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[All quotations in bold font are from the works of L. Ron Hubbard.]

“Make lots of money. Spend it frugally.

“Solvency depends on how you handle things, not on how much you
have. Micawber, in David Copperfield, said that if you had twenty-one
shillings and spent a pound you had happiness. But that if you had
nineteen shillings and spent a pound, you had misery! A pound being
twenty shillings, that’s all there is to solvency.

“If you have to spend a million dollars, then you better make one
million one hundred thousand first. And then make sure you don’t
spend one million two hundred thousand.”

• Many years ago when I was a young man, my then father-in-law was in
the oil business in the little town of Great Bend, Kansas. He was an ornery
cuss and difficult to get along with. Regardless of his abrasive personality, I
had to respect the way he handled money and wealth. He started out very
poor and by the time of his death at the early age of 64 he was a
multimillionaire. Note: He was flying his 2-seater Cessna when it apparently
nose-dived into the ground, killing himself and his passenger.

His little empire was comprised primarily of a drilling company, the true
love in his life. (A drilling company contracts out its equipment and crew
to drill wells for oil companies.) He had 5 shallow-depth drilling rigs and
several acres of post-production equipment, maintenance equipment,
buildings, sheds, trucks, and other such mechanical contraptions. The most
impressive thing about all this was simply that everything on this property,
including the property itself, was owned outright 100%. Every rig and every
piece of anything you could find was paid for.



He spent less than he made. And when he made a lot more he paid things 
off to keep his overhead from getting out of control.

You would never know by looking at him that 
he was a multimillionaire. He lived in a virtual 
shack. He dressed like every other man his 
age. He wasn’t particularly stylish. He owned 
a Cadillac and a Mercedes. The Cadillac 
was his work vehicle and the Mercedes was 
his drive-around-town car. These vehicles 
and his Cessna were the only hints that he 
had money.

This sort of frugality is what differentiated him from his competitors. Each 
one of them also had acres full of equipment and property but every 
single one of them had bank notes on the rigs, the trucks, post-production 
equipment and the real estate they sat on. Their overhead was enormous.

One day the price on a barrel of 
oil began crashing. And this had a 
destructive effect on the oil industry. 
Wells that were already producing oil 
were forced to drop their prices and 
profits from these wells began to drop 
significantly. Some oil men decided 
to cap their wells in the effort to stop 
selling their oil until prices went back 

up. Others could not take such an economic hit as their overheads required 
a continuing cash flow from their wells even if they resulted in less profit.

What happened that affected the drilling business was simply that oil 
companies significantly reduced the amount of new well drilling. Less oil 
exploration and less drilling meant that drilling contractors had drilling rigs 
not being used. In a very short period of time, drilling contractors began 
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filing for bankruptcy. Then the banks who had loaned all the money for the 
rigs started going bankrupt and closing.

For my father-in-law, it simply meant less and less competition. He had 
paid off all his bank notes and kept his overhead as low as possible. Less 
competition meant he was able to 
increase his share of the drilling market 
in that portion of the world. Those oil 
companies that still wanted to drill new 
wells (and there were still a number 
of them that did) found and used his 
drilling rigs. He made it through that 
economic depression without having to lay down one rig. So his business 
grew while most of his competition got smaller or entirely disappeared.

Is this a good way to manage the finances for your business? You bet it is.

• At one point in my life I paid for 
anything I purchased with cash. If I 
couldn’t buy it outright I didn’t purhcase 
it until I had the funds to do so. I didn’t 
have any credit cards. I had zero debt 
and was very proud of this fact.

Several years later I needed to 
purchase a washing machine and 

dryer and decided to not do this with cash. I was disapproved for credit on 
the basis that I had no credit. It wasn’t that I had bad credit. I simply had 
NO credit. And the reason I had no credit was because I had no debt. To 
obtain credit I had to become indebted and then demonstrate my ability to 
pay the debt. This doesn’t mean exclusively “pay the debt off.” One can 
obtain great credit by simply not missing any payments or defaulting on any 
loan.
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So I applied for a credit card (and had a 
difficult time with that, too, because I had no 
debt). I was nervously approved for a high 
interest card. So I took it, purchased things 
I knew I could pay off quickly and then paid 
for them before accruing much interest. I 
wound up with excellent credit after a while.

Next thing I knew the banks were 
throwing credit cards my way. They were 
competing with each other to obtain my 
debt so they could charge me interest 
and profit from my indebtedness. To 
compete, they began offering super-
low interest rates, no interest for 3 or 6 
months, etc. I accepted many of them 
and managed them very carefully. 
Everyone was happy.

I always paid more than the minimum payment required. I never missed 
a payment. I never got behind. I was, in my humble opinion, the ideal 
customer for any bank.

Then one day I got a letter from one 
of these credit card banks. It said that 
a negative credit report had been 
received and that they were increasing 
my interest rate to 29.99 percent. They, 
of course, could not tell me what the 
negative report was – I’d have to get it 
from the agency that issued the report.
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It took 3 days to get that report and in that time all my other credit cards 
had followed suit.

The negative report that had these banks lunging at my throat did not say 
that I had defaulted on anything. It did not say that I was delinquent in my 
payments. All it said was that I HAD TOO MANY CREDIT CARDS!

I paid off every one of those cards and refused any further communication 
with each of the banks involved.

I only buy what I can pay for. I do not fall prey to credit card mystique and 
temptation. And I’m doing fine.

The point here is that the world 
has gone crackpot economics. The 
economic environments in which our 
businesses operate are fairly crazy. So 
why do the same thing?

If you want your business to have longevity in the middle of the madness 
that surrounds them, your financial policies must be simple and sound and 
rigidly followed. It all begins with generating income and spending less than 
you make.

• I briefly consulted a very 
largecompany in South Africa in 
1993.They manufactured hair-
careproducts – lots and lots and 
lotsof hair-care products. They had 
awarehouse that was larger than a 
football field.
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I was asked by the owner of this 
enterprise to attend a senior executive 
meeting in their boardroom. To my 
surprise, the topic under discussion 
was the cost of computerizing 
the company. I had incorrectly 
presumed that a company of this 
size, with thousands of products 
being warehoused and sold, was 
computerized. I was flabbergasted.

These guys had done a very thorough study of equipment and software 
that would have to be purchased. This took nearly an hour to get through all 
this. The total cost was a little over one million dollars (equivalent in South 
African rand).

When finished with this discussion the 
owner asked for my thoughts on the 
matter. I replied that they absolutely 
needed to computerize the business 
top to bottom and that I was quite 
surprised that they had not already 
done this.

This resulted in big, smiling faces all 
around the conference table. “Great! 
We’ve already been talking to our bank 
about this and they have told us they 
would LOVE to give us a loan for the 
full amount. I can set up a meeting 
tomorrow!”
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I stood up and loudly proclaimed, 
“I SAID THAT YOU ABSOLUTELY 
SHOULD BE COMPUTERIZED -- I 
DID NOT SAY THAT YOU SHOULD 
BORROW MONEY FROM THE 
BANK TO DO SO!” This was an 
unwelcome communication to 
everyone except the owner. He was 
all smiles. Turned out the bank had 
been trying to get their hands in his 
pockets for many years.

To make a long story shorter:

I recommended that they play a game each week with the entire company 
to generate income and drive it higher and higher above their make-break 
point so that a chunk of money could be set aside for the computerization 
project and to continue this until they had the cash to pay for the project 
without borrowing a cent. These executives growled a bit but seeing how 
much the boss liked it, they finally agreed.
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The company income soared with this game. On a statistic graph you 
could see a steeply rising trend that went on and on week after week. It 
took less than a year to win that game. The company got computerized 
without becoming indebted to the bank. Reportedly, it was one of the most 
rewarding and fun periods in the history of the company.

__________

Since the 1970’s the average debt in the US has skyrocketed. Most 
businesses (and individuals) consider debt from loans and credit cards a 
normal and even essential element of financial survival. The truth is the 
exact opposite. 
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“Survival of an organization depends on solvency.

“Solvency depends on making more than you spend.”

The first step to solvency is to become aware that the prevalent debt-is-
normal idea is wrong-way think. You’ve taken your first step!

  Written by
  Bill Johonnesson
  Board Chairman
  Effective Business Management

If you are interested in more Free eBooks on
business management topics, click here:

effectivebusinessmanagement.info/ebook-toc
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