
Physical product company examples

• Lil’ Sidekick (founded by a mom in Polk City IA)
– Physical product – mass market

• FarrPro (founded by an Iowa grad)
– Physical product – vertical market

All financial information provided is fictional
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Time to sellable 
product = 3 years 

34



Lil’ Sidekick revenue models

• Sell to big box store (Walmart is largest customer)
• Sell on Amazon
• Sell through distribution
• Sell international
• Sell direct from website

Each of these models have different prices, costs, timing, 
and payment terms
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Important concept: cash cycle

Cash cycle – the amount of time from the point when you 
start spending money on a customer to when the customer 
pays you (cash in bank)
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Lil’ Sidekick Walmart cash cycle

• 25% margin to Lil’ Sidekick
• Weekly 10,000 unit at $4 per unit purchase order
• Cost of unit = $3
• $40K revenue, $30K cost, $10K gross margin
• Impact of weekly $40K orders is staggering
• Every week starting 30 days later they owe $30K to the 

manufacturer
– 7 orders before Walmart first pays = $230,000 cash outlay.
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Lil’ Sidekick cash cycle

Walmart cash cycle

Day#: 1             35                                                   93   
Walmart order

Mfr. P.O. placed
Product received

Pay mfr.
Ship order

Walmart recv’d
Walmart pays

X
X

X
X

X
X

X
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Financial impact of Walmart

Time to cash positive = 8 months
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Lil’ Sidekick Amazon cash cycle

• 50% margin to Lil’ Sidekick
• Minimum order is 100 units at $5 per unit cost
• Retail price is $9.99
• Amazon takes 22% commission with Fulfillment by 

Amazon (FBA)
• Amazon pays every 14 days 
• FBA (fulfillment by Amazon) deals with credit cards, 

shipping costs, returns, and fulfillment 
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Lil’ Sidekick cash cycle

Sell on Amazon cash cycle

Day#: 1             35    40        54                              
Mfr. P.O. placed

Product received
Pay mfr.

Ship to Amazon
Amazon recv’d
Customer buys

Amazon pays

X
X
X

X
X

X-------X 
X
X-------X 

X
X-------X 

X
X-------X 

X
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Financial impact of Amazon

Time to cash positive = 4 months
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Lil’ Sidekick international cash cycle

• 40% margin to Lil’ Sidekick
• Minimum order is 1000 units at $7.50 per unit price
• Unit cost is $4.50
• Distributor pays at time of shipment
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Lil’ Sidekick international cash cycle

Sell via international cash cycle

Day#: 1            33                      
Distributor orders

Mfr. P.O. placed
Product received

Pay mfr.
Ship to distributor

Distributor pays

X
X

X
X
X
X
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Financial impact of international

Time to cash positive = 0 months
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Add section for commercial physical product

Time to sellable 
product = 2 years 



FarrPro revenue models

• Direct sale
– Large producers

• Sales process – pilot first, then rollout

• Indirect / assisted sale
– Value added reseller
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FarrPro Direct Sale Cash Cycle

• List price $995, average sale price $742
– Use average sale price to deal with discounting

• Margins 39% to 54% depending on volume ordered
• Customer pays 30 days after order received
• 60 days from order to delivery by manufacturer
• Fast sales ramp-up will require significant cash
• Offer discounts for cash in advance or cash on delivery
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FarrPro direct sale cash cycle

Direct sale cash cycle

Day#: 1             30                      60                      90   
Customer order
Mfr. P.O. placed

Product received
Pay mfr.

Ship order
Customer pays

X
X

X
X

X
X
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Financial impact of direct sales

Time to cash positive = 6 months
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FarrPro indirect cash cycle

• List price $995, average sale price $625
• Margins 31% to 47% depending on volume ordered
• Distributor pays on order received
• 60 days from order to delivery by manufacturer
• Fast sales ramp-up will require significant cash
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FarrPro indirect cash cycle

Indirect cash cycle

Day#: 1             30                      60                      90   
Distributor order
Mfr. P.O. placed

Product received
Pay mfr.

Ship order
Distributor Pays

X
X

X
X

X
X
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Financial impact of indirect

Time to cash positive = 3 months
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Physical product costs change over time

• Costs are very different depending on the stage of the 
product 

Prototyping   /   Testing    /    Certification    /   Selling   /   Scaling 

• Optimize for the “selling” phase
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Cash flow modeling for complex products

• FarrPro product is made up of many components from 
many suppliers

• You will not buy exact quantities of each part for each 
order
– 10 screws = $10.00  1,000 screws = $25.00
– Minimum order quantities for certain parts

• As you grow, the operational aspects of this issue grow 
along with the opportunities for cost reduction 
– More cash allows lower costs
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Summary - different selling approaches

• Each approach likely reaches different customers
• Examine profitability, cash flow and resource 

requirements of each approach
– International can be very cash friendly

• Focus on biggest long-term opportunity
• Keep in mind who owns the customer relationship

– You want to own this relationship if possible
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Summary: physical product cash cycle

• Selling physical product with extended terms and low 
margins is a brutal business

• Compare the amount of gross margin per sale to the 
frequency of sale and the length of the cash cycle
– 10% gross margin on a product you sell 50 times per 

year may be good if the cash cycle is 10 days and you 
pay net 30

– 50% gross margin on a product you sell once a year is 
probably bad if the cash cycle is 9 months
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Summary: physical product

Once you get past the beginning cash crunch, these can 
be very lucrative if the margins are good  

– Focus on improving margins over time
• Increase purchase volume
• Buy raw materials in larger volume
• Get competitive bids to your current suppliers

– Focus on gaining better payment terms from your 
manufacturer

– Beware of commissioned sales long term 
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