Cash Pillar - Smart Profitable Growth

Applicable InFlight Checks:
Budgeting and financial reporting are strengths of the business

« We have a management Profit and Loss statement free from distortion that is used for
decision making

We are focused on Valuable Growth

- We manage our growth cycles between a 10-15% net profit band (score 5 if genuine
free from distortions net profit is 15% or more)

« We understand, track and improve our Life Time Value (LTV) to Customer Acquisition
Cost (CAC) ratio and other key ratios @ SCAN ME

For a podcast deep dive into the concepts outlined in this booklet, scan the QR code:
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SMART Profitable Growth is The Key To Your Success

Introduction: Why Growth Alone Isn’t Enough

Growth is seductive. Bigger teams, more customers, higher turnover - these markers of
success are easy to chase and just as easy to celebrate. But here’s the brutal truth: growth
without profit is a trap. It’s busy, noisy, and ultimately fragile. If you're not managing growth
smartly, with both eyes on cash and profitability, you're scaling a liability.

Too many businesses confuse busyness for progress. They fall into the trap of growing top-
line revenue while neglecting the fundamentals that keep a business strong: reliable cash
flow, solid gross margins, consistent net profitability, and a leadership team that can scale.

The key to sustainable success is SMART Profitable Growth: a measured, disciplined
approach that balances ambition with control. It’s about growing in cycles, focusing on value
creation, building cash reserves, and using a clear financial framework that cuts through
illusion and reveals what’s really going on. It’s about moving forward with clarity and
control - not chaos.

This booklet will unpack that framework, majoring on the importance of managing growth in
cycles and how to use the Smart P&L as a true tool for business control. If you're serious
about scaling, but not ready to gamble the future to do it, this is your playbook. It’s for
founders and leaders who know they have more potential to unlock, but want to do it the right
way.

Growth Happens in Cycles

Growth is not linear. It happens in predictable, repeatable cycles, each of which places new
demands on your business. Think of it like climbing a mountain: you reach a plateau, catch
your breath, build strength, and then climb again.

We call these plateaus growth stages. Between each stage lies a valley of death - the
transition zone where growth pressures cash, systems, and people. Without a conscious
strategy for each stage, businesses can stall or collapse. Kaplan's Growth Cycle
Framework outlines this beautifully:

1. Imitial Growth: Focus is on proving the model. Cash is tight, every win counts.

2. Transitional Growth: You're adding team members, overheads rise, and complexity
increases.

3. Scaling Up: Now it’s about repeatability, consistency, and efficiency.

4. Expansion: You’re investing in bigger plays: new markets, products, or territories.

At each phase, your financial structure must evolve. Too many business owners plough on
using the same model they used as a micro business - and it breaks. SMART Profitable
Growth gives you the tools to evolve intelligently.

Powered by The Entrepreneurial ScaleUp System

Biz SmartProfitable Growth A4 8pp Booklet.indd 2 @ 31/07/2025 13:38



Crucially, each cycle must be accompanied by a mindset shift. What worked at £200k
turnover won’t work at £2m. From how you price, to how you manage your team, to how you
allocate capital - your strategies must become more deliberate, data-driven, and focused on
value creation.

40-60

It’s also about preparing for the next phase while performing well in the current one. Many
businesses wait too long to shift gears and end up getting caught flat-footed. If you're not
anticipating the demands of the next growth stage, you're risking a painful stall or a misstep
that could set you back significantly.

Understanding your current growth stage - and managing accordingly - is one of the most
powerful strategic levers available to you.

The SMART P&L: Your True Financial Compass
Most P&Ls lie.

They may satisfy your accountant or the taxman, but they distort reality for decision-makers.
Why?

1. Owner salaries aren't treated as market-rate costs.
2. Gross margin is often misleading, combining labour and non-labour costs.

This leads to dangerously optimistic interpretations of profitability. That’s why you need a

SMART P&L.: a clean, decision-making version of your P&L that reveals the true

profitability of your business.
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The SMART P&L principle:

o Restate owner compensation at full market rate.

e Separate out all non-labour variable costs to calculate your Real Revenue.

o Calculate profitability as a % of Gross Margin, not turnover (especially if GM 1is
under 40%).

This approach allows you to strip away the illusion and make sharp, effective decisions. It
gives you a financial dashboard that helps you lead, not just report.

Use it to establish where you are in the profit cycle:

e <5% Net Profit: On life support
e 10%: Doing OK
e 15%: Fit for scaling

Your rule: Don’t scale until you’re consistently operating at 15% net profit. Then scale
smartly, drop to 10% during the next growth push, and recover back to 15% before repeating.
This cycle builds resilience into your growth.

SMART P&L isn’t just a tool - it’s a mindset. It shifts your attention from top-line vanity to
bottom-line sanity. It puts you in control. It also reveals which parts of your model are
healthy, and which are draining profit unnecessarily.

For example, you might discover that one division of your business is making 80% of the
profits, while another is soaking up overheads and barely breaking even. You might spot that
your gross margins are being eaten away by direct labour costs that were previously buried in
overheads. These insights are gold.

And here’s another key enhancement to your SMART P&L thinking: split out Owner
Dependent Overheads. These are costs that, while technically business expenses, directly
benefit the owner in some way - such as personal vehicles, mobile phones, memberships, or
travel that wouldn’t exist in a professionally run or acquired version of the business.

From here, it makes sense to develop a clearer P&L structure:
1. Start with business operating profit (with market-rate owner salary already included).
2. Then list all Owner Dependent Overheads as a separate subtotal line.
3. Only then show total pre-tax profit (i.e. the cash truly left over in the business).

This provides:
e A truer view of what the business costs to run.
e A transparent picture of owner value extraction: salary + dividends + indirect benefits.
e A powerful view for valuation or succession planning: i.e. which costs would fall

away post-sale.
This revised format also aligns with forthcoming trends - such as proposed Companies House

reforms requiring full P&L disclosure. It demonstrates financial maturity and gives you - and
your stakeholders - a stronger understanding of true business performance.
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When you remove these 'owner lifestyle' costs from the operating model, you see the real
commercial performance of the business - and so will investors or buyers. This also helps you
make smarter reinvestment decisions. Are these perks really creating enterprise value? Or
simply comfort?

Labour Efficiency: The Overlooked Growth Lever

Labour is usually your biggest cost. But most businesses track total staff costs rather than
asking the real question: "What return are we getting for every pound spent on people?"

You need to track labour efficiency ratios, which means splitting your costs into:

e Direct Labour
e Sales Labour
e Management Labour

Measure Contribution Margin (CM) = Gross Margin minus Direct Labour, then look at the
ratios:

e CM/DLC (Direct Labour Costs)
e (CM/SLC (Sales Labour Costs)
e CM/MLC (Management Labour Costs)

These metrics show you:

e Where you're productive
e Where you're under- or over-staffed
e When you're ready to add headcount

Golden rule: Hit 15% net profit before adding staff. Expect a temporary dip to 10% post-
investment, then recover. Rinse and repeat.

This level of financial analysis is most useful in businesses over £1 million turnover, where
labour costs are more complex and diverse. For smaller businesses, a simplified version
based on overall staff cost to gross margin may be more practical.

This approach turns headcount decisions into strategic moves rather than gut feels. It also
enables you to build a culture of performance, clarity, and contribution.

What counts as Direct Labour?

Direct Labour refers to any staff time that’s directly involved in delivering your product or
service - where over 50% of their time is billable, hands-on, or delivery-focused. Think
engineers, consultants, technicians, installers, etc. This contrasts with sales, admin, or
management roles.
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Recurring Value: Manage to LTGV:CAC >3

If you want to build real value into your business - not just short-term profits - you need to
understand the relationship between:

o Lifetime Gross Value (LTGYV) of a customer
e Customer Acquisition Cost (CAC)

The classic benchmark of 3:1 for LTV:CAC only applies when your lead generation, sales,
and fulfilment are fully automated. The less automated your business, the higher the
LTGV:CAC ratio needs to be:

e 3:1— Fully automated

e 6:1 — Two of three functions automated

e 9:1 — One of three functions automated

e 12:1 — Manual/high-touch fulfilment (e.g., consultancies, bespoke agencies)

This framework reflects the higher operational and delivery costs that come with lower
automation and helps guide pricing, retention, and acquisition strategy.

This concept also aligns with the “Rule of 40” mindset - balancing growth rate and
profitability. It’s particularly useful in recurring revenue businesses, but you can and should
apply it even if your revenue is transactional. Build proxies for both LTGV and CAC. The
goal is the same: ensure you’re acquiring customers profitably and that your growth is
generating real enterprise value.

Too many businesses chase customer acquisition at any cost. The LTGV:CAC discipline
forces a higher standard.

A Note on Cash Levers and Waste

We’ve covered the Cash Conversion Cycle, the 7 Financial Levers, and the importance of
eliminating waste in detail in other parts of the ScaleUp Series. Those principles underpin
everything we’ve shared here.

Just remember: smart growth is cash-hungry. Managing cash well, spotting waste, and
nudging key financial levers is part of the growth rhythm. But the thinking, the strategic
shifts - that’s where true scaling happens.

Focus here on building a culture that values marginal gains and prioritises decisions that

improve productivity and profitability. It’s not always about cutting - it’s about optimising.
And sometimes, it’s about saying no to good opportunities so you can focus on great ones.

Powered by The Entrepreneurial ScaleUp System

Biz SmartProfitable Growth A4 8pp Booklet.indd 6 @ 31/07/2025 13:38



Relevant examples from our ScaleUp Radio interviews:

1. Ian Morgan (MBS Accountants) — Grow in Cycles & True P&L

o lan discusses the “leaky bucket” concept, where rapid growth exposes operational gaps
and inefficiencies. He highlights the importance of pausing to review what’s been missed,
rather than just pushing for more sales. This cyclical approach to growth ensures you’re
not scaling problems.

o He also emphasises the need to work on making the business “successful and profitable,”
not just bigger, which ties into using a true P&L and prioritising profit.

2. Alexis Sikorsky (Sikorsky) — Profit First & Protecting Margins

o Alexis shares a cautionary tale from the global financial crisis: despite high revenues, a
lack of focus on true profitability and cash reserves left his business exposed. He now
advocates for always including all costs (like owner’s drawings) in the P&L and building
a “war chest” of reserves.

e He stresses the importance of not just chasing turnover, but ensuring the business is
genuinely profitable and resilient.

3. Mike Penrose — Track Labour Efficiency & LTV:CAC

e Mike discusses the importance of “stickiness” in client relationships to keep churn rates
low, which directly impacts LTV (lifetime value).

o He also talks about the need to set minimum terms and track metrics like cost per client,
cost of acquisition, and net margin per client - key to understanding and improving your
LTV:CAC ratio and labour efficiency.

4. Ben Kinnaird (Rather Inventive) — Scale with Value, Not Just Turnover

e Ben’s philosophy is to build authentic, sustainable client relationships rather than chasing
short-term profits. He advocates for retained income models and careful cash flow
management, ensuring the business is stable and profitable.

o He also discusses time management and productivity, which links to labour efficiency
and making sure the team’s efforts are aligned with value creation.

5. Ross Latta & Stephen Campbell (MacroFin) — Sustainable Scaling & Margin Protection

e They describe their goal as building a business that “runs itself,” expanding into new
verticals only when the core is strong and sustainable.

e They’ve invested in experienced hires to support growth, and are careful to add new
capabilities only when they can be delivered profitably.

e They also discuss the importance of not letting discounts erode margins, and of tracking
profitability per client and per deal.
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Conclusion: Be Smarter Than the Average Business

Growth is easy to chase and hard to manage. The business graveyard is full of companies that
grew themselves into trouble.

SMART Profitable Growth gives you a map to avoid that fate:

e Grow in cycles

o Useatrue P&L

e Prioritise profit first

e Track labour efficiency

e Scale with value, not just turnover

e And always - always - protect your margins

Smart growth isn’t about being cautious - it’s about being calculated. It’s about scaling boldly
but with financial insight and operational discipline. It’s about ensuring that every quarter

you’re stronger, leaner, and more valuable than the one before.

Your next step? Review your SMART P&L, score your Cash InFlight Checks, and set one
focus area for the next 90 days. Build that discipline, and repeat.

That’s how you win the long game. That’s how you build a business that lasts. That’s how
you scale with strength.

Let’s get to work.
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