
Most entrepreneurs are optimistic, if they weren't not many businesses would get started – 
after all it is hard work.   

However, there is one small problem with this optimism; small business owners have the 
tendency to think the next big idea is going be the thing that's going bring in piles of 
money.  That next idea is going be even bigger and better than the last idea. 

And while this is a fabulous trait because it is crucial to being a successful entrepreneur, it 
also puts business owners in a very bad situation.

Specifically that many will avoid taking care of their own personal finances, including 
retirement, in exchange for continual growth of the company.

So how do you create a dividing line between what your business needs to continue 
growing and what you need to create a solid financial future?

Well, I wish I could say there is a straight forward, clear answer, but it's just not possible as 
every business and life situation is different. 

But I'm going to give you some tips for figuring out what to take out, what to leave in, why 
you actually need to focus on taking money out and what you ultimately want from your 
business.

Purpose of your Business

Entrepreneurs tend to be a passionate lot, and often have a purpose or mission that goes 
with their business.   While this is great, many times we forget that there is one other very 
important purpose for our business – to create a living and financial independence for 
ourselves.   

How to Know When to 
Pay Yourself 
(without feeling guilty) So, with that in mind, every time you're making a financial decision for your business 

remind yourself that in addition to all the wonderful things that your business is creating 
for others, its other purpose is to take care of you and your financial needs. 

There are two ways to ensure that your business is taking care of your financial needs.  The 
first way is to pay you a salary that is enough to cover our needs and also begin to create 
wealth by withdrawing profits.  The second way is that our business can be structured and 
run in a way that the sale of the business after we are done will increase our net worth.

For the purposes of this guide, we will focus on the first way that your business supports 
you.

Why You Need to Take Profits Out

Why do you need to take out money and filter it back into your personal accounts?

Ultimately, you want to ensure that when you are done working that you have the means to 
take care of yourself and your family.   When you're self-employed you don't have the 
benefits of a pension, or somebody else having set up a 401k plan for you. 

Nobody has taken care of the retirement stuff for you, and if you haven't been paying 
yourself a salary, you might not even have social security available to fall back on (if it is 
even still around).  Thus it's crucial to your future self to have some sort of retirement plan 
set up or that you have created wealth to live off of.  

Most entrepreneurs believe that they're never going to stop working or they are happy the 
way they are.  You need to plan for this because burnout, disabilities and changing markets 
can interrupt your plans to keep working.  We may want to work forever and life might not 
have that plan for you.  

You don't know what your life holds in the next 20, 25 years. And I know way too many 
entrepreneurs and regular everyday people who didn't plan because they thought they 
were going to be fine and work forever, and suddenly found they we're not physically or 
mentally able to do so. 

So you need to get saving for your retirement and life after business. 

Pay Yourself a Salary

The first thing to focus on is paying you a regular salary.   I know this seems like a “duh” type 
of issue, yet I know a lot of business owners that are not doing this, or are not doing this 
properly. 

Depending on the structure of your business, this might be referred to as an owners draw.  
(There are too many ways requirements for different structures, so we are going to refer to 
them all as a salary.  For more on the differences check out this article on Intuit's Website:
blog.intuit.com/money/salary-or-draw-how-to-pay-yourself-as-business-owner/)

Your business should be able to pay you a regularly-scheduled salary, instead of you taking 
out money when you need rent, or when your husband's or your partner's income isn't 
covering the expenses.  

I know this can be hard, but without a managers/employee salary being accounted for if 
you were to try and sell your business, it will not be worth as much.  

One of the things that a buyer will look at is if the profit numbers include a salary for 
somebody to manage it? If it does not, then they may need to hire someone and that will 
cut into the value of the company. 

Additionally, you need a “regular” income to be able to plan your personal finances.

So make sure that you've built this salary into the business budget and that it is something 
that you honor and stick to.

So how do you come up with how much to pay yourself ?   

You have a few alternatives depending on what stage of business you are in.  
- Base your salary on what you could make at another job. For example, if you're a 
virtual assistant and you're working part-time, how much could you make being an 
assistant at a local business part-time? 
- Pay yourself a manager's salary.  For example if you are a website developer, what 
would you make if you were a manager at a company doing the same thing?

- Take a percentage of revenues. For example, if you are a coach then you could take 
fifty percent of coaching fees.  
- What would you pay someone to come in and do your job?

This is something that you may want to figure out with your CPA. They can be very helpful 
because they have an inside view of what other businesses are doing and what might be a 
good salary for your business.

If your business is newer, keep in mind that this does not have to be the full salary you 
would eventually like to have.  Select a pay that will help you get into the practice of 
budgeting that into your plans for the business and grow it over time.

Also note, if your business is not making any money and you are in the startup stages this 
does not always apply.  You need to be making money for this to be able to work.  

Withdrawing Money to Create Wealth

The next step with your business should be to take out some profits to begin creating 
wealth outside of your business.  This requires deciding whether to take money out or to 
reinvest into your company so it can continue to grow.  

There is no right answer to this, but here are some thing to help you make your decision.  

For reinvestment purposes, you need to decide: Are you happy with your current growth? 
Do you want to grow more?  At what pace do you want to grow? 

And then if you're a product-based business: Do I want to add a product? Do I need to 
continue to develop my product? 

Now, the answer to these questions will dictate how much money you put back into the 
business.   If you're perfectly happy with where the business is, you have more clients than 
you can handle, and you're happy, and then start taking the money out and start improving 
your personal finances. (Follow up emails will help you understand the basics of personal 
finance that you need to cover).

However, if you would continue to like to grow or you want to expand upon your products, 

the next step is to determine how much to leave in the business and how much to take out.   

From a product perspective a common method for research and development budgets, is 
to commit a percentage of revenue to this budget item.  You will find most major 
companies such as Johnson & Johnson, Proctor & Gamble, and Con Agra – the large 
companies that have a research department— use a fixed percentage to determine how 
much that gets put back into R&D.  You might try this approach by taking 10% (or 
whatever you decide is right for you) and that goes into your budget into the R&D category.

A quick example would be:  Your revenue is 100,000 so your R&D/growth budget would be 
$10,000 (10% of your revenue).

For a service based business you could use the same approach where you are continually 
putting money towards creating new services.  You also have the ability to take new 
services on a one by one basis, and budgeting them in as they come up.  

If you are more concerned about training and development than growing offerings, you 
can also add in a development category in your budget.  Thus when you need to learn a 
new skill, or learn about the latest social media tool, you'll have a preset amount that you 
can spend.  

If you do not budget for these expenses then you might end up wasting profit, because the 
funds have not been planned out in advance.  

All remaining profits should come out of the business and into your pocket!  

While none of these decisions are ever easy to make and there's lots of different right 
decisions, taking time the to understand your numbers and what you and your business 
needs in the future will leave both of you in a stronger position. 

Need more information on how to actually start keeping track of your number if you are 
not currently?  Check out this article I wrote on Ways to Track Your Business Finances:
www.takeasmartstep.com/track-small-business-expenses-income/

If you need personalized help you can check out my financial coaching services at 
TakeASmartStep.com/services

www.takeasmartstep.com
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So make sure that you've built this salary into the business budget and that it is something 
that you honor and stick to.

So how do you come up with how much to pay yourself ?   

You have a few alternatives depending on what stage of business you are in.  
- Base your salary on what you could make at another job. For example, if you're a 
virtual assistant and you're working part-time, how much could you make being an 
assistant at a local business part-time? 
- Pay yourself a manager's salary.  For example if you are a website developer, what 
would you make if you were a manager at a company doing the same thing?

- Take a percentage of revenues. For example, if you are a coach then you could take 
fifty percent of coaching fees.  
- What would you pay someone to come in and do your job?

This is something that you may want to figure out with your CPA. They can be very helpful 
because they have an inside view of what other businesses are doing and what might be a 
good salary for your business.

If your business is newer, keep in mind that this does not have to be the full salary you 
would eventually like to have.  Select a pay that will help you get into the practice of 
budgeting that into your plans for the business and grow it over time.

Also note, if your business is not making any money and you are in the startup stages this 
does not always apply.  You need to be making money for this to be able to work.  

Withdrawing Money to Create Wealth

The next step with your business should be to take out some profits to begin creating 
wealth outside of your business.  This requires deciding whether to take money out or to 
reinvest into your company so it can continue to grow.  

There is no right answer to this, but here are some thing to help you make your decision.  

For reinvestment purposes, you need to decide: Are you happy with your current growth? 
Do you want to grow more?  At what pace do you want to grow? 

And then if you're a product-based business: Do I want to add a product? Do I need to 
continue to develop my product? 

Now, the answer to these questions will dictate how much money you put back into the 
business.   If you're perfectly happy with where the business is, you have more clients than 
you can handle, and you're happy, and then start taking the money out and start improving 
your personal finances. (Follow up emails will help you understand the basics of personal 
finance that you need to cover).

However, if you would continue to like to grow or you want to expand upon your products, 

the next step is to determine how much to leave in the business and how much to take out.   

From a product perspective a common method for research and development budgets, is 
to commit a percentage of revenue to this budget item.  You will find most major 
companies such as Johnson & Johnson, Proctor & Gamble, and Con Agra – the large 
companies that have a research department— use a fixed percentage to determine how 
much that gets put back into R&D.  You might try this approach by taking 10% (or 
whatever you decide is right for you) and that goes into your budget into the R&D category.

A quick example would be:  Your revenue is 100,000 so your R&D/growth budget would be 
$10,000 (10% of your revenue).

For a service based business you could use the same approach where you are continually 
putting money towards creating new services.  You also have the ability to take new 
services on a one by one basis, and budgeting them in as they come up.  

If you are more concerned about training and development than growing offerings, you 
can also add in a development category in your budget.  Thus when you need to learn a 
new skill, or learn about the latest social media tool, you'll have a preset amount that you 
can spend.  

If you do not budget for these expenses then you might end up wasting profit, because the 
funds have not been planned out in advance.  

All remaining profits should come out of the business and into your pocket!  

While none of these decisions are ever easy to make and there's lots of different right 
decisions, taking time the to understand your numbers and what you and your business 
needs in the future will leave both of you in a stronger position. 

Need more information on how to actually start keeping track of your number if you are 
not currently?  Check out this article I wrote on Ways to Track Your Business Finances:
www.takeasmartstep.com/track-small-business-expenses-income/

If you need personalized help you can check out my financial coaching services at 
TakeASmartStep.com/services
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Most entrepreneurs are optimistic, if they weren't not many businesses would get started – 
after all it is hard work.   

However, there is one small problem with this optimism; small business owners have the 
tendency to think the next big idea is going be the thing that's going bring in piles of 
money.  That next idea is going be even bigger and better than the last idea. 

And while this is a fabulous trait because it is crucial to being a successful entrepreneur, it 
also puts business owners in a very bad situation.

Specifically that many will avoid taking care of their own personal finances, including 
retirement, in exchange for continual growth of the company.

So how do you create a dividing line between what your business needs to continue 
growing and what you need to create a solid financial future?

Well, I wish I could say there is a straight forward, clear answer, but it's just not possible as 
every business and life situation is different. 

But I'm going to give you some tips for figuring out what to take out, what to leave in, why 
you actually need to focus on taking money out and what you ultimately want from your 
business.

Purpose of your Business

Entrepreneurs tend to be a passionate lot, and often have a purpose or mission that goes 
with their business.   While this is great, many times we forget that there is one other very 
important purpose for our business – to create a living and financial independence for 
ourselves.   

So, with that in mind, every time you're making a financial decision for your business 
remind yourself that in addition to all the wonderful things that your business is creating 
for others, its other purpose is to take care of you and your financial needs. 

There are two ways to ensure that your business is taking care of your financial needs.  The 
first way is to pay you a salary that is enough to cover our needs and also begin to create 
wealth by withdrawing profits.  The second way is that our business can be structured and 
run in a way that the sale of the business after we are done will increase our net worth.

For the purposes of this guide, we will focus on the first way that your business supports 
you.

Why You Need to Take Profits Out

Why do you need to take out money and filter it back into your personal accounts?

Ultimately, you want to ensure that when you are done working that you have the means to 
take care of yourself and your family.   When you're self-employed you don't have the 
benefits of a pension, or somebody else having set up a 401k plan for you. 

Nobody has taken care of the retirement stuff for you, and if you haven't been paying 
yourself a salary, you might not even have social security available to fall back on (if it is 
even still around).  Thus it's crucial to your future self to have some sort of retirement plan 
set up or that you have created wealth to live off of.  

Most entrepreneurs believe that they're never going to stop working or they are happy the 
way they are.  You need to plan for this because burnout, disabilities and changing markets 
can interrupt your plans to keep working.  We may want to work forever and life might not 
have that plan for you.  

You don't know what your life holds in the next 20, 25 years. And I know way too many 
entrepreneurs and regular everyday people who didn't plan because they thought they 
were going to be fine and work forever, and suddenly found they we're not physically or 
mentally able to do so. 

So you need to get saving for your retirement and life after business. 

Pay Yourself a Salary

The first thing to focus on is paying you a regular salary.   I know this seems like a “duh” type 
of issue, yet I know a lot of business owners that are not doing this, or are not doing this 
properly. 

Depending on the structure of your business, this might be referred to as an owners draw.  
(There are too many ways requirements for different structures, so we are going to refer to 
them all as a salary.  For more on the differences check out this article on Intuit's Website:
blog.intuit.com/money/salary-or-draw-how-to-pay-yourself-as-business-owner/)

Your business should be able to pay you a regularly-scheduled salary, instead of you taking 
out money when you need rent, or when your husband's or your partner's income isn't 
covering the expenses.  

I know this can be hard, but without a managers/employee salary being accounted for if 
you were to try and sell your business, it will not be worth as much.  

One of the things that a buyer will look at is if the profit numbers include a salary for 
somebody to manage it? If it does not, then they may need to hire someone and that will 
cut into the value of the company. 

Additionally, you need a “regular” income to be able to plan your personal finances.

So make sure that you've built this salary into the business budget and that it is something 
that you honor and stick to.

So how do you come up with how much to pay yourself ?   

You have a few alternatives depending on what stage of business you are in.  
- Base your salary on what you could make at another job. For example, if you're a 
virtual assistant and you're working part-time, how much could you make being an 
assistant at a local business part-time? 
- Pay yourself a manager's salary.  For example if you are a website developer, what 
would you make if you were a manager at a company doing the same thing?

- Take a percentage of revenues. For example, if you are a coach then you could take 
fifty percent of coaching fees.  
- What would you pay someone to come in and do your job?

This is something that you may want to figure out with your CPA. They can be very helpful 
because they have an inside view of what other businesses are doing and what might be a 
good salary for your business.

If your business is newer, keep in mind that this does not have to be the full salary you 
would eventually like to have.  Select a pay that will help you get into the practice of 
budgeting that into your plans for the business and grow it over time.

Also note, if your business is not making any money and you are in the startup stages this 
does not always apply.  You need to be making money for this to be able to work.  

Withdrawing Money to Create Wealth

The next step with your business should be to take out some profits to begin creating 
wealth outside of your business.  This requires deciding whether to take money out or to 
reinvest into your company so it can continue to grow.  

There is no right answer to this, but here are some thing to help you make your decision.  

For reinvestment purposes, you need to decide: Are you happy with your current growth? 
Do you want to grow more?  At what pace do you want to grow? 

And then if you're a product-based business: Do I want to add a product? Do I need to 
continue to develop my product? 

Now, the answer to these questions will dictate how much money you put back into the 
business.   If you're perfectly happy with where the business is, you have more clients than 
you can handle, and you're happy, and then start taking the money out and start improving 
your personal finances. (Follow up emails will help you understand the basics of personal 
finance that you need to cover).

However, if you would continue to like to grow or you want to expand upon your products, 

the next step is to determine how much to leave in the business and how much to take out.   

From a product perspective a common method for research and development budgets, is 
to commit a percentage of revenue to this budget item.  You will find most major 
companies such as Johnson & Johnson, Proctor & Gamble, and Con Agra – the large 
companies that have a research department— use a fixed percentage to determine how 
much that gets put back into R&D.  You might try this approach by taking 10% (or 
whatever you decide is right for you) and that goes into your budget into the R&D category.

A quick example would be:  Your revenue is 100,000 so your R&D/growth budget would be 
$10,000 (10% of your revenue).

For a service based business you could use the same approach where you are continually 
putting money towards creating new services.  You also have the ability to take new 
services on a one by one basis, and budgeting them in as they come up.  

If you are more concerned about training and development than growing offerings, you 
can also add in a development category in your budget.  Thus when you need to learn a 
new skill, or learn about the latest social media tool, you'll have a preset amount that you 
can spend.  

If you do not budget for these expenses then you might end up wasting profit, because the 
funds have not been planned out in advance.  

All remaining profits should come out of the business and into your pocket!  

While none of these decisions are ever easy to make and there's lots of different right 
decisions, taking time the to understand your numbers and what you and your business 
needs in the future will leave both of you in a stronger position. 

Need more information on how to actually start keeping track of your number if you are 
not currently?  Check out this article I wrote on Ways to Track Your Business Finances:
www.takeasmartstep.com/track-small-business-expenses-income/

If you need personalized help you can check out my financial coaching services at 
TakeASmartStep.com/services
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