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INTRODUCTION 

If you are girding yourself for this Forensic Diagnostic it is because you are uncomfortable 

with where your business is heading, or you feel your business could be doing better.  It may 

be taking up far too much of your time, like 7 days a week.  You may have completed “7 

Clues to a Profit Leak” and found that further forensic investigation is indicated.  Where to 

start? 

Chances are the underlying factor is a profit leak.  And the whole difficulty with profit leaks is 

that they may not be particularly visible.  If they were, leaking profits from the business in 

plain sight to you or anyone else, you would have acted immediately to do something about it.  

But if there may well be a profit leak you have to track it down.   

Essentially there are five areas in which you need to look for profit leaks.  They are: 

1. Sales 

2. Prices and Margins 

3. Cost of Sales 

4. Overheads 

5. Productivity. 

So let’s have a brief look at them.  

Sales? How can sales be costing you profits?  Well, they can be if you are putting your 

efforts into selling into markets that may not be as profitable as others.  Such sales have an 

opportunity cost, not so much profits dripping from the business as profits not dripping into the 

business.  Or they may be sales that take more time and effort to achieve.  They may also be 

reflected in your success rate converting enquiries into sales.  

Pricing is always a problem, a profit leaking paradox – are you charging the prices you 

could, or should?  Many businesses leave money on the table by not charging the prices they 

could, usually out of fear of losing sales.  And they set prices without regard to their overall 

marketing strategy.   

Cost of sales are the other part of margins which determines your Gross Profit.  And 

remember it is the volume of Gross Profits that determines your overall profitability, not the 

volume of sales.  Can purchasing be improved?  Are all variable costs included in the cost of 

sales and hence recovered against the sale?  Some product lines or services may be less 

profitable than others.   

A lot of your costs will be Fixed Costs i.e. they are unlikely to vary much with the volume of 

sales.  Sometimes they are known as Administration Costs or Overheads.  Do you know how 

much it costs you to stay open each day?  Lowering the Fixed Costs will lower the amount 

you have to sell (at a given Gross Margin) to break even.  Everything after that is profit!  But 
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many overheads must be maintained at reasonable levels - cutting them out entirely may be 

disadvantageous to the business.   

Improving productivity really means "Can we get more profit from our assets and from our 
people?"  Consider the "Working Capital Cycle" and how efficiently money is being used.   

Opportunities for improvement in productivity may also lie in reducing errors and waste 

(have you measured these?) and improving systems and processes.  

The workbook is designed to help you gain an insight into your business and to provide some 

information which will assist you in determining where those profit leaks might be. 

When you have completed all the questions you can answer, and of course the more details 

you can provide the better, the more likely you will be able to drill down to where the leak or 

(horror) leaks, might be draining profits from your business.  

By completing this Forensic Diagnostic you will have a clearer picture of your business and 

the opportunities for improvement.  

You may not be able to answer some questions.  It is not a matter of being right or wrong, just 

telling it as it is in your business.  Don’t get frustrated.  You are looking for opportunities for 

improvement, for finding profit leaks that may need plugging.  The fact that you cannot 

answer a particular question is just another guide to you, identifying a gap that should be 

closed. 

Remember, you have the opportunity to contact me to clarify any question.  I will respond by 

telephone or email. 

At the end of the Diagnostic you will have developed a clearer picture of your business and a 

deeper understanding of how all the elements work together to build a successful business. 

The road to success is paved with good information.  If you don’t have the information you 

don’t what or where to change. 

Take your time, and be honest with yourself.  That may be a painful exercise at times but “no 

pain, no gain”. 

You may want a second opinion! 

You may want to revisit the optional bonus to for a one hour consultation to discuss your 

findings or take up the second option for me to develop a report for you based on your 

answers.   

Once I have analysed your answers under this second option I will develop a report which will 

give you a clear indication of the issues you may face to improve your profitability.  It will give 

you specific recommendations for action which you can follow.  

Once you have had time to consider my findings and recommendations, we will have a one-

hour tele-conference to discuss the findings and recommendations and give you an 

opportunity to clarify any aspect of the report. 

Note:  The form fields will expand with your typing.  
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Some Background 

1 Discuss how and why your business started:  

 

 

 

 

Sets the scene.  

2. What strategies have you used to develop and grow your business?   

 

 

 

 

 

 

Provides clarification of the steps taken to date.  

Company Profile 

 

Business Name        

 

Location & Address:        

 

Ownership:         

 

Established:        

 

Industry:         

 

Typical Goods/Services:  
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Sales Turnover:        

 

Employees:         

 

Key Markets:    

 

 

 

Locations:         

 

Competitive Strengths: 

 

 

 

 

Core Competency (what do you have to be really good at to succeed in your market?) 
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Strategic Planning 

 

Business Vision:  

Without a clear understanding of where you are heading and what you hope to achieve with 

your business you will not be heading anywhere in particular.  

 

 

 

 

How do you measure your progress to achieve this?   

How do you know you are making progress to that destination? 

 

 

 

 

 

Business Mission:  

A business mission provides a clear statement of the business you are in.  As such it should 

specify the products or services, what is done with them and for which customers.  For 

example: 

“Small Business A develops small IT systems using Sharepoint Technology for Small and 

Medium Enterprises (SMEs) and Government Departments in XX.” 

 

 

 

 

 

Basis For Growth: 

Although there are a number of different ways of looking at this, the following can be useful: 

• Market penetration – concentrating on increasing sales of current products in current 

markets.  This growth is ultimately at the expense of competitors unless there is 

organic growth in the market. 

• Market development – selling current products into new markets.  These could be 

geographical, size, industry or any other classification not currently serviced. 

• Product development – developing new products for current markets. 
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Businesses can and do pursue more than one of these, often starting with one and then 

adding a second as the first starts to succeed.  Each needs to be backed by a different set of 

tactics. 

 

 

 

 

 

 

 

Sustainable Competitive Advantage, or Unique Selling Proposition:    

What are you selling?  “Customers don’t buy the product, they buy the result.”  You are 

selling a solution to their pain or need.  You can’t be unique to all markets, BUT you 

want/need to be in your target market. 

So you need to get their attention, persuade them as to the unique benefits you offer and 

give them no doubt that your solution will work for them.   

Have you noticed so often that businesses claim they offer “the solution”, a quite meaningless 

phrase which will do nothing for the prospective customer if you haven’t first identified the 

problem they face.  That is what gets their attention. 

Why will your solution work?  Because in the worst case scenario it will work.  And if it 

works in the worst case scenario then it will work for the customer. 

 

 

 

 

 

 

Key Functional Policies 

Marketing: 

 

 

 

Operations: 
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Human Resources: 

 

 

 

Finance: 

These are important in providing guidance and consistency in decision making.  Examples 

might include:  

• All sub-contractors will require a minimum of x year’s experience and qualifications no 

less than ….. 

• All orders will require 33.3% deposit. 
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Operations 

Rate the current status of your business in the following categories. 

Scale: + = very good or strong 0 = satisfactory or 
average 

- =  poor or weak 

Tick the appropriate box. 

 + 0 - 
Business Plan    
Product or Marketing Strategy    
Competitiveness    
Management and administration    
Employee development & training    
Research & development projects    
Marketing and sales    
Purchasing and buying criteria    
Production    
Distribution    
Customer service    
Systems & procedures    
Finances    
Financial management and control    
Future earnings and control    
TOTAL    

 

COMMENTS:   

 

 

 

 

 

 

 

 

Any more than 6 negatives then there are significant opportunities for improvement in the 

management and operation of your business, and profit leaks to plug. 
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Pricing & Gross Profit 

Prices have both financial and marketing implications.  This section looks at both. 

1. How do you set your prices?    

• What is your specific strategy:  

 

 

 

 

• Do you know & understand all your costs (e.g. true cost of labour)?           Yes /No  

• Are your prices in relation to your major competitors:  more /about the same /less  

2. How long since you increased prices overall?         6 months ,    1  year ,  2 years  

3 When was the previous overall price increase prior to the above?  

4. Do you offer discounts?                        Yes /No  

5. If yes, is this a standard practice?              Yes /No  

6. If yes, please give an example of how you use discounts:  

 

 

 

 

7. Do your management accounts record Cost of Sales against: 
Yes      No 

• major product/service lines                   

• departments or divisions                   

• different locations                    

•                           

• Total sales only                    
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8. Please check the box to indicate whether you include the following items in your accounts 

as a Cost of Sales, or Overhead/Administrative expense: 

 Cost of Sale Administrative 
Expense 

Freight in   

Freight out   

Office wages (salaries)   

Shop floor wages (e.g.. tradesmen)   

Sub-contracts   

Materials   

Parts & components   

Shop Floor consumables   

        

 

Profitability depends not so much on the volume of sales as on the volume of Gross Profits.  

Very often Gross Profits are not accurate as the Cost of Sales are not recorded properly.   

Similarly they are often not recorded against the products/services or customer groups which 

incur the costs.  These details can be of major assistance in identifying profit leaks. 
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Documented Systems and Procedures 

Are your systems and procedures documented and standardised throughout the 
business? 
 
Documented systems and procedures provide a sound foundation for business growth and 

success.  All the good businesses I have seen over the years, for example finalists in the 

Telstra Small Business Awards, have good systems and procedures.   

They need not be complex.  They should cover each functional area such as Operations, HR, 

Finance, Marketing and Administration 

 
 Yes No 
Operational Systems?   
Human Resources Systems?   
Finance Systems?  E.g. time/billing, purchasing, debtors, 
creditors, management reporting, KPI’s?  

  

Marketing Systems?   
 
 
2. How are communications handled if key personnel are not available?   
 
 
 
 
 
3. What is the typical degree of conformance between the procedures and practice?   
 
 
 
 
 
4. How easy would it be for the business to continue to operate without key personnel?  
 
 
 
 
 
 
5. Other Comments:   
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Product/Service Range (current) 

A useful guide in decision making for a business is to know where their sales come from, and 

where their profits come from.  These are not necessarily the same thing.  Some products 

and services will be more profitable than others. 

PRODUCT/SERVICE 
CATEGORY 

DESCRIPTION SALES - 
ANNUAL 

GROSS 
PROFITS 

    

1.  •       $      $      

2.  •       $      $      

3.  •       $      $      

4.  •       $      $      

5.  •       $      $      

6.  •       $      $      

7.  •       $      $      

 

The other issue to take into account is the 80/20 rule.  This says that the majority of sales will 

come from a minority of products.   

However the proportion of profits that come from these sales may vary, and ultimately it is 

profits you should be seeking to maximise, not sales. 

The solution to this problem lies in setting up a proper bookkeeping system which will record 

your sales, and costs, by Job Type as well as by Job.   
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Customer Focus 

Let’s learn a little about your customer, broken down by their major groups (e.g. government, 

mining, professionals, schools – or whatever your natural groups are).  The figures may not 

be as easy to obtain, but they give an important indication of where profit leaks may be 

occurring. 

Note that ‘Problems Facing Customer Group’ refers to problems they face that you may be 

able to solve, not the problems you have in dealing with them. 

CUSTOMER 
GROUPS 

PROBLEMS FACING 
CUSTOMER GROUP 

SALES GROSS 
PROFIT 

    

            

 

$      $      

            

 

$      $      

            

 

$      $      

            

 

$      $      

            

 

$      $      

            

 

$      $      

            

 

$      $      

 

When you think about it, customers make the buying decisions, and pay the bills.  So would it 

not be useful to know which customers are the most important to you.  Again you need to 

know this from a Sales perspective, and from a Gross Profit perspective.  And you will find 

the 80/20 rule also applies.   

Different groups of customers will have very different attributes.  However a ‘customer focus’ 

would identify the ‘customer’s problem’ and the ‘opportunity’ that creates for your business. 

Getting such figures is not as easy as identifying product/services sales and profits but your 

bookkeeper or accountant should be able to set up customer codes as well as product codes. 
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Once you have sales, (and profits) by your major customer groups as well as product groups 

you will be able to set up a very useful matrix of your customer/product segments for planning 

your business growth. 

 

Product 

Groups 

Customer Groups Total 

    

      

      

      

      

      

      

Total      
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Sales 

1. Average Sales Value 

Calculating the average sales value gives an indication as to whether the value of a sale is 

more important than the volume of sales. 

 
Current 

Year  Last Year 
Previous 

Year 
Sales Value $      $      $      

No. of transactions (by invoices or by actual 

transactions)                   

Average value per transaction $      $      $      

 

2. Customer Retention 

Repeat customers are worth more over time than an equal number of one-off customers.  You 

may not be able to work out this information but it would be helpful if you can. 

 
Current 

Year  Last Year 
Previous 

Year 
Total number of customers                   

Number of customers – 1 transaction only                   

Number of customers – 2 transactions only                   

Number of customers – 3 - 5 transactions                    

Number of customers – more than 5 

transactions                   

 

3. Quotation Success Rate 

Trends in enquiries, the number of quotations submitted, and their conversion or success rate 

can help identify issues in a business.  If your business does not receive formal enquiries or 

requests for quotation you may skip this section. 

 
Current 

Year  Last Year 
Previous 

Year 
Number of enquiries received                   

Number of quotations submitted                    

Number of successful quotations                   

 

 

 

Valued User
Typewritten Text

Valued User
Typewritten Text

Valued User
Typewritten Text

Valued User
Typewritten Text

Valued User
Typewritten Text
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4. Customer Complaints 

 
Current 

Year  Last Year 
Previous 

Year 
Number of customer complaints received                   

Number of complaints successfully resolved                   
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Employees 

Now we would like to look at your employees and their productivity. 

1. Employee Numbers 

 
Current 

Year  Last Year 
Previous 

Year 
Number of full time employees                   

Number of part-time employees                   

Number of casual employees                   

 

2. Available Hours per Employee Per Annum 

 Full 
Time 

Part 
Time 

Casual 

Total Weeks 52 52 52 
Holidays             Nil 
Sick leave             Nil 
Public Holidays             Nil 
Available Weeks                   
Hours per day                   
Days per week                   
Total Hours/person/year                   

    
Efficiency factor      %      %      % 

    
Available hours per employee                   

 

Note the Efficiency Factor. The reality is that we don't get 100% utilisation out of our people. 

They are not robots, clocking on and going straight to work, efficiently moving from one job to 

another without a break.  For trades allowance also has to be made for Non-Chargeable 

Hours per Day - Travel between Jobs, Call-backs, Paperwork, etc. 

 

3. Utilisation Rates 

Some businesses charge out labour, e.g. contractors, service work, repairs, professionals, 

health care etc.  Where this is done, the employees’ time is usually recorded on a timesheet 

or job card against each job.  We are interested in the proportion of available hours charged 

out against jobs. 

Take the last full year only. 
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Available 

Hours 
Hours 

Charged out 
Full time employees (hours/FTE x no. FTEs)             

Part time employees (hours/PT x no. PT)             

Casuals (hours/CE x no. CE)             

Note: FTE – Full Time Equivalent, PT – Part Time employees, CE – Casual employees 
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Financial Performance 

 
Current 

Year  Last Year 
Previous 

Year 
PROFIT & LOSS TATEMENT    

Income (Total Sales)                   

Other Income                   

Cost of Sales    

Purchases                   

Sub- Contract                   

Freight Paid                   

Other Costs of Sales                   

Total Cost of Sales                   

Gross Profit                   

General & Administration Costs    

Accounting & Legal Fees                   

Advertising & Promotion                   

Bad Debts                   

Bank Charges (excluding Interest)                   

Depreciation                   

Late Fees Paid                   

Office Supplies                   

Other General Expenses                   

Subscriptions                    

Occupancy Costs    

Cleaning                   

Rent                   

Repairs & maintenance                   

Other occupancy costs                   

Operating Costs                   

Communication (telephone, fax, internet)                   

Computers                    

Electricity                   

Insurance                   

Interest charges                   

Lease & hire purchase costs (excl vehicles)                   

Motor Vehicle costs                    

Printing & Postage                   

Stationery                   

Travel & Accommodation                   

Other Operating Costs                   
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Employment Costs    

Wages & Salaries                   

Superannuation                   

Training                   

Uniforms                   

Other Employment Costs                   

Total Expenses                   

Nett Operating Profit                   

 

BALANCE SHEET    

Debtors                   

Cash at bank                   

Inventory                   

Other Current Assets                   

Total Current Assets                   

Fixed Assets                   

Total Assets                   

Creditors                   

Bank overdraft & other short term finance                   

Other Current Liabilities                   

Total Current Liabilities                   

Long Term Liabilities                   

Total Liabilities                   

Net Worth (Shareholders Funds)                   

 

Some useful ratios: 

 
Current 

Year  Last Year 
Previous 

Year 
Short Term Risk    

Current Ratio: (Current Assets / Current 

Liabilities)    

Liquid Ratio: (Current Assets – Inventory/ 

Current Liabilities)    

Long Term Risk    

Debt to Equity: (Total Liabilities/Net Worth)    

Efficiency    

Debtors Days – how long it takes your debtors 

to pay (Debtors/Total Sales x 365)    
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Creditor Days – How long it takes you to pay 

your creditors (Creditors/Cost of Sales x 365)    

Inventory Turnover (Total Sales/Inventory)    

Profitability    

Gross Profit (Gross Profit/Total Sales)    

Nett Profit (Nett Profit/Total Sales)    

Return on Assets (Nett Profit/Total Assets)    

Note:  some of these ratios can be fine-tuned but they will give you an indication of how you 

are travelling.   

Look for both absolutes and trends. 
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Additional Resources 

Picture the Profit – 27 Practical Tips 

How to uncover the profits that lie hidden in your business 
And have the income and freedom to live the life you 
desire. 

20 year veteran of transforming small business profits reveals 27 practical 

steps you can take to uncover the profit leaks in your business and 

dramatically improve your profits. 

Does lack of profitability in your business cause you to feel: 

• Angry that you are working so hard for so little return; 

• Helpless because you don’t know where to start to fix the problem; 

• Frustrated because you know that you could do better in your business;  

• Discouraged because you seem to be going nowhere in your business, and your life; 

• Powerless because you can’t see the way forward. 

A little knowledge goes a long way in improving your business.  You will learn: 

• How profit leaks can drain hidden profits occur without you knowing; 

• How to make your marketing pump out profitable customers 

• Why understanding value is fundamental to setting your prices 

• How and what to measure in your business 

• How to fine tune your entire operation,  

So that your business finally begins to pump out the juicy profits it owes you, 

Picture the Profit introduces you to 27 simple, low cost, marketing and management “tweaks”, 

the ultimate small business owner’s guide to financial security and independence.  They hold 

the key to building a thriving, highly lucrative small business and an enviable lifestyle — full of 

freedom and harmony and personal satisfaction.  

In Picture the Profits I show you just how to implement these strategies to uncover the hidden 

profits in your business and plug the leaks draining those profits away. 

Format: pdf  

Price:  A$54 – a measly $2 per tip.  Value:  much, much more. 
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8 Tools To Increase Sales 
Business starts with a sale.  You can’t make a profit if you haven’t made a sale. 

Does your business need to have higher sales?  Are your sales, and the gross profits they 

deliver, sufficient to cover your overheads and leave something over for you?   

How are you going to achieve level of sales you need for your business?  

Without sales you don’t have a business.  Without sufficient sales you don’t 

have enough business. 

Could your business use more business? 

But do you find yourself struggling to get the sales you need because: 

• You don’t like selling, or you are uncomfortable selling – you needn’t be.   

• Selling is pushy and aggressive – yes, there are people out there like that, but you 

needn’t be.  If you are treating people as you would want to be treated when you 

have a problem, then you won’t be pushy and aggressive.  You will be giving rather 

than taking. 

• You don’t need to sell in your business, people buy – maybe, but are they the 

right sales with good profit margins?  Will they be loyal, repeat customers?   

Selling, done properly, will not be a struggle.  This seminar re-recording looks at eight tools 

you can undertake to increase sales.  Eight time-proven tools you can undertake without 

feeling uncomfortable, pushy or aggressive and achieve the level of sales your business 

needs. 

You don’t have to use every tool.  Each is complete in itself. 

Format: Video + MP3 + pdf 

Price: This webinar, a re-recording of a sales seminar, alone is worth over $200.  It is 

available to you as bonus for A$54. 
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Small Change, Big Result - How to Improve 
your Quotations & Proposal Success Rate 

Many businesses do not set prices at the retail level.  Instead they respond to 

requests for quotations or proposals.  Many, if not most, do not do this well, and 

costs them profits.   

In fact presenting proposals and quotations properly offers them the opportunity to 

differentiate themselves from their competitors. 

In doing so, they can increase their success rate and grow their sales and profits without 

creating more leads.   

Imagine if you could increase your turnover significantly by a small, no cost improvement 

in just one area of your business.   

And I’m not talking about increasing your marketing, changing your marketing message, or 

increasing the number of channels through which you promote your business. 

No, I’m suggesting changing just one thing.  Would that be worthwhile investigating, 

spending some time thinking through how it could be applied to your business? 

That one area is your success or conversion rate from the quotations, bids or proposals 

you submit.  Most small businesses have to submit some form of quotation or bid unless they 

are in retail. 

You know the value of your average sale.  What would be the impact on your bottom line if 

you could increase your quotation success rate from 30% to 40%, a 33.3% increase? 

This manual provides expert guidance on how to do so.   

Format:  pdf document + MP3 to listen to in the car or out exercising 

Price: A$75                                   Value: Even just one more sale will more than repay this 

investment. 



 

PROFITS LEAK DETECTIVE FORENSIC DIAGNOSTIC  PAGE 23 

About the Profit Leak Detective 

I have been supporting small and medium enterprises (SMEs) for over 20 years as a 

business consultant.  To do so I draw upon my many years’ experience at senior 

management levels in both the private sector and government.  This experience includes both 

manufacturing (aerospace, marine, farm machinery) and retail industries with responsibilities 

in general management, marketing and export.  My qualifications include B. Ag. Econ (UNE), 

MBA (UNSW) and a Diploma in International Marketing.   

Managing a small business (SME) is not always easy.  Do you: 

• Struggle with cash flow, profitability and available management time.   

• Know you work hard, and are a good operator in your area of business; but  

• Find that, because you are always busy, you lack the time to identify the key 

constraints on you and your business.   

• Suffer from profit leaks in the business which drain the profits you hope for.   

• As a result you work long hours, seven days a week and rarely have the time to enjoy 

what you do. 

If this is you, then you are the type of small business the Profit Leaks Detective assists.   

Some people promise solutions – I provide results!   

If you are a typical business owner or manager you started your business because you 

are good at what you do, and that has got you to where you are today.  But to keep building 

your business you may need guidance or assistance in areas in which you haven’t had the 

time or opportunity to develop expertise.   

For most small and medium businesses these may be developing a clear strategic direction, 

developing effective management systems and processes, understanding financial 

management, or how to effectively market your business and its products & services.   

Profitability is not optional!  Have a look at my "How to Improve Profits and Cash Flow 

Model" and other useful articles on www.profitsleakdetective.com site then contact me for a 

chat. 

Do you recognise yourself above – an owner operator who has built a business based on 

your expertise but find yourself struggling with cashflow, profitability and never enough time?  

That’s where we specialise – helping small and medium businesses overcome these burdens.  

Of course I don't know your business as well you do; nobody does and it would be 

impertinent of me to suggest otherwise.  What I do bring is knowledge of particular techniques 

and principles to find and plug profit leaks which can be applied widely to small businesses.  I 

have successfully worked with businesses across a wide range of industries, from tourism to 
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real estate, IT, engineering and manufacturing.  And every time I have been able to identify 

some opportunities for improvement which had a positive impact on the business. 

Many years of practical experience in business - hands-on direct management experience 

running a small business - enables me to bring you a deep understanding of how small 

business operates and the pressures you face.  

And I specialise in working with small businesses because I understand the issues they 

face, the need to have greater control over their business and to improve their quality of life.  

 

 

 

 

 

 

Is there something bugging about this page, something that is just not right, or 

that (horror) I spelt incorrectly? If so, let me know through the addresss below. And thank 

you!   

 

 

 

 

 

 

 

Adam Gordon, Profits Leak Detective 

TEL:61 2 6646 1474   FAX:61 2 6646 8617 

EMAIL:  tec@profitsleakdetective.co. 
 

 

© 2012 Copyright Adam Gordon, Profits Leak Detective   

 

http://www.profitsleakdetective.com/component/option,com_contact/Itemid,0/task,view/contact_id,3/
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