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INTRODUCTION

Profi t First = mind blown. Everything I learned about accounting is 
now out the door #pumpkinLIVE @MikeMichalowicz @creativeLIVE
—Kali Ann Bauer @AmbientArtPhoto

This book was born in San Francisco. I was at the creativeLIVE 
studios teaching business growth strategies from my second 

book, Th e Pumpkin Plan. During one of the event sessions, I explained 
the basic concept of the Profi t First system, the simple method I 
developed to ensure that I would have not only a fi nancially healthy 
business, but a seriously profi table one.

One of the tools of Profi t First is the Instant Assessment, a way to 
quickly gauge the real fi nancial health of your business. When I ran 
the assessment on a volunteer attendee, the Profi t First system clicked 
for everyone in the room.

All creativeLIVE presentations are also broadcast live online 
and eight thousand viewers had tuned in for my event. Tweets and 
comments started fl ying in from all over the world. Because the 
Instant Assessment is so fast and easy, I wasn’t totally surprised to see 
the many comments from online viewers saying that they had assessed 
their business right then and there. Entrepreneurs, CEOs, freelancers, 
business owners—everyone shared how relieved they were to learn 
this simple method. It was as though they had each experienced a 
sudden, total clarity, an instant jolt of confi dence about the money 
side of their businesses.

I had shared the four core principles of Profi t First and the Instant 
Assessment in less than thirty minutes and I saw that people didn’t 
just understand it, they were already applying it. When a tweet came 
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from Kali Ann Bauer @AmbientArtPhoto, I knew the Profit First 
system hit home. (Kali has since taken down her Twitter account, but 
you can check her out at AmbientArtPhotographynd.com.) Here is 
the tweet, captured by the creativeLIVE host:

Profit First = mind blown. Everything I learned about accounting is 
now out the door #pumpkinLIVE @MikeMichalowicz @creativeLIVE

But it wasn’t until I met Debbie Horovitch that I understood just 
how vital it was that I break down the Profit First system further and 
make it available to entrepreneurs all over the world.

After the segment ended, we took a break. The camera and lighting 
people hustled to get ready for the next segment. Me? I was pumped! It 
was amazing to see this instant evidence showing how powerful Profit 
First truly is. Not only did it work for different people with different 
businesses of different sizes, it worked instantly. I was thrilled.

When the producer ran toward me, I threw up my hand for a high-
five, but she didn’t see it and went in for a fist bump instead. Then 
ensued the most awkward moment in human enthusiasm: when a 
high-five is met with a fist bump and quickly turns into a fist-five-
handshake. So awkward. But she didn’t even notice.

With her fist in my hand, she blurted, “That was amazing! 
Comments are still flying in. Can I use Profit First for my personal 
life? Be sure to open the next segment with a recap. Drink some water; 
your voice is getting a little hoarse. Take a quick five and then head 
over to makeup to get some shine off your forehead. And you can let 
go of my fist now, Mike.”

The producer ran over to the lighting guys; I grabbed a glass of 
water, chewed on my pen and looked around to see if anyone had 
witnessed the fist-five. 

That’s when Debbie Horovitch, the entrepreneur behind the Social, 
Sparkle & Shine Agency—a Toronto, California firm that specializes 
in social media services—approached me. Debbie said, “Could we put 
my business through the assessment?”

“Sure,” I said. “It only takes a minute or two.” 
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Pen in my mouth, people hustling and bustling all around us, I 
ran through it right then and there. It was as if Debbie and I were 
in a world of our own. I scrawled her annual revenue number on 
the board. We ran the percentages. Debbie looked at the results and 
started to shake with sobs.

She couldn’t bear to look at where she was, or where the Instant 
Assessment said she should be. 

“I’ve been a fool,” she said, tears streaming down her face. 
“Everything I have done over the last ten years is wrong. I am such a 
fool. I am a fool. I am a fool.”

Let me admit right now, I’m a co-crier—when people cry I go right 
there with them. As soon as Debbie started, my eyes welled up with 
tears and the pen in my mouth dropped to the floor. I put my arm 
around Debbie to try to comfort her.

For ten years, Debbie had put her soul into her business, giving it 
everything she had, sacrificing her personal life in order to give her 
business life, and yet she didn’t have a dime (or a successful business) 
to show for it. Of course she knew the truth of her struggles all along, 
but she had chosen to dance around that truth and continue to live 
in denial.

Putting your nose to the grindstone is a really easy way to cover 
up for an unhealthy business. We think, if we can just work harder, 
longer, better—if we can just hold out—something good will happen, 
one day. Something big is just around the corner, right? Something 
that can wipe away all of the debt, financial stress and worry, just 
like magic. After all, don’t we deserve that? Isn’t that how the story is 
supposed to end?

No, my friend, that’s the movies —nothing like what we experience 
in real life.

When Debbie ran the Instant Assessment, she had to face reality: 
Her business was on the verge of death and it was taking her down 
with it. She kept saying, “I am a fool; I am a fool.” 

Those words tore into me, because I’d been there. I understand 
exactly how it feels to face the naked truth about my business, my 
bank account, my strategies and my hard-fought success.
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My own wake-up call came in the form of my daughter’s piggy 
bank. My story goes back before that, though, back to when I began to 
lose my way—the day I received a check for $388,000. It was the first 
of several checks I would receive for the sale of my second company, 
a multimillion-dollar computer forensic investigations business I 
had co-founded, to a Fortune 500 firm. I had now built and sold two 
companies, and that check was all the proof I needed that my friends 
and family were right about me: When it came to growing businesses, 
I had the Midas touch.

The day I received the check, I bought three cars: a Dodge Viper 
(my college fantasy dream car, something I promised I would get for 
myself “one day” when I “made it,” aka, the “that-guy-must-have-a-
tiny-penis-car”), a Land Rover for my wife, and a spare—a tricked-out 
BMW. 

I had always believed in frugality, but now I was rich (with an ego 
to match). I joined the private club; the one where, the more money 
you give, the higher they place your name on the members’ wall. And 
I rented a house on a remote Hawaiian island so my wife, my children 
and I could spend the next three or so weeks experiencing what our 
new lifestyle would be like. You know, “how the other half lives.” 

I thought it was time to revel in the money I had created. What I 
didn’t know was, I was about to learn the difference between making 
money (income) and accumulating money (wealth). These are two 
very, very different things.

I launched my first business on ambition and air, sleeping in my 
car or under conference room tables when visiting clients in order 
to avoid the cost of hotels. So imagine the surprised look from my 
wife, Krista, when I asked the sales guy at the dealership for “the most 
expensive Land Rover you have.” Not the best Land Rover. Not the 
safest Land Rover. The most expensive Land Rover. He skipped his 
way to the manager, doing a giddy hand-clap.

Krista looked at me and said, “Have you lost your mind? Can we 
really afford this?”

Full of snark, I said, “Can we afford it? We have more money than 
God.” I will never forget the stupidity coming out of my mouth that 
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day; such disgusting words, such a disgusting ego. Krista was right. I 
had lost my mind—and, at least for the moment, my soul.

Yup. That day was the beginning of the end. What I was well on 
my way to discovering was, while I knew how to make millions, what 
I was really, really proficient at doing was losing millions.

It wasn’t just the lifestyle I bought into that caused my financial 
downfall. The trappings of success were a symptom of my arrogance—I 
believed in my own mythology. I was King Midas, reinvented. I could 
do no wrong. And because I had the golden touch and knew how to 
build successful businesses, I decided that investing in a dozen brand-
new start-ups was the best way to use my windfall. After all, it was 
only a matter of time before my entrepreneurial genius rubbed off on 
these promising companies.

Did I care if the founders of these companies knew what they 
were doing? No—I had all the answers (read that with massive 
douchey emphasis). I assumed that my golden touch would more 
than compensate for their lack of business expertise. I hired a team 
to manage the infrastructure of all of these start-ups—accounting, 
marketing, social media, web design. I was sure I had the formula for 
success: a promising start-up, the infrastructure and my incredible, 
superior, magic touch (more douchey emphasis).

Then, I started writing checks—five thousand to one person, ten 
thousand to another, every month more checks, and still more. One 
time, I cut a check for fifty thousand dollars to cover expenses for 
one of these companies. In retrospect, it was clear that I would not 
be able to grow all of these companies to the point where they would 
eventually become niche authorities, as I had with my two previous 
companies. There was never enough revenue to cover the ever-
increasing mountain of bills. 

Because of my massive ego, I didn’t allow the good people who 
started these businesses to become true entrepreneurs. They were just 
my pawns. I ignored the signs and kept funneling money into my 
investments, sure that King Midas would be able to turn it all around.

Within twelve months, all of the companies I invested in, save 
for one, went belly-up. When I started writing checks to pay bills for 
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companies that had already folded, I realized that I was not an angel 
investor; I was the Angel of Death.

It was a monumental disaster. Scratch that; I was a monumental 
disaster. Within a couple of years, I lost nearly every penny of my 
hard-earned fortune. Over half a million in savings gone. A much 
larger (embarrassingly larger) amount of investment money gone. 
Worse, I had no incoming revenue. By February 14th of 2008, I was 
down to my last ten thousand dollars.

I will never forget that Valentine’s Day. Not because it was so full 
of love (even though it was), but because it was the day I realized that 
the old adage, “When you hit rock bottom, the only way to go is up,” 
is total bullshit. I discovered that day that, when you hit rock bottom, 
sometimes you get dragged along the bottom, scraping your face on 
every one of those rocks until you’re battered, bruised and bloodied.

That morning, I got a call at my office from Keith, my accountant. 
He said, “Good news, Mike. I got a jump-start on your taxes this year 
and just finished your return for 2007. You only owe $28,000.”

I felt a sharp pain in my chest, like a knife stabbing me. I remember 
thinking, “Is this what it feels like to have a heart attack?”

I would have to scramble to get the $18,000 I didn’t have, and then 
figure out how to cover my mortgage next month plus all of the small 
recurring and unexpected expenses that added up to a whole lot of 
cash.

As Keith wrapped up the call, he said that the bill for his services 
would arrive on Monday.

“How much?” I asked.
“Two thousand.”
I felt the knife twist. I had $10,000 to my name and bills totaling 

three times that amount. After I ended the call, I put my head on my 
desk and cried. I had gone so far astray from my values, from who I 
was at my core, that I had destroyed everything. Now, not only could 
I not pay my taxes; I had no idea how I would provide for my family.

At the Michalowicz household, Valentine’s Day is a legit holiday—
on a level with Thanksgiving. We have a special dinner together, 
exchange cards and go around the table sharing stories about what we 
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love about each other. This is why Valentine’s Day is my favorite day 
of the year. Typically, I would come home with flowers, or balloons, or 
both. That Valentine’s Day I came home with nothing. 

Though I tried to hide it, my family knew something was wrong. 
At the dinner table, Krista asked me if I was okay. That was all it took 
for the dam to break. The shame was too great. I went from offering 
up forced smiles to sobbing in a matter of seconds. My children stared 
at me, shocked and horrified. When I finally stopped crying enough 
to speak, I said, “I lost everything. Every single penny.”

Total. Silence. I slumped over in my chair; the shame was too great 
for me to face my family, not when all the money I had earned to 
support them was gone. Not only had I failed to provide for my family; 
my ego had stolen it all away. To this day I can find no other words to 
describe it: I felt pure, unadulterated shame about what I had done.

My daughter, Adayla, who was nine years old at the time, got up 
from the table and ran to her bedroom. I couldn’t really blame her—I 
wanted to run away, too.

The silence continued for two painfully awkward minutes until 
Adayla walked back into the room carrying her piggy bank, the one 
she had received as a gift when she was born. It had clearly been cared 
for; even with all those years of use, there wasn’t a single chip or 
crack on the bank. She had secured the rubber stopper in place with a 
combination of masking tape, duct tape and rubber bands.

Adayla set her piggy bank down on the dining room table and slid 
it toward me. Then she said the words that will stay with me until the 
day I die:

“Daddy, we’re going to make it.”
That Valentine’s Day I woke up feeling like Debbie Horovitch felt 

after her Instant Assessment: like a fool. But by the end of the day I 
learned what net worth really is, thanks to my nine-year-old daughter. 
That day I also learned that no amount of talent, or ingenuity, or 
passion or skill would change the fact that cash is still king. I learned 
that a nine-year-old girl had mastered the essence of financial security: 
save your money and block access to it so it doesn’t get stolen—by you. 
And I learned that I could tell myself that my natural aptitude for 
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business, my relentless drive and my solid work ethic could overcome 
any cash crisis, but it would be a lie.

Running the Instant Assessment can be like having a bucket of ice 
water dropped on your head. Or it can seem like the most humbling 
moment of your life, like when your daughter volunteers her life 
savings to save you from the mess you made. But no matter how sharp 
the pain is, it’s better to face it than continue to live and operate your 
business in denial.

At creativeLIVE, after Debbie calmed down a bit, I said, “The last 
ten years were not wasted. I understand you feel that way right now, 
but it’s not true. You needed to experience those years to get you where 
you are today, here with me, doing this. You needed to reach a point 
where enough is enough.” To finally change, she needed her piggy 
bank moment. We all do.

The truth is, Debbie is far from a fool. Fools never seek out answers. 
Fools never realize there is a different way, even if it’s staring them 
right in the face. Fools don’t admit they need to change. Debbie faced 
the music, realized what she was doing wasn’t working and decided 
she would not stand for it anymore. Debbie is smart and courageous, 
and a hero, too. She implored me to put her story in this book and 
not cloak her name… for you. Debbie wanted you to know you’re not 
alone.

The majority of small businesses, and medium businesses, and 
even some big ones are barely surviving. That guy driving the new 
Tesla, whose children go to private school via chauffeur and who 
lives in a massive house and runs a three million-dollar company, is 
one bad month from declaring bankruptcy. I should know; he’s my 
neighbor.

The entrepreneur who says “business is great” at the networking 
event is the same woman who later tries to ask me a question in the 
parking lot that is indecipherable through her tears; she’s crying 
because she hasn’t been able to pay herself a salary for almost a year 
and will soon be evicted from her home. That particular incident 
happened last night, twelve hours before I wrote it down to become 
a story for this book. It’s just one of many similar conversations I’ve 
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had with entrepreneurs who are afraid to tell the truth about their 
financials.

The Young Entrepreneur of the Year Award recipient who is 
changing the world, who is lauded as the next generation of genius, 
who is destined to be on the cover of Fortune Magazine because of his 
business acumen, is taking out bank loan after bank loan and racking 
up credit card debt to cover payroll behind the scenes. I should know; 
that was me.

There is no elephant in the room. This dirty little secret is bigger 
than an elephant—it’s King Kong, people! King Kong is in the room. 
And today is the day we call it what is. Today is the day we draw a line 
in the sand and never accept it again. Today is the day we make your 
business (and your life, in the process) financially strong. Permanently.

I have done it for myself. I have done it with companies I partnered 
with. And I have taught countless others how to do this and watched 
gleefully as their businesses turned the corner toward profitability.

I promise you, with everything I am, if you follow the system I 
detail in these pages, this book will do the same for you. The process 
is simple. Shockingly simple, once you know the trick. Sticking to it is 
the hard part. So I am going to give you both—how to do it and how 
to stick with it.

You have probably put a lot of work into growing your business. 
You are probably good or great at that part. That’s awesome. And that’s 
surely half of the equation. But colossal growth without financial 
health will still kill your company. A hot body is useless if its blood 
is poisoned; money is the lifeblood of your business. With this book, 
you have an opportunity to master money.

Money is the foundation. Without enough money, we cannot 
take our message, our products or our services to the world. Without 
enough money, we are slaves to the businesses we launched. I find this 
hilarious because, in large part, we started our businesses because we 
wanted to be free.

Without enough money, we cannot fully realize our authentic 
selves. Money amplifies who we are. There isn’t a single ounce of doubt 
in my mind that you are intended to do something big on this planet. 
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You wear the cape of what I believe is the greatest of all superheroes: 
The Entrepreneur. But your superhero powers can only yield as much 
power as your energy source provides. Money. You need money, 
superhero.

When I sat down to evaluate where I went wrong I realized that, 
while my own spending and arrogance definitely played a part, I also 
lacked knowledge. I had mastered how to grow businesses quickly, yet 
I never really graduated to understanding profitability. I had learned 
how to collect money, for sure, but I had never learned how to keep it, 
how to control it or how to grow it.

I knew how to grow a business from nothing, working with 
whatever resources I had; but as revenue increased, so did my spending. 
I discovered that this was the way I ran both my personal life and my 
business. I took pride in making magic happen with pennies in my 
pocket, but as soon as I got some real cash, I made sure that I had 
a very good reason to spend it. It was a check-to-check lifestyle, but 
sustainable—as long as sales sustained and did not dip.

While my companies grew explosively, I still operated them on a 
check-to-check basis—and I had no idea that this was a problem. The 
point was to grow, right? Increase sales and the profit will take care of 
itself, right?

Wrong. Money problems occur when one of two things happen:

1. Sales slow down. The problem here is obvious—when we 
operate check-to-check and sales slow down, we don’t have 
enough to cover expenses.

2. Sales speed up. This problem here is not obvious, but it is 
insidious. As our income climbs, expenses quickly follow. 
Consistent incoming cash flow is hard to sustain. Big 
deposits feel great, but are irregular. Drought periods come 
quickly and unexpectedly, causing a major gap in cash flow. 
And cutting back on expenses is nearly impossible because 
our business (and personal) lifestyle is locked in at our new 
level. Exchanging the newly leased car for a rust-bucket, 
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laying off employees because we’re overstaffed, saying no 
to our partners—all of this is very hard to do because of 
the agreements and promises we made. Cutting expenses 
becomes impossible because we don’t want to admit we’ve 
been wrong in how we’ve been growing our businesses. So 
rather than reduce our costs in any meaningful way, we 
scramble to cover ridiculously high expenses. We steal from 
Peter to pay Paul, hoping for another big payout.

Sound familiar? I thought it might. Over the last five years I’ve 
connected with entrepreneurs at every level of growth, and this 
“top line” (revenue-focused), check-to-check methodology is more 
common than you may realize. We assume that multimillion-dollar 
companies are turning big profits, but it’s rare to find a truly profitable 
business. Most entrepreneurs are just covering their monthly nut (or 
worse) and accumulating massive debt.

We think bigger is better, but so often all we get with a bigger 
business are bigger problems.

Without an understanding of profitability, every business, no 
matter how big, no matter how “successful,” is a house of cards. I made 
a lot of money with my first two businesses, but not because I ran a 
tight fiscal ship. I was just lucky enough to keep the plates spinning 
fast enough and the company growing big enough that someone else 
was willing to buy it and fix the financial problems.

I sold my first two businesses for a big payout and so did not learn 
the ultimate financial lesson until after I invested in a dozen more 
businesses and the lesson came in hard. After my house of cards fell, I 
set out on a mission to find a better way, a simpler way, a highly effective 
way to ensure that all businesses, regardless of size and regardless of 
their current state of affairs, could end the check-to-check cycle and 
become instantly profitable—without chasing the big payout.

And I found it.
Simply put, the Profit First system flips the accounting formula. To 

date, entrepreneurs, CEOS, freelancers, everyone in nearly every type 
of business has been using the “sell, pay expenses, and see what’s left 
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over” method of profit creation. This ingrained belief has us sell first, 
then pay expenses, and let the profit take care of itself. Which it rarely 
does, because the profit is what’s left over. An afterthought. Profit 
surely isn’t baked into the daily operations.  For many entrepreneurs 
profit is only considered after the fact. Sometimes monthly. Sometimes 
quarterly. And way too often, annually, when their accountant is 
preparing the tax returns.  

The old, been-around-forever, profitless formula is:

  Sales – Expenses = Profit

The new, Profit First Formula is:

  Sales – Profit = Expenses

The math in both formulas is the same. Logically, nothing has 
changed. But Profit First speaks to human behavior—it accounts for 
the regular Joes of the world, like me, who have a tendency to spend 
all of whatever is available to us. So in this regard, with the Profit First 
flip, everything has changed. Now you secure your profit first, and run 
your business on the remaining cash you have left. 

It comes down to this—do you want to treat your profitability like 
leftovers, knowing you may only find scraps or an empty plate? Or do 
you want to get your full, healthy share right up front? I don’t know 
about you, but I want to get my due portion first.

I have taught the Profit First system to small companies and big 
companies, to private companies and even public companies. It works 
for all of them. And it will work for you.

My commitment to you is that, if you follow the Profit First system, 
your business will become permanently profitable from the moment 
of your next deposit. 

Since I began following the system, I have built two more businesses 
for myself that are now growing at a healthy rate, profitable right from 
the start. And the one business that managed to survive my Angel-of-
Death spending spree? We implemented Profit First and that business 



13

INTRODUCTION

is now not only the leader of its niche; it also turns a profit every 
month.

In the pages of this book, you will discover how to make your 
business permanently profitable. The Profit First system is simple—as I 
said, shockingly so. But don’t confuse simple with easy. Understanding 
what I am about to reveal to you will be a no-brainer. Having the 
discipline to do it and follow through will be the challenge. I will 
ready you for both.

Provided you take each action step I recommend, you will have 
transformed your business by the end of Chapter 5. Do I want you 
to read the rest of the book? Hell yes! In fact, if you want to fully 
realize your potential as a business leader and take your business 
where you know it was meant to go, you need to read the rest of the 
book. Consider Chapters 6 through 12 the intermediate and advanced 
courses in Profit First, in which you will learn all of the methods, 
tactics and tweaks that will ensure your cash cow continues to make 
your life easier, happier and more fulfilling. In essence, Chapters 1 
through 5 will revive your business. Chapters 6 through 12 will revive 
you.

Following the Profit First system will take courage and dedication; 
it will require you to set your own ego aside. The payoff is worth it, so 
worth it. 

If you will commit to fixing your business’s financials once and for 
all, you’ll never have to pull off a last-minute miracle to cover anything 
again. You’ll never have to have your own “piggy bank” moment, as I 
did, or feel like a fool, as my friend Debbie did when she first realized 
the financial reality of her business.

When you commit to following the simple but powerful Profit 
First system, you will finally reap the rewards of entrepreneurship, 
cashing in on your business—while still running it—over and over 
again, like clockwork.

Today is the day you say enough is enough. Whether your business 
is experiencing occasional financial stress or total financial horror, 
today is the day we fix it. Today is the day your business becomes 
permanently profitable.





1 TAMING THE BEAST

I am Dr. Frankenstein.
Okay, not the Dr. Frankenstein, but I am defi nitely part of 

the family. I’m probably his long lost twin brother, or something. Or 
maybe an estranged heir to his (mis)fortune. Maybe you are, too. 

If you read Mary Shelley’s classic, Frankenstein, you know exactly 
what I’m talking about. Th e good doctor reanimated life. From 
mismatched body parts, he stitched together a living being more 
monster than man. Of course, his creation wasn’t a monster at fi rst. 
No, at fi rst it was a miracle. Dr. Frankenstein brought to life something 
that, without his extraordinary idea and exhaustive hard work, would 
not exist.

Th at’s what I did. Th at’s what you did. We brought something to 
life that didn’t exist before we dreamed it up; we created a business out 
of thin air. Impressive! Miraculous! Beautiful! Or at least it was, until 
the monster revealed itself.

Stitching together a business with nothing but a great idea, your 
unique talents and whatever few resources you have at hand is most 
certainly a miracle. And it feels like one, too. Until the day you realize 
your business has become a giant, scary, soul-sucking, cash-eating 
monster. Th at’s the day you discover that you, too, are an esteemed 
member of the Frankenstein family.

And, just as happened in Shelley’s book, mental and physical 
torment ensues. You try to tame the monster, but you can’t. Th e 
monster wreaks destruction at every turn: empty bank accounts, 
credit card debt, loans and an ever-increasing list of “must-pay” 
expenses. He eats up your time, too. You wake up before sunrise to 
work, and you’re still at it long aft er the sun goes down. You work 

Chapter One
Taming the Beast
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and work, yet the monster continues to loom. Your relentless work 
doesn’t free you; it further drains you. Trying to keep the monster 
at bay before it destroys your entire world is exhausting. You suffer 
sleepless nights, worries about collection calls—sometimes from your 
own employees—and a near-constant panic about how to cover next 
week’s bills with a few dollars and the lint in your pocket.

What is the only way out we can see? Growth. It is the battle cry 
of nearly every entrepreneur and business leader. Grow! Grow! Grow! 
Bigger sales. Bigger customers. Bigger investors.

The only problem is, it doesn’t work.
Growth is only half the equation. It is a critical half, but still only 

half. Have you ever seen the guys at the gym with the massive arms and 
heaving chests, the ones as big as oxen who also have toothpick legs? 
They’re only working half the equation and have become unhealthy 
freaks as a result. Sure, that guy can throw a monster punch, but God 
forbid he needs to step into it, or move a little. His puny legs will give 
out instantly; he’ll curl up on the floor and cry like a baby.

Most business owners try to grow their way out of their problems, 
hinging salvation on the next big sale or customer or investor, but the 
result is simply a bigger monster. (And the bigger your company gets, 
the more anxiety you deal with. If both are cash-eating monsters, 
a $300,000 company is much easier to manage than a $3,000,000 
company. I know; I have survived operating both, and bigger.) This is 
constant growth without concern for health. And the day that big sale 
or customer or investor doesn’t show, you will fall to the ground and 
curl up crying like a baby.

If you think operating your business is closer to a horror story than 
to a fairy tale, you’re not alone. Since I wrote my first book, The Toilet 
Paper Entrepreneur, I’ve met thousands of entrepreneurs; and let me 
tell you, most are struggling to tame the beast that is their business. 
Many companies—even those that appear to have it all together, even 
the big guys who seem to dominate their industries—struggle to stay 
afloat.

I’ll never forget meeting the owner of a $15,000,000 company who 
furnished his house with plastic lawn furniture because he couldn’t 
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afford the real stuff. What does it say when the leader of a multimillion-
dollar company can’t even swing a trip to Ikea? It would make anyone 
question his true wealth, and the wealth and health of his business.

So what’s the solution? How do you not only make it out of this 
situation alive, but also build the miracle of a business you originally 
envisioned, a business that serves you, a business that provides for you? 
The solution isn’t a bigger monster. The solution surely isn’t a second 
and third monster. The solution isn’t killing your existing monster, or 
even hacking it apart and stitching it back together into a tiny monster. 
In fact, the solution is shockingly simple and surprisingly effective.

It begins by working with your natural tendencies, not against 
them.

CHECK-TO-CHECK AND PANIC-TO-PANIC
Have you ever had the thought that the universe knows exactly 
how much extra money you have? A customer pays up on a $4000 
past-due invoice you wrote off months ago and later that week your 
delivery truck breaks down—for good. Bye-bye, $4000. You land a 
new client and a wad of cash drops into your lap; only minutes later 
you remember that this is a three-payroll month. Oh well, at least now 
you’ll almost be able to cover it. Or you get a credit on your credit 
card account for an accidental billing (woo hoo, found money!), only 
to discover another charge on your credit card for something that you 
forgot all about.

It’s not the universe that knows how much we have in our bank 
accounts. It’s us. We default to managing the cash of our business by 
doing what I call “bank balance accounting.”

If you’re like most entrepreneurs, and me, this is how it works:
You look at your bank balance and see a chunk of change. Yippee! 

You feel great for about ten minutes, and then decide to pay all the bills 
that have been piling up. The balance goes to zero and very quickly 
you feel that all-too-familiar tightening in the chest as your throat 
dries up (or any number of symptoms of stress).

What do we do when, instead of a decent bank balance, we see 
that there’s next to nothing there? We immediately panic a little (or 
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a lot). We hit “go” mode: need to sell fast! Need to make collection 
calls! Need to pretend the bills never arrived, or send out checks and 
“accidentally” forget to sign them. When we know our bank balance 
is super low (I’m talking limbo “how low can you go”-low), we’ll do 
anything to buy the only thing we can afford: time.

I’m going to go out on a limb and guess that you only look at your 
income statement on occasion. I suspect you rarely look at your cash 
flow statements or balance sheet. And if you do, I doubt you review 
these docs on a daily basis or understand exactly what they say. Bet 
you check your bank account every day, though? It’s okay. If you look 
at your bank account daily, I want to congratulate you, because that 
means you are a typical—scratch that—a normal business leader; 
that’s how most entrepreneurs behave.

It’s human nature to look at what you have right now and make 
decisions based on that information. This is called the “Recency 
Effect,” the psychological phenomenon in which we humans (that’s 
you, by the way) place a disproportionate significance on what we 
experienced most recently. For example, if I ask you to recall the 
last few words I wrote, you will easily recall this sentence (the most 
recent), but good luck remembering two sentences ago.

Recent stuff is the big stuff; all the other stuff becomes a waning 
memory. How does the Recency Effect apply to your finances? If you 
deposit lots of money today, you will probably feel great, the outlook 
for your business will appear to be good and all will seem well. That’s 
the Recency Effect. If, on the other hand, your bank account is bone 
dry, you might feel hopeless and your business may seem like a 
horrible mess. (Maybe as though it’s a monster?) That’s the Recency 
Effect. It is a trap because it dictates our behavior.

Also in our nature as entrepreneurs is the desire to find problems 
and fix them. This is how we manage money. When we have enough 
money in the bank, we think we don’t have money problems, and so 
we focus on other challenges. When we see that we don’t have enough 
money in the bank, we go on red alert and take immediate action to 
fix our money problems, usually by trying to collect revenue quickly, 
or sell a big-ticket item or some combination of the two.
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We use the money we have to pay the bills we owe; when we don’t 
have enough to cover everything, we try to get more money through 
sales and collections. Except that to support new revenue, we now 
have a host of new related expenses, so the cycle starts all over again. 
If you haven’t relied on it from the start, eventually the only “solution” 
is to take on debt—a second mortgage on your family home, a line of 
credit tied to your building, a stack of credit cards three inches high. 
This is how many entrepreneurs end up operating their businesses 
check-to-check and panic-to-panic.

So let me ask you a question. How easy would it be to grow your 
business if you operated this way? Do you think you’d ever be able 
to get off this roller coaster ride? Could you dig yourself out of debt 
using this system? Of course not.

And yet bank balance accounting is human nature. We humans 
are not big on change. Change is hard. With your very best intentions, 
changing your natural tendencies to operate your business based on 
how much cash you see in your account would take years. I don’t know, 
you tell me—do you have years to make your own transformation 
before your very own monster destroys everything? I sure as hell 
didn’t.

This is why, if we are to free ourselves from living check-to-check 
and panic-to-panic, we must find a method that works with our 
nature, not against it. 

Without an effective money management system that does not 
require massive mindset change, we get stuck in trying to sell our way 
out of our struggles. Sell more. Sell faster. Get money any way you 
can. It is trap—a dangerous trap that would even have Frankenstein’s 
monster poopin’ his panties. It’s the Survival Trap.

THE SURVIVAL TRAP
This is how the Survival Trap works. Take a look at Figure 1 on the 
next page. We are at point A (which is really called crisis) and we 
want to get to point B (which is our vision for our future). The thing 
is, our vision is usually very vague. Instead of a clear statement of 
our products or services and the clients we want to serve, it might be 
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something like, “I want a lot of money and some relief from stress.” 
The connection between Point  A and Point B is never defined, beyond, 
“Sell, baby! Just sell!” And “just selling” is a huge part of the trap, for 
three reasons:

First, any sale feels like a good sale, because sales help to temporarily 
lift you out of crisis. Now look at the figure. You can see that many 
of the decisions we make around “just selling” in fact take us farther 
away from our vision.

Maybe you start offering a new service, or add a new product, 
because it will make fast money, but never even consider that it has 
nothing to do with what you want your company to become or whom 
you want your company to serve. 

Take for example my lawn guy, Ernie. He, like most lawn guys in 
the Northeast, makes tons of money removing leaves. This past fall he 
knocked on my door and said that he noticed leaves in my gutters and 
would gladly clean them up. He has a captive client (me), and can now 
sell me another service. Easy money. When he was on the roof, he 

Figure 1: The Survival Trap
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noticed my shingles needed repair. He offered roofing services. Why 
not repair my chimney, too?

It is very easy to go from being a guy who rakes lawns to a guy 
who fixes chimneys because of the opportunity for “easy money” with 
captive clients. The money may be easy, but what about the costs to do 
it all? Rakes and blowers for yard work are useless when working on 
roofs or chimneys. Now this guy needs ladders, roofing gear, bricks 
and other materials. And most importantly, he needs the skills to 
complete the tasks, which means hiring skilled labor or going back to 
raking, gutter-cleaning, roofing and chimney school. Each new “easy 
sale” took Ernie farther from his vision for his lawn-raking business.

The Survival Trap promises fast wealth, but when we’re caught in 
it we rarely think about the massive cost of opportunity; and most 
of the time, we can’t discern profitable income from debt-generating 
income. Instead of being the world’s best at one thing, mastering the 
process of delivering perfectly and super-efficiently, we end up doing 
a greater variety of things and become less and less efficient at each 
step, while our businesses become more and more costly to run.

The Survival Trap is not about driving toward our vision. It is all 
about taking action, any action, to get out of crisis. Any of the actions 
shown in Figure 1 will get a us out of an immediate crisis. But, by 
taking actions like those on the left of the circle, we get out of crisis, 
sure enough, but we are going in the opposite direction from our 
vision at Point B. Other actions shown on the diagram don’t take us 
in the opposite direction, but are askew. Only when you stay in the 
channel of the horizontal dotted lines do you make your vision for 
your business a reality.

All of the “just sell” actions we take in the moment bring 
temporary relief. They get us out of immediate crisis, but when the 
money dries up again the following day, and as the expenses grow the 
following week or month, we find ourselves in crisis again and the 
pattern repeats. We take money from anyone (and I mean anyone) 
willing to pay us. Money from bad clients. Money for bad projects. 
Money from our own pockets (if there’s anything left in them besides 
two dimes, a stick of gum and a wad of lint). In this way, we stay 
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stuck on the roller coaster ride that is surviving check-to-check and 
panic-to-panic.

Second, the Survival Trap is deceptive because it fools us into 
thinking we are at least inching toward our vision. Consider the 
actions on the right side of the Figure 1. For instance, a “just sell” 
approach will, by pure happenstance, also occasionally move us 
toward our vision, we can easily trick ourselves into believing that 
we’re on the right track. Sometimes we make a crisis decision without 
considering our vision or the path to get there and we get it right. 
Happenstance happens. At that point we say, “See! I’m getting there. 
Things are clicking. Things are coming together.” But this is random 
chance, resulting from crisis, not focus or clarity, and therefore false. 
It is like believing that because you once won on a scratch-off card, the 
lottery is a good investment strategy. And it is this kind of thinking 
that quickly lands us back in crisis mode.

Last, when we’re stuck in the Survival Trap, we focus our attention 
on revenue generation first and foremost. Any client (who pays) is a 
good client. Any work (that makes money) is good work. Crisis makes 
us panic about money. We need more money now! Never forget: All 
revenue is not the same. Some revenue costs you significantly more in 
time and money; some costs you less. You must distinguish between 
the two, since one is profitable and the other puts you out of business.

I explained the Profit First system to my friend Debra Courtright 
many years back. Debra runs DAC Management, a bookkeeping 
business. (I’ll give you one guess at her middle initial.) Since the day 
she integrated the Profit First system, Debra has saved company after 
company using these principles, the exact principles I am about to 
teach you. Actually, she has more than just saved companies; she 
consistently turns business after business into cash cows.

Over the years, we have discussed the effects of Profit First on her 
clients and made some tweaks along the way. She has shared many 
stories, always removing the names of the guilty. When Debra told 
me the story I am about to share with you, my jaw dropped. The story 
is about someone I’ve never met, about a business I’ve never visited, 
but it’s a perfect example of the Survival Trap, played out.
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Debra received an inquiry from Alex, a prospective client. When 
she called Debra, Alex was literally gasping for air on the other end of 
the line. The owner of a local bistro, Alex did not have enough money 
in the bank to pay her employees or vendors, let alone herself. Her 
accounting was so messed up she didn’t even know to whom she owed 
money.

Debra immediately implemented a customized version of Profit 
First (something I will teach you to do for yourself in Chapter 4). 
While setting up a Profit Account, Owner’s Pay Account, Tax Account 
and Operating Expenses Account, she asked Alex where she kept the 
sales tax records. 

Alex looked at her blankly and said, “What do you mean?”
Turns out, Alex had been charging customers seven percent sales 

tax, but rather than reporting the earnings and sending the tax to the 
government, she was using the money to pay other bills.

Debra explained the consequences. “If you don’t pay the taxes you 
collect, you are breaking the law. The state’s tax authority can come in 
here unannounced, shut everything down and walk away with every 
asset you have. Then they will send you to jail, broke and in debt.”

Alex thought she had time to sort everything out, but the very next 
week, Debra’s warning became a reality. The tax reps from the state 
showed up unannounced at Alex’s bistro. 

They decided to show her mercy. In front of her customers and 
employees, they emptied the cash register and handed Alex a letter 
that basically said, “Pay your sales taxes immediately, or we will 
shut you down and send you to jail.” Cue the next anxiety attack, 
and Alex’s next breathless call to Debra. And yes, that is the tax man 
showing mercy.

The Survival Trap is an ugly beast. It buys you time, but the monster 
gets bigger and bigger. And at some point it will destroy you.

Sustained profitability depends on efficiency. You can’t become 
efficient in crisis. In crisis, we justify making money at any cost, 
right now, even if it means skipping taxes or selling our souls. In 
crises, the Survival Trap becomes our modus operandi—until our 
survival strategies create a new, more devastating crisis that scares 



24

PROFIT FIRST

us straight, as it did Alex, or, more commonly, scares us right out 
of business.

Part of the problem is bank balance accounting—looking at 
the money in your bank account as one pool from which you can 
operate your business without first addressing tax issues or your own 
salary, never mind profit. This leads to top line thinking—focusing 
on revenue first, last, and always. That thinking is supported by the 
traditional accounting method public companies must use and most 
small businesses elect to use: GAAP (Generally Accepted Accounting 
Principles).

GAAP IS KILLING YOUR BUSINESS
Since the dawn of time—or shortly thereafter—businesses have kept 
track of their earnings and expenditures using essentially the same 
method:

Sales – Expenses = Profit

If you manage the numbers like most entrepreneurs, you start 
with sales (the top line) and then subtract costs directly related to the 
delivery of your offering (product or service). Then you subtract all 
the other costs you incur to run your business: rent, utilities, office 
supplies and other administrative expenses, sales commissions, 
taking your client out to lunch, signage, insurance, etc., etc. Then you 
pay taxes. Then, and only then, do you take your owner’s distribution 
(owner’s salary, profit distribution, etc.).

Let’s be honest, entrepreneurs hardly ever take anything close to 
a real salary, and good luck telling the government that you decided 
to skip taxes this year so that you could pay yourself. Finally, after all 
that, you post your company’s profit. And if your experience is like 
the majority of entrepreneurs, you never get to “finally.” When you’re 
waiting for the leftovers, at best you’ll get scraps. 

This method ultimately became formalized in the early 1900s. The 
particulars are updated regularly, but the core system remains the 
same. Start with sales. Subtract direct costs (the costs you directly 
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incur to create and deliver your product or service). Pay employees. 
Subtract indirect costs. Pay taxes. Pay owners (owner distributions). 
Retain or distribute profit (the bottom line). Even if you outsource 
your bookkeeping or keep a shoebox of receipts under your bed, you 
know the basic idea.

Logically, GAAP makes complete sense. It suggests that we sell as 
much as we can, spend as little as we can and pocket the difference. 
But humans aren’t logical. (One episode of Bridezilla pretty much 
proves that.) Just because GAAP makes logical sense doesn’t mean it 
makes “human sense.” GAAP both supersedes our natural behavior 
and makes us believe bigger is better. So we try to sell more. We try, 
and try, and try to sell our way to success. We do everything we can 
to make the top line (revenue) grow so that something, anything, 
will drip down to the bottom line. It becomes a relentless cycle of 
chasing after every shiny object disguised as opportunity (that’s “little 
pumpkins” to my peeps—you know who you are).

Throughout this haphazard, often desperate, growth process, 
our expenses are lost in the wash—we just pay as we go. They’re all 
necessary, right? Or at least we think so. Who knows? We’re too busy 
hunting down sales and trying to deliver on all of our promises to 
worry about the impact of expenses!

We try to spend less without considering investments versus 
costs. We don’t think about leveraging our spending to get way more 
mileage out of way less. We can’t. The more variety of stuff we sell, 
the more our cost of doing businesses rises. We need to spend more 
to grow. They say it takes money to make money. But how come no 
one ever told us what that really translates to: It takes more money to 
make less money.

As our monster gets bigger, the need to feed the beast gets out of 
hand. Now we’re faced with covering expenses for more employees, 
more stuff, more everything. The monster grows. And grows. And 
grows. Meanwhile, we’re still dealing with the same problems, just 
bigger: more empty bank accounts, higher stacks of credit card bills, 
bigger loans and an ever-increasing list of “must-pay” expenses. Sound 
familiar, Dr. Frankenstein?
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GAAP’s fundamental flaw is, it goes against human nature. No 
matter how much income we generate, we will always find a way to 
spend it—all of it. And we have good reasons for all of our spending 
choices. Everything is justified. Everything is necessary. Soon enough, 
whatever money we had in the bank dwindles down to nothing as we 
struggle to cover every “necessary” expense. We get caught in the trap 
of sell-grow-spend, sell-grow-spend.

How do you think Debra’s client Alex ended up in her predicament? 
Do you think she said, “It’s a beautiful day today—I think I’ll steal 
from the government”? Heck, no. She had convinced herself that she 
needed the sales tax income she collected right now, and when “later” 
came, she wasn’t prepared to cover it.

A secondary flaw is this: GAAP teaches us to focus on sales and 
expenses first. Once again, it works against our human nature, which 
urges us to grow what we focus on. Remember the lesson of the 
Recency Effect; it plays out again with the focus on sales and expenses. 
There is a saying: “What gets measured, gets done.” GAAP has us 
measure sales first (it is the top line, after all), and therefore we sell 
like mad while expenses are treated like a necessary evil to support—
you guessed it—more sales. We spend all that we have, because we 
believe we must. And we use terms like “plowback” or “reinvest” to 
feel good about it. Profit? Your salary? Mere afterthoughts. Leftovers.

Another problem with GAAP is, it is overwhelmingly complex. 
You need to hire an accountant to get it right, and when you ask the 
accountant the details about GAAP, he is likely to get confused. The 
system changes and is up for interpretation. And we can play games 
with GAAP: Move some numbers around and post stuff in different 
spots and the numbers look different. Just ask Enron—they were able 
to post profits as they were going bankrupt. Yuck!

At the end of the day, the start of a new day, and every second in 
between, cash is all that counts. It is the lifeblood of your business. Do 
you have it or not? If you don’t, you’re in trouble, and if you do, you 
can sustain.

GAAP was never intended to only manage cash. It is a system 
for understanding all the elements of your business. It has three 
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key reports: the income statement, the cash flow statement and the 
balance sheet. There is no question that you need to understand these 
reports, since they will give you a holistic view of your company; 
they are powerful and highly useful tools. But the essence of GAAP 
(Sales - Expenses = Profit) is horribly flawed. It is a formula that builds 
monsters. It is the Frankenstein Formula. 

To successfully run a profitable business, we need a super-simple 
system to manage our cash, one we can understand without help from 
an accountant, one that is designed for humans, not Spock.

We need a system that can instantly tell us the truth about the 
health of our businesses, one that we can look at and know instantly 
what we need to do to get healthy; a system that tells us what we can 
actually spend and what needs to be reserved; a system that doesn’t 
require us to change, but automatically works with our natural 
behaviors.

Profit First is that system.

• • •
The ending of Frankenstein is not happy or nicey-nice. The monster 
destroys everything in Dr. Frankenstein’s life—his wife, his family, 
his hope for the future—so he sets out to exact revenge and kill his 
creation. The hunt for the monster takes a toll on Dr. Frankenstein 
and he dies a wrecked man, the monster close behind him. 
Frankenstein is a scary parallel to the extremes of entrepreneurship. 
Monster businesses have killed marriages, torn apart families and, 
for some entrepreneurs, decimated any hope for the good life. 
That miracle of a business we created can end up causing untold 
suffering; when that happens, the hatred Dr. Frankenstein had for 
his monster is all too often the chief emotion entrepreneurs have 
toward their businesses.

But your story doesn’t have to end that way. You can have your 
happily ever after. The good news is that, while your business may seem 
to be a monster controlling your life, it is also powerful. Whether your 
annual revenue is $50,000, $500,000, $5,000,000 or even $50,000,000, 
your business can become a profit-generating workhorse.



28

PROFIT FIRST

Never forget the power of your “monster”—you just have to 
understand how to direct and control it. When you learn this simple 
system, your business will no longer be a monster; it will become an 
obedient, pasture-loving cash cow. A damn strong one, at that. 

It worked for Alex, the coffee-shop owner who neglected to pay 
her sales tax and paid the consequences. Working with Debra, her 
accountant, and applying Profit First, Alex has paid off all of her taxes 
and penalties. It took three years to recover, but now Alex is current 
with her taxes and is running a profitable business. She has fewer 
employees, but they are fantastic and run the place like clockwork. 
Business is humming, and freshly ground coffee is always brewing.

What I am about to share with you is going to make your business 
profitable immediately and determinately. I don’t care what size 
business you have or how long you have been surviving check-to-
check and panic-to-panic, month after month and year after year. You 
are about to be profitable. Forevermore. No more leftovers for you—
it’s time for you to eat first.

Here’s the deal. There is only one way to fix your financials: by 
facing your financials. You can’t ignore them. You can’t let someone 
else take care of them. You need to take charge of the numbers. But 
there is good news—the process is really, really easy. In fact, you will 
fundamentally understand it, and implement it, within just a few 
more chapters.



ACTION STEPS
GET YOUR HEAD IN THE GAME

Step 1: Draw the line in the sand. Agree that, as of today, you 
are turning over a new leaf. Commit to yourself, and to me, 
that you will run a profitable business and make everything 
else secondary to that goal. Email me (my contact info is on 
my website, and I do read my own email) and decree that 
you are drawing a line in the sand. Today is the day your 
business becomes healthy. Permanently. Don’t wait another 
second.

Step 2: Agree not to beat yourself up. I don’t care what 
your business financials look like today. I don’t care if your 
business is on the verge of going under, or if you just want 
to ramp up your profits even higher. Every business can be 
improved with Profit First. The only thing that will get in 
our way is if you bitch, moan and cry about the past. So that 
will not be permitted. I am granting you a clean slate. And 
you are promising me that you aren’t going to complain 
about the past. Together, we are just going to get to work 
and fix it.



Now that you started reading  
the book…master Profit First by 

reading the rest!

You are about to master the profoundly simple yet shockingly effective 

accounting plug-in that will transform your business from a cash-eating 

monster into a money-making machine. In Profit First, Mike Michalowicz, 

author of The Pumpkin Plan & The Toilet Paper Entrepreneur, explains 

why the GAAP accounting method is contrary to human nature, trapping 

entrepreneurs in the panic-driven cycle of operating check-to-check and 

reveals why this new method is the easiest and smartest way to ensure 

your business becomes wildly (and permanently) profitable from your 

very next deposit forward.

EXCLUSIVELY AVAILABLE AT:

CLICK HERE TO  
CONTINUE READING
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