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Why this book? Closely held businesses face countless obstacles every day. Financial

challenges, however, tend to loom the largest. Not only are business finances a complex,
ever-changing matter, but they're also the lubricant that every organization runs on. The
following is a true story of a small business in Anderson, Indiana where financial knowledge
became the turning point for the business.

Bob was a brilliant engineer of lighting products who worked for a Tier 1 that decided to start
his own business. He was very good and had a wall of patents to prove it. Within the first
few years his customers truly appreciated his approach to doing business and asked him to
expand his services and an engineering staffing division was formed. The company grew
rapidly and within 5 years they added an office in Novi, Michigan and Bob’s wife, Jackie came
into the business to run the staffing division.

While the company was growing, they still experienced typical growth struggles, including:

° cash flow
°* how to become more profitable

°* how to incentivize their employees

Challenges securing traditional financing to fund growth

Cash flow became a big issue because they needed to pay their employees faster than they
were being paid by their customers. Revenue had now exceeded $3M a year and since all
that money was being deposited in their local bank, they figured a line of credit would be

a slam dunk. Not only did their own bank turn them down, two others did also. But one
banker did give them a hint, if Bob and Jackie could get their financial records cleaned up so
they could see what was really going on in the business and improve their profit, he would
see if he could help them.

Since they needed financing to fund growth, and the banks weren't willing to help them,
they applied for and accumulated more (18) credit cards with enough cash advance available
to fund two weeks’ worth of payroll. While this provided a safety net, they still wanted to
figure out how to get cheaper bank financing, and believed it was possible if the bankers
could just understand their business and its potential.
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Learning how to

Wanting to become more financially literate and solve their financing needs so they could
continue to grow, Jackie attended a seminar on “how finance is critical to business growth"
taught by me. After the seminar, she asked me to evaluate their financial information and tell
her what needed to be done to: 1) get relevant information to make good decisions, 2) define
what was and wasn't working (i.e. how to be more profitable), and 3) tell them what needed to
be done to get the bank financing they needed.

Over a period of weeks, we cleaned up their financial records and reporting processes, hired
an in-house bookkeeper, and started getting accurate, timely financial reports. This clearly
identified where the problems were and then we started resolving those issues. Six months
later, the company was showing solid profits. We again approached the bank for financing
and their business was granted a $400,000 revolving line of credit. Supported with this new
line of credit, the company continued to grow and booked $128,000 in profit that next year.
They asked and their banker increased their line to $800,000.

Fast forward 3 years. Their company is now at $7M in revenue generating $400Kk in profit.
They were able to do this because they had good financial data and used that information
to improve profit performance, accelerate cash flow, and weed out weak customers. A local
competitor approached them about buying his company for $1.6M. With the help of their
bank, a creative financing structure, and the seller note, they acquired that business. Now at
$15M in revenue, the company is generating $750k in annual profits.

Fifteen years later Bob and Jackie were ready to retire, they called me and asked if | would help
them find a suitable buyer for their company. Within 9 months their staffing company was
sold for nearly $5M.

This story isn’t unique

Bob and Jackie combined their technical abilities with newly found financial acumen and over
the next 15 years built a business that funded an excellent life style and retirement. Areyou a
business owner who, like Bob and Jackie, want to grow your business, provide for your family
and employees, and reduce money stress? If you are, this book will help you grow in financial
knowledge which will give you the tools you need to reach your business and personal goals.

THE ' E &ﬂ Leveraging Financial Statements to Grow and Upgrade Your Business 3



Introduction

Consider financial statements like the EKG of your business. Just as the EKG provides a

graphic of the various pulses of your heart, financial statements illustrate the health and
~ well-being of your business. They basically summarize all the activities that happen

in the business and provide data-based information to use in assessing operations and

strategically planning for the future.

These statements identify

* profitability issues,

* issues with cash flow,

* customer satisfaction trends,

*  employee performance,

* production capabilities,

* organizational culture,

*  management effectiveness and leadership,

* and much more.

If you prefer a sports analogy, you can think of financial statements as the scoreboard of your
business. If you can't read the scoreboard, you don't know the score, and if you don't know
the score, you can't tell if you are winning or losing. Victory depends on knowing the score

and knowing the right plays to run.

Your businesses score card is comprised primarily of your monthly financial statements.
They tell you where your money is going, where it's coming from, and how much you've got
to work with. Understanding them is essential for making smart business moves. They are

critical indicators that determine things like:

* whether or not you can get credit from a bank,

*  how much vendor credit you are eligible for,

* whether lenders financial covenants will be met, and

* your ability to grow your own business (buy new equipment, pay distributions to
owners, make acquisitions, hire key employees, fund your own retirement, etc.).
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These documents are the primary data used by lenders, vendors, shareholders, investors,
customers and future customers alike to determine if, when, and how much they want to

engage with you.

Would it surprise you to know that
that those business owners and
leaders who used their financial
statements as tools to improve and
grow their businesses retire younger
and wealthier than those who don’t?

Why then do many business owners fail to fully
utilize these statements as the essential tools
they are?

Many closely-held business owners think
putting together financial statements is
busywork and analyzing that information is
someone else's job. They are busy running

the business, not managing the reporting.
Most business owners are often selling, talking
to customers, managing projects, solving
problems, and more. These are important
activities.

Knowing what your financial statements are
saying about your business at any given time
helps you know which activities to prioritize and
what needs fixing. The most forward-looking
business owners understand that knowing their
numbers isn't a waste of time. They know that
their financial statements tell a very specific

story about their business, and they build their business strategy around that information.
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Understanding your numbers and improving the value of your business
are implicitly intertwined.

Every activity you undertake as a business owner is connected to finances. The more you
know about finance, the more insights you have about your business and what it is capable
of. The key operating components of your business are reflected in your financial statements
and they tell you what is working and what isn't. Essentially, your financial data tells you
which levers to pull, which plays to run, what antidote you need. Ultimately, the value of
your company is represented through your financial statements, and the money you receive
from the sale of your business will be determined by the data held within those financial

statements.

Understanding the information in your financials can be very frustrating if you don't know
what you're looking at. The good news is you don’t have to be a rocket scientist (or a
professional coach or a doctor) to become good at understanding the numbers on

your statements. It just takes a little time to get the gist of the terminology and what the
numbers mean. You will find that the effort to gain this understanding will pay huge rewards

to you, your employees and your family.

Whether you're in sales, marketing, manufacturing, purchasing,
accounting, operations or finance, you will be better at what
you do if you understand the numbers that reflect your
business. You'll be more credible, make better decisions, and
enjoy greater success if you can fully interpret your business’
financial statements!

Ready to gain the confidence you need to help your
business thrive? Read on.
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