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6 Big Problems You Will Face If You Don't Understand
Your Accounts

If you run a business, your accounts aren’t “just paperwork” ... they’re your dashboard! They tell you what'’s
working, what’s leaking money, and what you can safely afford. And yet many business owners operate
with a vague sense of “we’re doing okay” until something snaps — a sudden tax bill, a cash crunch, or a
frightening letter from the bank.

Here’s the uncomfortable truth: you can be busy, popular, even growing ... and still be heading into big
problems if you don’t understand your accounts!

If you'd like to learn more about accounts, we've got a couple of jargon busting articles that will help:
e Balance Sheets and Cash Flow
e The Profit & Loss Account

This article isn’t about turning you into an accountant. It's about avoiding the most common, expensive
mistakes that happen when people don’t know what the numbers are really saying. Below are six big
problems that appear again and again - plus a short scenario for each, so you can recognise them in the
wild.

1) You Mistake Profit For Cash
And you get blindsided
One of the most dangerous misunderstandings is believing that profit means you have money in the bank.

Profit is an accounting measure. Cash is what pays the wages, rent, suppliers, and tax. If you only look at
“are we profitable?” you can be doing well on paper while your bank balance quietly heads towards zero.
This tends to happen in businesses with invoices, deposits, staged payments, or long payment terms. You
might have revenue booked, but not actually received. Or you’ve bought stock and paid suppliers weeks
before you get paid yourself. The accounts will show a healthy position — right up until you can’t meet next
week’s payroll.

Scenario:

A marketing agency has a strong month: $45,000 invoiced. The owner feels confident and upgrades
software, hires a contractor, and finally pays themselves properly. But most of those invoices are on 30-day
terms and two clients pay late. In the same month, the agency pays some tax, wages, and supplier costs.
Within weeks the bank balance collapses, even though the agency was technically “profitable.” The owner’s
shocked: “But we had a great month!”

If you don’t understand how your accounts connect to cash flow, you'll keep repeating this cycle - and
eventually the business simply won’t survive it.
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2) Your Prices Are Too Low
And You Unknowingly Work For Nothing

Pricing is not just “what the market will bear” or “what feels fair.” It's maths. And if you don’t understand
your accounts, you won'’t truly know your costs.

Lots of businesses price using guesswork, or what their competitors charge, then wonder why there isn't
enough money left at the end of the month. Often they’re forgetting hidden costs: software, admin time,
refunds, wastage, travel, insurance, interest, downtime, management hours ... you get the picture ... but
it’s this unglamorous stuff that keeps the wheels turning.

Your accounts are what reveal reality. They show your gross margin (what’s left after direct costs), your
overheads, and what profit is actually possible. Without this, you can be busy all year and still be broke.

Scenario:

A trades business charges $250 per job. It seems good: $250 in, a bit of materials, and you’re done. But
the accounts reveal something else. After fuel, materials, tool replacement, insurance, van servicing,
callbacks, and the owner’s unpaid admin time, the true margin is tiny. The company is busy six days a
week and still has nothing set aside for tax. The owner assumes they need “more customers”, but the real
issue is pricing.

Understanding accounts helps you see whether you have a sales problem... or a maths problem.

3) You Forget About Tax

Taxes become nasty surprises instead of predictable costs
Tax shouldn’t create a panic attck!

Yet for many business owners, tax returns arrive like an ambush. The reason is simple: they don't
understand how profits translate into tax, or how timing works. And if you don’t understand your accounts,
you can’t plan.

Even more damaging is when people treat money in the business bank account as “available.” In reality,
some of it is already owed — to suppliers, or future liabilities ... or tax.

A basic grasp of your accounts helps you forecast. It helps you separate “real money” from “already
promised money.” And it stops tax from becoming a recurring crisis.

Scenario:

A small e-commerce store has a brilliant run-up to Christmas. The owner sees $80,000 sitting in the
business account and decides to order more stock and upgrade the website. Months later a tax bill arrives,
then corporation tax follows. They scramble for cash, take a short-term loan, and pay interest — all
because they didn’t understand that part of that $80,000 wasn't theirs to spend.

This is how businesses end up trapped in the treadmill: always working, always selling... always stressed.
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4) You Don’t Spot Problems Early
And they become emergencies

Accounts are like a health check. You might not love them, but they reveal problems - even big problems -
while there’s still time to act.
When you don’t understand them, you lose early warning signals such as:

e margins tightening

e overheads creeping up

e aproduct line that’'s quietly unprofitable

o customer payment delays becoming “normal”
e debt rising while sales stay flat

Instead, you find out when something breaks - a supplier cuts you off, a key staff member leaves, a loan
repayment becomes impossible, or the bank starts asking awkward questions.

Understanding accounts doesn’t prevent problems. But it gives you time to react calmly, rather than
panicking.

Scenario:

A service business keeps growing revenue year after year. The owner feels proud. But the accounts (which
they don’t read) show that costs are rising faster than sales — subcontractors, software, refunds, staff
churn. Profit is falling. Eventually a quiet squeeze becomes a full-blown crisis: the owner can’t pay
themselves, and cash runs out unexpectedly. The truth was there months earlier, but it went unnoticed
because “turnover looked good.”

You will have heard it before: Turnover is vanity. Profit and cash are sanity.

5) You Don’t Know What You Can Afford

And you make bad decisions

Most business decisions are financial decisions in disguise.

Hiring. Expanding. Buying equipment. Running ads. Taking on a lease. Launching a new service.
Discounting. Entering a partnership. They all carry risk — and that risk is much easier to manage when you
understand the accounts.

If you don’t, decisions become emotional. You might invest when you can’t afford it, or avoid investing
when you actually could. Many businesses stay small not because the owner lacks ambition, but because
they don’t feel safe — and the accounts never give them clarity.

Your numbers should give you confidence. Not confusion.
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Scenario:

A training company considers hiring a sales person. The owner likes the idea but worries: “What if it doesn’t
work out?” They decide against it for two years. When they finally look properly at their accounts, they
realise they could have afforded it comfortably if they adjusted pricing slightly and reduced one
underperforming marketing channel. The cost of not understanding the accounts wasn't just stress - it was
missed growth.

On the flip side, plenty of owners hire too early and end up stuck with fixed costs they can’t carry. Either
way, not understanding accounts makes decisions less rational and more risky.

6) You Rely On Your “Gut Feel”

And you lose control of the business
This one is subtle, but it's absolutely huge...

If you don’t understand your accounts, you gradually stop being the person steering the business. You
become the person reacting to the business.

You might rely too heavily on a bookkeeper, an accountant, a business partner, or “whatever the bank
balance says.” And although professional support is valuable, you still need enough understanding to ask
sensible questions and make informed choices.

Otherwise, you can be misled — not necessarily by dishonesty, but by assumptions, misunderstandings, or
different priorities. It's your business, your risk, your family, your reputation. Outsourcing the bookkeeping is
fine, but outsourcing (or ignoring) the thinking is another thing altogether!

Scenario:

A business owner looks only at their bank balance. If it’s high, they relax. If it's low, they panic. They don’t
know whether the business is truly profitable, which services make money, or whether costs are under
control. A year later they realise a particular offering has been loss-making for months, and a large chunk of
the “good cash” was actually tax due. The business didn’t fail because it lacked customers — it failed
because the owner didn’t pay attention.

Understanding accounts isn’t about “liking spreadsheets.” It’s about keeping control.
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Final Thought: Accounts Aren’t There To Impress Anyone
They’re there to protect you!

Most business owners don’t want to become finance people. That's completely fair. But there’s a difference
between not wanting to do the books ... and not understanding what the accounts are telling you.

If you understand the basics, you’ll spot trouble earlier, make calmer decisions, and avoid the common
traps which create big problems that often wipe out otherwise successful businesses. You'll price more
confidently, manage cash more wisely, and stop being surprised by taxes.

Most importantly, you'll feel less like you’re guessing.

Because in business, guessing is expensive!

Other articles in this series (click to visit):
Small Business Accounting Glossary (Part 1): Profit & Loss Jargon Buster

Small Business Accounting Glossary (Part 2): Balance Sheet & Cash Flow Jargon Buster

How to Use Your Balance Sheet to Fix Cash Flow Problems

7 Reasons Why a Balance Sheet Isn't Boring

This is a PDF version of the article titled 6 Big Problems You Will Face If You Don't Understand Your Accounts

For more resources, please feel free to visit our blog at https://www.zandax.com/zandax-blogs

The LEGAL BIT...

This document is provided by ZandaX for general information purposes only and does not constitute professional
advice. It also contains opinions which you may not agree with. While every effort is made to ensure accuracy at the
time of writing, we accept no responsibility whatsoever for any actions taken (or not taken) based on this content.
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