Cash Pillar - Profit First

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

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

+  Atleast one cash improvement initiative is undertaken quarterly/included
in each Smart90 90- day plan

«  We manage our growth cycles between a 10-15% net profit band net profit is
15% or more)

For a podcast deep dive into the concepts outlined in this booklet, scan the QR code: @ SCAN ME




Profit First: A Better Way to Build a
Profitable Business from Day One

Why Profit Feels Elusive for Many SME Owners

If you’re like many small business owners, the idea of consistently taking home a decent salary - let
alone a healthy profit - might feel like a dream rather than a reality. You might even be experiencing
solid revenue growth but still finding that there’s “never quite enough left at the end of the month.”

You’'re not alone.
Most business owners fall into the trap of the traditional equation:
Sales — Expenses = Profit

This approach leaves profit as an afterthought - a nice-to-have that only occurs if there’s something
left over.

But what if you flipped that equation on its head?

The Profit First Mindset Shift

The Profit First approach, popularised by Mike Michalowicz and endorsed in The Entrepreneurial
ScaleUp System, rewrites the rulebook:

Sales — Profit = Expenses Old Way Profit First
Way

This might sound like semantics, but the implications are SALES SALES

profound. You actively choose to take your profit and - EXPENSES -

owner’s pay out of your real revenue first. What's left is = — EXPENSES

what the business must survive on.

This forces the business to get lean, focused, and creative.

Why Profit First Matters at Every Stage of the ScaleUp Journey

As we’ve explored in the ScaleUp Journey, every stage of business growth - from solo founder to a
team of 50 or more - comes with its own challenges. Between these stages lie the “valleys of death,”
those tricky transitional periods where cash flow strains and overheads rise faster than revenue.

The Profit First method helps you navigate those valleys with confidence.

It builds financial discipline, encourages resourceful thinking, and, perhaps most importantly, gives
business owners permission to pay themselves. That might sound obvious, but many owners go
years underpaying themselves in the hope that “one day” things will improve.

Powered by The Entrepreneurial ScaleUp System



Real Revenue vs Total Revenue: Know Your True Starting Point

Before you start slicing up your revenue, you need to understand what Michalowicz calls your Real
Revenue - your turnover minus pass-through costs like subcontractors or materials that don’t
contribute to your operating margins.

These costs don’t reflect your business’s operational efficiency. Real Revenue is not exactly Gross
Profit, but it’s close - and it gives you the right base to work from.

Real Revenue = Total Revenue - Pass-through Costs

As Lucie Grech (Cypress Quay | Salford) noted, implementing Profit First from day one would have
ensured profitability from the start. Understanding and calculating Real Revenue early is key.

UK-Adjusted Profit First Targets

These target allocations serve as a helpful compass rather than fixed rules. They evolve with the
scale of your business. In smaller businesses, the owner’s compensation is typically higher. As you
grow, the share allocated to profit and tax can increase, while owner’s pay typically reduces as it is
replaced by team salaries.

And remember - Owner’s Compensation means not just pay, but dividends, benefits, and other
forms of financial reward.

Real Revenue ||Profit||Owner’s Compensation|Tax ||Operating Expenses
£0 - £180k 5% ||50% 15%||30%
£180k — £360k||10% |[35% 15%|/40%
£350k — £710k||15% |[20% 15%|/50%
£750k — £3.5m||10% ||10% 15%|/65%
£3.5m—-£7m |15% ||5% 15%|/65%

These numbers aren’t rigid. They’re a starting point - a compass, not a cage. But they highlight two
important principles:

1. Owner’s pay should be taken seriously from day one.
2. Profit must be intentional, not accidental.

The Four Core Bank Accounts (Start Here)
To make Profit First real (not just theoretical), set up these foundational accounts:
1. Income — All sales go here first.

2. Profit — Allocate your target percentage here first each month.
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3. Owner’s Compensation — Your salary, dividends, and benefits.
4. Tax-—Including Corporation Tax and, ideally, a separate VAT and PAYE accounts.
5. Operating Expenses — What the business must operate within.

Use challenger banks like Starling or Monzo, which allow multiple free sub-accounts and easy
transfers.

The approach
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How to use the accounts:

e Let funds build in the Income account.

e Onsetdays (e.g., 10th and 25th), transfer funds into the other accounts based on your
percentage targets.

e You then pay bills only from the Operating Expenses account.

Why This Approach Works

It creates scarcity - in a good way
Constraints drive innovation and discipline. You’ll find better ways to spend and save.

It builds habit
Link it with your Rhythm90 planning: set quarterly targets, track them, and adjust.

It takes care of the owner
Too often, business owners are underpaid or unpaid. This system ensures you’re prioritised.
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Common Pushbacks (and Why They’re Wrong)

“But my margins are too tight to do this!”
Then your model needs attention. Profit First reveals inefficiencies and nudges improvement - in
pricing, delivery, or cost control.

“It sounds complicated.”
Once accounts are set up and habits are built, it becomes second nature.

“l can’t cut my expenses that much.”
You likely can. lan Morgan (MBS Accountants) suggests reviewing the last 3 months of transactions
using colour-coding:

e Green — Essential

e Amber — Nice-to-have

Red — Non-essential

This method often reveals surprising savings opportunities. You’d be amazed. Many business
owners report that once they limit their operating pot, they find plenty of ways to streamline without
hurting output.

Real Business Example: From Scraping By to Sustainable Profit

Take the example of Sarah, an interior designer earning around £250k in revenue. After paying
subcontractors and materials, her real revenue was £180k - but she was only taking home £18k a
year.

By adopting Profit First:
e She allocated 10% to profit
e 35% to owner’s compensation
e 15% to tax
e 40% to operating expenses
Within a year:
e Her take-home rose to £63k
e She built a £12k profit buffer - her first real cushion
e She now runs her business on solid financial ground

Alexis Sikorsky shared how even small cuts - like charging for coffee - helped him build a “war chest.”
Cutting “necessary” costs can be liberating.
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How to Get Started: A 90-Minute Sprint
Suggested Activity: Your Profit First Jumpstart

Time required: 90 minutes
Tools needed: Bank access, current P&L, calculator, spreadsheet

1. (20 mins) — Calculate Real Revenue
Subtract pass-through costs (e.g. subcontractors, materials) from turnover.

2. (20 mins) — Assess current allocations
What percentage of real revenue goes to:

o Profit?

o Owner’s Compensation?
o Tax? VAT?/PAYE?

o Operating Expenses?

3. (20 mins) — Compare with the target table
Spot gaps. Where are you overspending or underpaying yourself?

4. (20 mins) — Open your accounts
Set up Income, Profit, Tax, Owner’s Compensation, and Opex accounts.

5. (10 mins) — Set allocation rhythm
Choose allocation days (e.g., 10th and 25th), and begin with small percentages if needed.

Visual Education for Teams

Javeria Fatima Zaidi (AJ Sports) used a brilliant visual to explain profit to her team:

She built a “money tree” showing a £100 sale. As she removed leaves for costs like rent and VAT, the
team visibly saw how little was left. It helped shift their behaviour and encouraged smarter sales
efforts.

Final Thought: A Healthy Business Takes Care of Its Owner

Too many small business owners are last in line financially - even when the business appears
successful on the outside.

Profit First challenges that dynamic. And what it does is it turns cashflow into profit management,
something that traditional financial reports don’t do very well.

It makes you healthier, your business healthier, and sets you up to scale on solid foundations.
Whether you’re turning over £100k or £3 million, it's not about the size - it’s about the system.
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Other real life example from our ScaleUp Radio guests:
Lucie Grech (Cypress Quay | Salford)

Lucie is a strong advocate for the Profit First approach. She described "Profit First" as the best book
she’s ever read for entrepreneurs and mentioned seeing the author speak live. Lucie emphasized
that if you set up Profit First from day one, you'll be profitable from the start. She also shared her
wish that she’d implemented it earlier in her business journey.

Andrew Kelly (Eightyfive90)

Andrew discussed the importance of splitting incoming money into different pots for profit, tax, and
operational expenses-directly referencing the Profit First methodology. He highlighted the discipline
of setting aside profit and tax first, then making the business operate within the remaining funds,
rather than dipping into those reserves later.

Regular Financial Reviews and Cost Categorization
lan Morgan (MBS Accountants)

lan recommends a hands-on approach: regularly reviewing the last three months of bank statements
and categorizing costs using a color system (e.g., green for essential, red for unnecessary, amber for
“nice to have”). This process helps identify savings and ensures that only necessary expenses remain,
which is a core principle of running a lean and profitable business.

Visual Education for Teams
Javeria Fatima Zaidi (AJ Sports)

Javeria shared a creative approach to educating her team about profit margins. She used a visual
“tree” with leaves to represent a £100 sale, then removed leaves to show how much is left after

costs, rent, and other expenses. This helped her staff understand how little actual profit remains,
encouraging more mindful spending and sales behaviour.
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