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NET INCOME WITHOUT CASH FLOW 
 
One notion that can be puzzling to grasp is when your Profit and Loss statement (P&L) is showing 
positive net income, yet not having enough cash to pay for bills and other operating expenses. On one 
hand you have the correct belief that your business is doing well, but on the other your cash is 
struggling to reflect the same result. This is common in certain industries, especially the wine industry, 
where cash can often be tied up in inventory and other assets for long periods of time. While this 
situation may be frustrating, it is important to understand what drives these scenarios.  
 
SO, WHERE IS THAT CASH GOING? 
 
For the wine industry, the main area where this conundrum arises is when the business reinvests its 
cash in inventory and equipment. Wine inventory is often aged for a couple of years before it is 
available for sale. During this time cash is reduced to pay for the grapes, bottles, corks, and other 
winemaking expenses, all of which get capitalized into inventory. This results in essentially no 
expenses coming through on the P&L, but rather a large reduction in cash. Start-up businesses 
provide a clear picture of this. Typically in the first year or so there won’t be many sales, if any, but 
there will be plenty of cash outlays to get inventory ready for release - none of which are expensed. 
Once this inventory starts generating revenue, cash is again used to pay for new inventory. As you can 
see, as long as there is an increase in inventory being produced from year-to-year, cash will always be 
used to pay for it.  
 
Similar to inventory, fixed assets affect the Balance Sheet immediately and the P&L later. As an 
example, let’s assume that we purchase a bottling line for $50,000 with a 10 year useful life and use the 
straight-line depreciation method. The immediate cash outlay will be $50,000, but every year you will 
only be recognizing $5,000 of depreciation expense. As a result, in the first year the cash balance takes 
a big hit but the P&L only shows a $5,000 expense. This difference can result in net income without 
the corresponding cash in your pocket.  
 
Assuming the accrual method of accounting is used, another instance where cash will not reflect 
income is due to receivables and payables; these are strictly timing differences. Net income will reflect 
the sale or expense in the current year, but cash will be untouched. With the idea of collecting 
receivables as fast as possible and prolonging payables as long as possible, it’s easy to see how cash is 
affected in different periods.  
 
The use of comparative Balance Sheet statements is a powerful tool to help understand where cash 
has gone. This allows you to visually see the differences in various Balance Sheet accounts from year 
to year. For example, if you see a large increase in inventory year-over-year or a large liability decrease 
in accounts payable, this indicates additional cash has been utilized with no expense recorded on your 
P&L and it can help explain where your cash has gone during the year.  
 
Due to these and other factors there is not always a direct correlation between net income and cash. 
We know this topic can be confusing (and somewhat frustrating) so know we are always available to 
answer any questions you may have.   

 


