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IN OUT

RESERVE

Are We Winning?

Money tells us how we are playing the game.

I mentioned in Truth 1 that making profit cannot be the 
abiding Purpose of a business, and that is a fact. Great Growth 
Companies are highly profitable, however. Because to do great 
things in business, you need to make money so you can use 
those profits to pay investors a reasonable dividend, and to 
have money available to invest in the growth of the company. 

Great Growth Companies are also companies that other 
people want to invest in, banks want to loan money to, and 
great people want to work for. These are all conditions for 
accelerated and sustainable growth, and profit is a prerequisite 
for all of these conditions.

Great Growth Companies find out what the benchmark 
profitability in their industry is and strive to exceed that 
percentage by at least 50%. 

Vision Planning Numbers Money

Predictability Customers Market Innovation

People Leadership
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Besides a focus on profit, Great Growth Companies also build 
significant cash reserves. A solid cash reserve allows you to 
dance to your own tune, rather than to that of your investors or 
your bank. Having a significant cash reserve means you are less 
vulnerable to the sometimes wild and unpredictable swings of 
the market and economy from time to time. Cash reserves also 
allow you to move quickly when an opportunity presents itself, 
such as acquiring a competitor or making some other kind of 
strategic investment. With little or no cash in the bank you 
would need to go to the bank to apply for finance, and by the 
time that has been approved and organised the opportunity 
may have passed.

One of the legacies Steve Jobs left Apple was a cash reserve of 
some $75 billion. This means that the Apple leadership can do 
whatever it wants and gain the best finance, supply terms, and 
attract the best people available.

Mike Michalowicz suggests in The Toilet Paper Entrepreneur 
to use a ‘Profit First’ account in which you deposit your profit 
margin (or part of your profit margin) of every dollar you 
collect as soon as you collect it, religiously.

Danny’s Excellent Adventure

Once upon a time, a long long time ago in a country not unlike 
Australia, I worked with Danny, who owned a residential 
building company. Danny’s company was very busy and in 
demand with homeowners in upmarket inner city areas, to 
build renovations and new homes.

The problem that was bedevilling Danny was this: Danny’s jobs 
were profitable and the company as a whole was also profitable, 
but he always found himself short of cash to pay his bills when 
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they fell due. In the building industry in Australia, paying your 
suppliers, and especially your subcontract tradespeople, on 
time is one of the major factors that determine which of the 
projects on his books a subcontract tradesman gives priority to. 
If you are the most reliable and quickest payer, your jobs will be 
built quickest and smoothest as well.

Danny came to realise that his cash shortage was severely 
restricting his ability to grow the company, and he needed 
more working capital to fund the growth. The bank took one 
look at Danny’s balance sheet however and made it clear that 
the only way they would be prepared to loan him the money 
he needed, was by taking a second mortgage on his home. This 
meant that the renovations that Danny and his wife wanted 
to carry out on their own home would have to be put off for 
a while.

Reluctantly Danny went ahead and obtained the finance he 
needed this way. On the day the finance came through Danny 
made himself a promise: in the next two years he would turn 
the company around to such an extent that the bank would be 
happy to furnish him with the finance he needed solely based 
on the strength of the company balance sheet.

So Danny created a ‘Profit First’ account (PFA) and decided 
that from that day on 5% of every deposit made into his bank 
account would immediately be transferred to the PFA. The 
PFA would be a long-term investment account that couldn’t 
be touched except in dire emergencies. He gave his trusted 
accountant control over the account.

Two years later, Danny’s PFA had accumulated nearly $200,000. 
So when he went to see the bank they fell over themselves to 
provide him with all the finance he asked for. Danny now has 
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a $500,000 working capital and overdraft facility purely based 
on the strength of his balance sheet. 

Danny’s company has grown solidly for the past five years, and 
his projects are given priority by all of his tradies.

Danny and his family lived happily ever after in their newly 
renovated home.
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Next Steps    

1. Answer the next questions in your workbook. Label a 
new blank page ‘Money’  (see ‘Next Steps’ at Truth 1)

•	 Do you know what the average net profit percentage 
for your industry is?

•	 Does your business do better than this percentage?

•	 Are you always able to pay your debts as and when 
they fall due?

•	 Can you forecast your cash flow and cash needs; 
and are you achieving your targets?

•	 Do you have a way of knowing what the most 
profitable and the least profitable operations of your 
business are?

•	 Do you have adequate financial resources to fund 
your current growth?

•	 Have you made an informed assessment of the 
financial resources you will need to fund your 
planned growth over the next three years?

•	 What needs to happen to ensure you get those 
resources in place at a reasonable and affordable cost 
to the business?
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2. Draw a scale across the page as in Truth 1 ‘Next Steps’ 
and rate your business on the topic of money and 
financial management. How well does your business 
perform in this area?   

3. What is one small step you are prepared to commit to 
that will move your business one small increment up the 
money management scale?

4. Write this action down, announce it to your favourite 
business adviser or coach, and agree to be kept 
accountable to this action by a specific date.

0 5 10
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Resources

•	 http://www.thetentruths.com.au/resources/finance/

•	 The lovely Little Pebbles Make Big Ripples tool:  
http://tiny.cc/little-pebbles

•	 Great, easy tool to determine your financial 
strengths from the Tasmanian Government: 
http://tiny.cc/cashflowsheet

•	 Nice breakeven analysis tool from E-Myth:  
http://tiny.cc/emyth-breakeven
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Remember: 
 
 
 

Cash is the lifeblood  
of your business.

Remember 
 
 

You can get  
the full version  
of the book at 
our online store

Buy the book
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