 before receiving the $24,000. If the work takes three 
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weeks and the approval process takes another week, the money 

might not arrive until approximately eight weeks after work begins. 

Now suppose the company accepts three similar projects with 

overlapping schedules. The potential commercial benefit increases, 

but so does the amount of money required to carry out the 

commitments. Before customer payments arrive, the business may 

need to advance as much as $45,000 in direct project expenses. The 

actual peak requirement will depend on the exact timing of 

purchases, wages, and receipts. Nevertheless, the mechanism is 

clear: increasing sales can increase the amount of cash temporarily 

tied up in operations. Growth isn't necessarily creating a loss. It 

may be demanding financing faster than the company can provide 

it. 

This is why a growing business can appear strangely poorer 

than it did when it was smaller. More invoices are outstanding, 

additional materials have been purchased, and commitments have 

increased. The economic benefits may eventually arrive, but cash is 

needed during the journey. Business owners sometimes assume 

that rapid expansion should automatically improve financial 

comfort. In reality, expansion can require considerable working 

capital, especially when customers pay slowly and suppliers 

require prompt payment. The company becomes busier while the 

owner's financial flexibility shrinks. An impressive order book is 

useful, but it's a remarkably unsuccessful substitute for actual 

funds when the payment system requests your card details. 

Customers aren't necessarily behaving badly when they pay 

according to agreed terms. Offering thirty or sixty days to settle an 

invoice is normal in some commercial relationships. The problem 

arises when the seller accepts those terms without considering the 

cost of financing them. You effectively allow the customer to use 

your resources before paying for them. In return, you may gain 

access to larger contracts, stronger relationships, or more 

predictable demand. Those benefits can justify the arrangement, 
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but they need to be weighed against the additional cash required. 

Payment terms are part of the economics of a sale, not an 

administrative footnote discovered after negotiations are finished. 

The other side of the situation is equally important. Suppliers 

may allow you to purchase materials now and pay later. That can 

reduce your immediate cash requirement, but the future bill 

remains real. If your company receives payment from customers 

before settling supplier invoices, you may enjoy a temporary 

increase in the bank balance. It would be a mistake to mistake that 

temporary advantage for unrestricted earnings. Your supplier has 

agreed to wait, not to donate the merchandise. When several 

invoices become due together, the seemingly comfortable balance 

can disappear quickly, accompanied by a collection of reminders 

that suddenly make your inbox unusually sociable. 

Why the monthly total can conceal a terrible Tuesday 

Imagine a business starting the month with $14,000 in available 

cash. It expects $38,000 in customer receipts and has planned 

payments totaling $42,000. Based purely on those figures, the 

projected month-end balance is $10,000. That is useful information, 

but it doesn't tell you whether the company can meet its 

obligations throughout the month. Suppose $19,000 must be paid 

on the sixth day, while most customer money won't arrive until the 

twentieth. Unless other resources are available, the company faces 

a shortage on day six despite the positive projected closing balance. 

Money scheduled to arrive two weeks later cannot travel backward 

through the calendar to settle today's bill. 

This timing problem becomes much easier to understand when 

you stop treating a month as a single financial container. Look at 

the sequence of expected receipts and necessary payments instead. 

A weekly view may be sufficient when cash movements are 

relatively predictable. When money is tight, the next several days 

require greater detail. A business shouldn't discover on Wednesday 

that Friday's payroll is unaffordable when the relevant 
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commitments were already known the previous week. Earlier 

visibility doesn't guarantee an easy solution, but it provides more 

time to investigate payment problems, discuss permissible 

arrangements, or make informed decisions about discretionary 

spending. 

To begin, write down the money actually accessible to your 

business. Then identify payments that must be made over the next 

four weeks, using their expected settlement dates rather than 

simply dividing the monthly total into four equal portions. Add 

expected customer receipts, distinguishing confirmed receivables 

from projected future sales. Finally, calculate how the available 

balance would change as those events occur. You can use a 

spreadsheet, accounting software with cash-planning features, or a 

simple handwritten schedule. The tool matters much less than 

having one consistent view of the information. An elaborate system 

that nobody updates is less useful than a plain document that 

accurately reflects the commitments you face. 

Be particularly careful with the confidence assigned to incoming 

payments. An invoice due next Friday isn't a guarantee that the 

money will reach your account next Friday. A customer with a 

history of late payments may warrant a more conservative receipt 

date. A possible order that hasn't been agreed upon shouldn't be 

treated like a confirmed receivable. Even a customer who says the 

payment has been processed may mean something other than what 

you understandably hope. The money could still be awaiting 

authorization or bank processing. The distinction isn't about 

distrusting everyone you work with. It's about refusing to build 

certain financial obligations on uncertain assumptions. 

The owner of the window-cleaning company might discover that 

the expanded contract creates a predictable cash gap during the 

first two months. With that information, he can examine the terms 

before committing. Perhaps the customer will agree to more 

frequent billing or an initial mobilization payment. Perhaps certain 
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equipment purchases can be scheduled differently, or suitably 

priced financing could cover a temporary requirement. Each 

possibility has costs and limitations. If the customer refuses 

different terms, the contractor must decide whether the expected 

commercial benefits justify the financing risk. That is a much 

stronger position than signing enthusiastically and discovering the 

problem when the first wage payment approaches. 

What a cash shortage is trying to tell you 

Not every shortage means that a business is unprofitable. 

Sometimes the company earns a reasonable return but suffers from 

poorly matched payment schedules. Sometimes a large, unusual 

expense creates a temporary interruption. In other circumstances, 

the shortage reveals a deeper problem: sales aren't leaving enough 

economic benefit to support ongoing operations. Distinguishing 

these situations matters because the remedies are different. 

Improving collection procedures may help when outstanding 

customer payments are the central issue. It won't repair 

persistently inadequate prices or excessive operating costs. 

Similarly, borrowing can bridge a temporary gap, but repeatedly 

borrowing to cover continuing losses may make the business 

increasingly vulnerable. 

Warning signs often appear before a payment actually fails. You 

might find yourself repeatedly delaying supplier purchases, relying 

on one anticipated customer transfer to cover several obligations, 

or moving money between accounts to create a reassuring balance. 

Perhaps each substantial receipt is immediately consumed by bills 

accumulated during the previous month. These patterns deserve 

investigation rather than another hopeful promise to work harder. 

The problem may concern timing, insufficient working capital, poor 

profitability, or several factors together. Where serious arrears or 

insolvency concerns exist, prompt advice from an appropriately 

qualified accounting, financial, or legal professional is important. 
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Legal duties and available remedies depend on the jurisdiction and 

circumstances. 

It's also worth remembering that a business owner cannot 

directly control every event. Customers may experience financial 

difficulties. Suppliers can change delivery schedules. Work may 

take longer than expected, and the demands of ordinary life won't 

politely disappear while you improve your forecasting. The 

purpose of cash-flow planning isn't to eliminate uncertainty or 

blame yourself whenever expectations aren't met. It is to 

understand which commitments are unavoidable, which decisions 

remain flexible, and what the business can realistically withstand. A 

sensible forecast includes room for the possibility that other people 

have calendars, problems, and priorities of their own. 

The next time sales reach a new record, enjoy the achievement. 

Then examine what the business needs to deliver those sales and 

when the resulting money should actually arrive. If additional 

orders demand substantial cash before customers pay, that 

requirement belongs in the decision from the beginning. If the 

company is consistently profitable but short of money, study the 

timing and amount of cash tied up in operations. If higher sales 

keep producing inadequate returns, investigate the economics 

rather than assuming greater volume will eventually solve 

everything. The difference between a successful-looking business 

and a financially manageable one often lies in understanding what 

happens between the sale and the money. 

Commercial success becomes much more useful when you can 

explain its effect on tomorrow's bills, next month's obligations, and 

the company's ability to keep operating. You'll still appreciate new 

customers and larger contracts. You'll simply stop expecting the 

sales report to personally settle invoices on your behalf. It has 

many talents, but arranging actual bank transfers through the 

power of optimism isn't one of them. 
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Chapter 2 - Turnover, Margin, and Profit: 

Three Numbers That Tell Very Different 

Stories 

A small online retailer proudly announces that the business 

generated $80,000 in sales last month. Friends congratulate the 

owner. A relative asks whether the company is planning to open a 

second warehouse. Someone suggests investing in property, 

because apparently hearing a five-figure sales number is sufficient 

evidence that a person has entered an entirely new social class. The 

owner smiles, but privately knows that the business has struggled 

to cover its expenses. Advertising is expensive, suppliers have 

raised prices, and the payment processor seems to collect fees with 

the determination of a parking enforcement officer approaching an 

illegally parked luxury car. The sales figure is genuine. The 

conclusion everyone has drawn from it is considerably less reliable. 

Turnover, margin, and profit describe different aspects of 

business performance. Understanding the distinction is essential 

because each number can create an entirely different impression of 

the same company. Turnover tells you about the scale of sales. 

Margin examines what remains after particular costs have been 

deducted. Profit measures the result after recognizing the 

appropriate revenues and expenses for a given period. Even these 

descriptions require careful definitions, because businesses use 

different accounting conventions and sometimes employ terms 

inconsistently. The important point is that a large number at the 

top of a report doesn't automatically guarantee a satisfactory 

number at the bottom. 

Turnover is particularly seductive because it's easy to celebrate. 

If last month's sales were $60,000 and this month's reached 

$80,000, the increase looks impressive. But what exactly does the 
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figure represent? Depending on the report, it might include taxes 

collected on behalf of government authorities, transactions 

subsequently refunded, or orders not yet completed. Sales revenue 

under applicable accounting rules may differ from a dashboard's 

displayed order value. Before making comparisons, check whether 

figures are gross or net of relevant taxes, how returns and 

discounts are handled, and which transactions belong to the 

reporting period. Comparing inconsistent figures can manufacture 

a remarkable growth story without the inconvenience of actual 

growth. 

There's also a psychological advantage to turnover that makes it 

difficult to ignore. Owners can influence it directly through 

marketing, pricing, and sales activity. They receive frequent 

updates, and every customer order provides visible evidence of 

progress. Profit tends to be less cooperative. It requires examining 

costs, recognizing obligations, and occasionally acknowledging that 

a successful promotional campaign benefited the advertising 

platform more than the company paying for it. Nevertheless, 

turnover remains useful. It shows commercial activity and helps 

reveal trends in customer demand. It simply shouldn't be promoted 

to the position of sole financial authority. 

The margin calculation that changes everything 

Imagine a business selling premium pet accessories. A particular 

dog collar costs $30 to purchase and sells for $50, using consistent 

amounts before any applicable sales taxes. The difference is $20. 

That amount represents a 40% gross margin relative to the selling 

price when purchase cost is the only cost included. It also 

represents a markup of approximately 66.7% on the original 

purchase cost. Both calculations describe the same transaction, but 

their percentages differ because they use different starting points. 

Margin divides the difference by the selling price. Markup divides it 

by cost. 
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Confusing margin with markup can distort an entire pricing 

strategy. Suppose you purchase an item for $60 and want a 40% 

margin based on purchase cost alone. Adding 40% to the purchase 

price produces a selling price of $84, but the resulting margin is 

only about 28.6%. To achieve a 40% margin, the selling price must 

be $100, because the $40 difference represents 40% of the selling 

price. That distinction is more than mathematical trivia. If you 

systematically mistake markup for margin, you may charge less 

than your business requires while believing every transaction 

meets your target. Your calculator won't object. It has no obligation 

to protect your business model from ambitious misunderstandings. 

Unfortunately, even a correctly calculated gross margin doesn't 

tell the entire story. Return to the $50 dog collar costing $30. 

Suppose the sales platform charges $5 per transaction, packaging 

costs $2, and payment processing costs another $1. Assuming those 

costs are variable and attributable to each completed sale, the 

amount remaining is $12. That's 24% of the selling price, rather 

than the original 40%. This $12 contribution can help cover fixed 

operating expenses and, eventually, support profit. The original 

gross-margin calculation wasn't necessarily wrong. It simply 

excluded costs that matter when determining the economics of the 

transaction. 

Whether a cost belongs in gross profit, contribution margin, or 

another measure depends on the accounting or management 

framework being used. That's why it's useful to identify precisely 

what a reported margin includes. A retail business might calculate 

gross profit using the cost of goods sold, then separately examine 

marketplace fees and fulfillment expenses. A service business might 

evaluate direct subcontractor charges and the time required to 

complete each assignment. Neither approach becomes more 

accurate merely by attaching the word "margin" to the result. The 

calculation needs a clear purpose and consistent assumptions. 


