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Foreword 

This collection of tips to plug profit leaks is based upon the Profits Leak Detective newsletters for 

the last couple of years.  

They arise from my hands-on, getting into the forensics and working with small business owners 

and managers to find and plug profit leaks. Clients call me in when they are just plain unhappy with 

the way their business is progressing, and the lifestyle that leads to – harassed, stressed, not 

enough time to think about things, not enough time for the family, not enough time to take some 

pleasure in their life. 

Using these tips, I‘ve always been able to find some improvements, improvements which plug profit 

leaks and lead to a better lifestyle.  It‘s not rocket science, but that‘s what I do, and because I have 

been doing this for quite some time, I‘ve found ways to identify where the leaks might be and ‗solve 

the crime‘. You do the same thing in your business, because you‘re good at what you do. That‘s 

why you are in the business you are in. And I‘m in the business I‘m in. 

In writing them the picture I have been seeking to present is one of the potential profits in your 

business that could be leaking away but which, if plugged and accumulated, will make a dramatic 

difference to your overall profitability.  

These profit leak plugging tips are not rocket science, neither are they theoretical. They are 

practical, built upon over twenty years of working with small businesses to help them identify those 

areas of their business which are draining their profits, and devise ways to plug the leaks and build 

a better business. 

In that time I worked with metal fabricators, IT companies, tourism operators, transport companies, 

medical equipment service businesses, panel beaters, plumbers, not-for-profit organisations, arts 

organisations, sporting associations, marine service businesses, fibreglass product manufacturers, 

electricians, builders, construction companies, pest control businesses, consulting engineers, 

defence support, oil & gas support, aviation, horticulture; the list goes on and on. 

Those improvements have more than doubled some client‘s profits, and lead to even more 

significant growth in others. 



 

 

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 which 

can be applied widely to all small businesses. 

Take some action. Read all 27 tips, select just one or two, trial them, measure the before and after 

results.  Rinse and repeat. You WILL get results. 
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1.  What is a profit leak? 

I‟m glad you asked! Let me recount a problem I had a while ago with my water bill. Darwin, where I 

lived for 25 years, is in the tropics. So we essentially had two seasons only, commonly and 

somewhat unimaginatively known as the Wet and the Dry. During the Dry we can go for 5 - 6 

months without a skerrick of rain, but the weather more than makes up for it during the Wet.  

A tropical storm is a wonder to behold, towering thunderheads, incredible lightening. Darwin 

supposedly has more lightening strikes each year than any other city, anywhere. NASA has even 

sent special aircraft out to study the phenomenon. But I digress.  

As there is no rain during the Dry (obviously) if you have a garden you need to water it. Most of us 

install automatic reticulation. So the reverse applies during the Wet, and we turn our reticulation off. 

Bear with me, I‘m getting there.  

We are billed quarterly for our water. If we were billed monthly I might have picked up the problem 

earlier. (Hint — that is why you need to look at your accounts and other KPIs on at least a monthly 

basis.) It was a Wet Season bill, and my bill was more than DOUBLE what I was expecting. A very 

big OUCH! Why was it so?  

There were no leaking taps, water spurting or even dripping anywhere, either in the house or in the 

garden. No lush green patches. Being the Wet the garden was all lush and green. So where was 

the problem, and how did I find it?  

In the end I found it by accident, treading into a very mushy bit of garden. And underneath the 

mushy bit was a split pipe, from whence all the water was leaking.  

But that was pure luck. I suppose I would have found it eventually, if I had carried out a careful 

examination. But finding leaks by accident is just not good enough.  

And that is the problem you may have in your business. Sometimes the leaking tap is pretty 

obvious. A particular line or activity is obviously costing you money. If you can see it, you can do 

something about it. But what about the times when you don‘t know profits are leaking? You don‘t 

know until you get the quarterly, or half yearly or, even worse, the annual figures. Because by then 

it is too late. The profits have leaked.  
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Sure, you might then plug the leak, but what is gone is gone.  

So maybe you need to be a profits leak detective to spot the clues to a leak, hidden leaks, and to 

put the culprit away.  

Are there aspects of your business which are not doing as well as they should?  

Are you in markets which don‘t perform as well as others you could be in?  

Are there customers who are less than profitable? 

Is a good performance in one area of your business masking a poor performance in another (and 

haven‘t I seen this so often)?  

Are your margins what they should, or could be?  

Do you really know your Cost of Sales? If you don‘t, I‘d be willing to bet you are not recovering all 

those costs, and are writing them off against overheads, not recovering them against the sale.  

So a profit leak can arise in any area of your business, whether it is marketing, sales, procurement, 

or administration. It may be a system or process, poor accounting or cost control. The key point is 

that it is occurring out of sight, and being out of sight, no-one is doing anything about it.  

Profits that leak are gone for good. That is why they must be hunted down, and plugged. 
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2.  Profit Leaks in Action 

2.1  So what is more important, cash flow or profit? 

The perils of profitless cash flow! 

A couple of events raised this question which I thought worth raising right up front. The first was a 

comment from someone relating to the very concept of a profit leak, and the second a situation I 

found where, despite a massive and very visible leak, the business wanted to keep the sieve-like 

operations for the cash they bought in. 

The comment was that profit is a weak word because profit is a subjective number. Now it is 

quite true that the profit of any business larger than a teenager‘s baby sitting or newspaper delivery 

route is affected by a series of arbitrary allocations and decisions of timing that you may make, or 

for that your accountant may ―creatively‖ make.  

For example, when you run an advertising campaign, is 100% of the cost an immediate expense or 

do you allocate the cost over a longer period because it creates lasting value? Your decision affects 

your profit number.  

Now all that is quite true. It‘s hard to argue against the facts. You can do either. 

My commentator then went on to extol the virtues of cash. ―Cash however is real. That 

advertising campaign has to be paid as it occurs and the cost of it is immediate cash out of pocket.‖ 

Losing cash is more powerful than a Profit Leak! Well, sort of. I learnt many years ago that cash 

flow is king. You can‘t pay the bills without cash, no matter how profitable your business. 

But there is an inherent difficulty in considering cash as being more important than profit in the 

longer term. 

So let‘s have a look at the second event, a nice real life situation to see why. Real life situations are 

always much better than theoretical examples when it comes to illustrate a point. 

Our real life situation is a business with a number of small profit centres. Whilst the business 

is profitable overall about 70% of the small profit centres were losing money. Now is that a profit 

leak or what? A quick sum suggested most of these would need to increase sales by more than 
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33% to just break even, with one needing to increase by more than 120%. That sounds like pretty 

hard work to me.  

Maybe increasing gross profit is not as hard. So I ran a ‗what if‘ on increasing gross profit: I‘m a 

great believer in the power of gross profit, but that didn‘t help much either. A significant lift in sales 

was still required. 

If neither increasing sales nor gross profits will change the situation then maybe the company 

is better of without those particular profit centres. “But we need the cash flow from them to pay the 

bills” I‘m told. 

And it is true that the cash flow from these centres was more regular than the areas making money, 

so they always had cash coming in. I‘ve seen it before, people hanging onto operations despite 

profitless cash flow. 

However just think about it. Cash coming in is all very well but if a business is losing money then 

with each turn of the working capital wheel a bit is shaved off. You start with $100, it goes around 

and comes back as $99, around again and you have $98.  

It‘s not exactly the way to make you flush with funds. For that you need a margin on the top that 

goes into your bank account. 

Profit is fundamental to business. It is primeval. Profit is why people are in business. Some cloak 

their profit drive with a strong cloak of ethics, others unfortunately couldn‘t give a fig for ethics. 

Some people layer on profits a need for independence, freedom, or the desire to be one‘s own 

boss. But unless they make a profit they can‘t achieve any of these.  

Show me someone in business who does not seek to make a profit. At its most basic, if they don‘t 

have a profit, they don‘t have a business. Most small business people, the target market of my 

newsletters, don‘t think in sophisticated terms like ROI (return on investment). For them it is just 

PROFIT, never mind how the creative accountants may show it. 

This is not to decry the importance of cash flow, but profitless cash flow is pointless. As I discussed 

in Working Capital Wheel http://www.profitsleakdetective.com/working-capital-wheel  it does not 

take much to gum up the wheel and get you in all sorts of trouble financially.  

 

 

http://www.profitsleakdetective.com/working-capital-wheel
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To avoid that you need a margin on the cash flowing through the business that you can secret away 

into your bank account. And the fuller the bank account the better placed you are to withstand that 

rainy day. 

Let me speak of profit leaks. Leaks are insidious. You don‘t know they are occurring, but they are, 

at least in most small businesses, and in most large businesses for that matter. If it was a spurt, 

water spraying everywhere, even the most inept business person will see it and do something about 

it. It is the leaks that they don‘t see that drain the profits. In the Introduction to this collection I 

illustrated the problem with a real life metaphor about the cost of an unseen leaking water pipe. 

So many small business people are working their butts off just to stay one step ahead of their bills 

because they don‘t see the profits they are leaking. Not every one is in this situation. For some, 

they just need to sell more, but they are not the people with whom I work. 

 

Have you thought about… 

―Revenues are vanity and profits are sanity. Robin Elliott 

Becoming more productive and profitable is not about doing what we‘ve always done harder and 

longer, but about doing something drastically different. Tom „Mad Dog‟ Varjan 

When I speak to groups of managing directors, I ask them these questions: 

Could you, in half an hour or less, tell me : Your top 10 most profitable customers ? Your bottom 10 

least profitable customers ? Which are your most and least profitable types of customers ? How 

does the profitability of old products compare to that of new products ? Alastair Drybugh 

Cash flows do tend to solve the problems with unhappy bank managers. John Williamson 
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3.  Where to start 

At the time of writing national economies were just beginning to see some daylight ahead from the 

financial crisis of 2008 and 2009. The next couple of chapters take a helicopter view of what small 

business owners and managers could, and should have been doing. 

But the advice is just as relevant now as when it was written. It also serves as a guide to the 

sections that follow. 

3.1  At times it is folly to hasten 

The wise do everything in its proper time 

Having been brought up by parents who grew up in the Great Depression of the late 1920s and 

1930s; and heard all the tales of hardship, all of which was reinforced by all the stories of tough 

times in books and films I was surprised to eventually learn that not everybody suffered. Many did of 

course, and the numbers were very significant compared to more normal times. 

In fact if I‘m correct the ratio in Australia was roughly one third of the population suffered extreme 

hardship, one third did not feel too many adverse effects and one third did quite well in this period. 

A similar situation existed in the US, although the percentages may well have been different. The 

founders of the some of the major cosmetics industry companies are an oft quoted example of the 

wealth that was created in this period. 

All of which is a roundabout way of leading up to the current financial crisis and what you, as a 

small business owner or manager should be doing. It would be tempting to try and appear decisive 

by jumping straight in, slashing and burning overheads and costs, but there may be some 

unintended consequences from so doing. There may be a better return from your efforts if they 

concentrated on those areas in which they will have the greatest effect. 

The first thing is keeping your wits about you. Step back, take a deep breath and take a calm look 

at the situation. 

Let‘s think things through before jumping into the fray swinging the axe for some rough and ready 

pruning of your business.  



 

 

 

7 

“At times it is folly to hasten at other times, to delay. The wise do everything in its proper time.”  

With some thought and analysis you will achieve a better result for the business.  So where to start? 

The Profit Leak Detective‘s mantra is that there are five broad areas on which you can work to 

improve the prospects for your business.  

1. Sales 

2. Prices and Margins 

3. Cost of Sales 

4. Overheads 

5. Productivity 

Sales  

Are putting your efforts into selling into markets that may not be as profitable as others, or sales that 

take more time and effort to achieve?  At times such as these you need to concentrate your efforts 

on where you are going to get a real return. And that raises the question of course as to whether 

you know which sales are the most profitable, and which are the least profitable.  

Prices  

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. Have you looked at where you 

can add value to maintain your margin? If price is the only factor in the pricing decision you will be 

confronted with continually declining margins as your competitors seek to undercut you. 

Cost of sales  

It is the volume of Gross Profits that determines your overall profitability, not the volume of sales. 

Can you lower your cost of sales by improving purchasing? Does your Cost of Sales pick up all 

variable costs so that you recover them against the sale, rather than out of overheads, and hence 

profits?  

Overheads  

Do you know how much it costs you to stay open each day? Many overheads must be 

maintained at reasonable levels - cutting them out entirely may be disadvantageous to the 

business. But that does not mean there are not savings to be made. A good place to start would be 
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those overheads for which you may not have sought quotes for a while. 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!  

Productivity  

Consider the ―Working Capital Cycle‖ and how efficiently money is being used. You can reduce the 

amount tied up in Debtors by not having them. As far as possible get deposits on jobs, negotiate 

progress payments, and encourage clients to pay by credit card. 

How much money have you tied up in stock? Can you lower the amount of cash tied up in stock 

(inventory) by improving stock turn and only carrying those items which turn over rapidly or are the 

minimum you require. 

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

measured these?) and improving systems and processes.  

Of course to undertake the analysis which will determine those areas which will give you the 

greatest return will take some time, and require information which your business may not produce 

regularly but you will make better and more effective decisions if you are in possession of some 

facts and data. 

It is amazing how often having some facts available makes it easy to make decisions, a point that 

my 20 years of consulting to small business has continually reinforced.  

Having the right information is not be as easy to obtain, but once you set up the systems to have 

this flow automatically out of your financial statements and systems you will have a much clearer 

map of your profits, or lack of profits. You will be able to determine if you are staying in niches that 

are less profitable than others. Sales data alone will not determine this. 

You will know where the most likely cost savings are to be made, and where cash can be freed up. 

Doing everything in its proper time with the data to support a little thought and analysis will go a 

long way to protect and improve your position at times such as these. 
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3.2  Five steps to create your future 

Or is the future a place to which you are just going? 

There is no doubt that in difficult times some people sharpen their wits, and think more 

constructively. They have to, if they are to survive. And it probably accounts for the reason, as I 

alluded to earlier, many fortunes commenced in the Great Depression of the 1920s and ‗30s. 

Similar successes have arisen out of other and more recent economic downturns. 

So where will this leave you in these current economic conditions? Australian writer and 

commentator Phillip Adams some years ago said “The future is not some place we are going but 

one we are creating. The paths to it are made, not found, and the activity of making them changes 

both the maker and the destination.” 

Or to put it another way, you make your own luck. And in making your own luck you will change 

yourself in terms of your own capability and skills, and your personal visions of your future. 

It has been fascinating to watch many of the small businesses owners I have known in recent years 

create their own future, grow their businesses perhaps beyond something they could not event 

contemplate themselves, and grow themselves dramatically in the process. 

The challenges you will face as a small business owner and manager in the next year are certainly 

greater than you are likely to have faced so far in your own lifetime. But with these challenges come 

opportunities, opportunities to create your own future. The alternative is to be lead into somebody 

else‘s future, and to accept the inevitable consequences. 

You need not accept these consequences. Nineteenth century British politician Benjamin Disraeli 

suggested “The secret of success is to be ready for opportunity when it comes” so what can you be 

doing to be ready for your opportunity to create your own future? 

1. Concentrate on your key customers 

Who are your key customers? They are those customers in market niches which provide the 

majority of your profits. Remember the 80/20 rule. You will win 80% of your profits (and sales) from 

20% of your customers.  

Key customers will be buying from you more frequently and in larger amounts than other customers. 

They do so because you meet their needs; solve whatever business, personal, emotional problems 
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they have. They trust you and believe they have developed a relationship with you. 

So in these times you will want to preserve this relationship, nurture and protect them, and ensure 

that your competition doesn‘t get their hooks into them. 

There is of course a proviso. 

2. Research, research, research 

What could bring you down, despite concentrating on your key customers, is if their business or 

their industry is adversely affected by the current economic conditions. To be sure many industries 

are likely to be effected one way or another, but how significant is this likely to be in the markets 

and customers you service? 

So a little research is necessary. Unfortunately most small businesses don‘t do enough research. 

They rely on customers coming through the door. That may not be good enough. 

Customers coming through the door may slow to a trickle if the economic conditions badly affect 

their business or industry. 

So there is a second leg to the research you should be undertaking, just as a precaution. Yes, 

concentrate on, nurture and protect your key customers. But also have Plan B. 

Plan B is to have identified markets that are doing well, or are likely to do well anyway, and the 

potential customers in these markets. And to have worked out how you are going to service them. 

3. Understand your business 

Really understanding your business will help you both nurture your key customers, and how to 

service Plan B customers.  

The previous chapter suggested that doing everything in its proper time with the data to support a 

little thought and analysis will go a long way to protect and improve your position at times such as 

these. 

You will make better and more effective decisions if you are in possession of some facts and data. 
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4. Ensure your marketing is effective 

Ineffective marketing is a waste of your time and money. There is just one justification for your 

marketing, and that is SALES. If your marketing is not achieving sales then it has cost you time and 

money for no return. Yet another profit leak. 

Two key ingredients to ensure that your marketing is effective are the medium you use, and the 

sales message it conveys. 

Now is not the time for shotgun promotions. The medium you use needs to be targeted at you key 

customers, and not every Joe, Jack and Jill in the population. 

Make sure your sales message is hypnotic, that it gets, holds your prospective customer‘s attention, 

and then leads to action.  

5. Build your systems and procedures 

All the really good businesses I‘ve seen in over twenty years of consulting to small business owners 

and managers have had good systems and procedures. Not just scraps of paper to thrust at a new 

employee saying “this is how we do this”, but properly documented procedures, well laid out, and 

readily available. 

The chances are that you have established sound procedures, particularly if you have been in 

business for a few years. But equally the chances are you haven‘t documented them. Documenting 

your procedures does make a difference. And it ensures that you make less mistakes which have to 

be recovered. 

A journey of a thousand miles begins with the first step. These five steps will get you on the 

path to create your own future, and change both you and your destination in the process. 

 

Have you thought about… 

Preparation: 

Luck is a matter of preparation meeting opportunity. Offriah Whitney  
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Chance favours the prepared mind.  Louis Pasteur  

The secret of success is to be ready for opportunity when it comes. Disraeli  

Success:  

Success usually comes to those who are too busy to be looking for it.  David Henry Thoreau  

I am a great believer in luck. The harder I work, the more of it I seem to have. F.L. Emerson  

Success is never final. Bill Marriott 

The companies that survive difficult times the best are those that are well managed, have a 

distinctive position in the market and satisfy their customers. Alastair Drybugh 
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4.  It all starts with the customer 

―The successful producer of an article sells it for more than it cost him to make, and that‘s his 

profit. But the customer buys it only because it is worth more to him than he pays for it, and that‘s 

his profit. No one can long make a profit producing anything unless the customer makes a profit 

using it.‖ -- Samuel Pettengill, U.S. Congressman 1930‟s 

Yes, it all starts with a customer. But do you really know who your customer is. One thing is for 

sure; you are not your customer. 

Edward Demming, the initiator of Total Quality Management (TQM), said that the customer was 

the most important part of the production line.  

I can‘t remember who said this, but I like it: Focus Marketing on the Marketplace - If marketing 

were supposed to focus on your product, it would be called ―producting.‖ But it‘s not is it? It‘s 

called ―marketing,‖ which means that marketing is supposed to focus on the marketplace—and 

the marketplace is made up of people: customers and prospects. 

4.1  Just who is your customer? 

“While the money is always important, money pays the bills and gives you your profits, business 

comes from customers”. Without them all the financial KPIs aren‘t going to tell us anything other 

than that there is not any money.‖ 

Which leads me to the importance of correctly identifying your customer. It can be awfully 

expensive to go chasing the wrong customers, or to give the right customers the wrong message; 

a genuine profit leak in fact. 

With your marketing and advertising efforts, are you talking to yourself or to your prospects and 

customers, a common mistake?  

It‘s important to remember that you are not your customer. The mindset which will make you 

successful is one in which you constantly see your business through the eyes of your customer? 

“The customer or prospect doesn‟t give a damn about you, your company or your product. All that 

matters is, „What‟s in it for me?‟” (Bob Hacker) 
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So unless you are talking to your customer, in language he or she will understand, you are 

wasting your time. And time is money. You are leaking profits. Wasting your marketing time and 

money is not just when you are talking to yourself. It can also occur when you are talking to the 

wrong customer, or when you choose the wrong medium for your message. Even if you are 

talking to the right customer but fail to provide them with compelling reasons for that customer to 

use your products or service, it can be wasteful. 

Marketing guru Dan Kennedy suggest that it is infinitely easier and always more profitable to work 

at increasing the purchasing of your satisfied customers than it is to go out and add new ones, 

which is why smart marketers make initial sales to acquire customers. Dumb marketers make 

initial sales to make a profit. 

So what are the characteristics of the right customer and what are they after? Now I don‘t mean 

the demographics or even the psychographics of your customer. I mean their propensity to buy. 

The wise Peter F. Drucker wrote, “The aim of marketing is to know and understand the customer 

so well the product or service fits him and sells itself.” 

So you really have two tasks: to precisely identify your target customer, and to find out what they 

really want? After all, they are unlikely to buy unless they can see what‘s in it for them. And what‘s 

in it for them can‘t be a generality, it has to be something specific to attract their interest. 

What is required is a customer profile, a profile specific enough so that when you put out your 

promotional material that customer will say ―They‘re talking to me!‖ And if he or she knows that 

you are talking to them, then they are more likely to follow the promotional message to the end, 

and to make a buying decision. 
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4.2  How to develop a customer profile 

Just what do you know about them? 

The previous chapter looking at customers, recognising that business starts with, and comes from 

customers. Without customers we don‘t have a business. But just who is your customer, and what 

do you really know about him or her?  

Customers buy because of self interest, ―what‘s in it for me‖, sometimes just referred to as WIIFM. 

So to get their interest your offer has to be specific enough to their problems or requirements to 

attract their attention. 

I suggested that one way to clearly identify your customer is to develop a profile of them; a profile 

sufficiently detailed that you can make a specific offer that will be of interest to THEM and then 

follow your promotional message through to make a decision to buy. 

It is easy to get sucked into what Gattari and Mooney call ―silver bullet‖ marketing, which usually 

entails expensive advertising and logos and a new website and signage. This is a far too common 

mistake that many small businesses make. They are looking for the instant solution to their 

marketing needs and think (hope) that one silver bullet will be it. 

So often they think that they have to promote to the mythical ‗everyone‘ so they don‘t miss a sale. 

But by targeting everyone they are likely to get ‗no-one‘. 

And that is the whole point of developing a profile of your ideal client. By developing a profile you 

will find yourself talking to a specific person and addressing their issues, with the result that you will 

be addressing WIFFM for them. 

Is that important? Well, what makes an ideal client? Surely it is someone who buys more, much 

more, than the average customer; someone to whom you are going to sell more.  

And that is why the profile you develop is important. It directs your attention and effort towards 

those people who are more likely to buy from you, and to keep on buying, and away from those who 

are less likely to respond to your promotions. 

That should give you a clue as to how you develop a profile of your ideal customer. He or she will 

already be your customer. 
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Some of the Key Performance Indicators relating to customers may help: 

1. Average sales per customer 

2. Average Gross Profit per customer 

3. Customer Recency 

4. Customer Frequency 

5. 80/20 customers 

Start with the last. It is almost certain that your ideal customer will be amongst the 20% of 

customers who are behind 80% of sales. Can you identify those customers from amongst these 

who purchase ‗above the average‘ sales per customer, and provide ‗above the average‘ Gross 

Profit per customer? 

A further qualification will be how frequently they buy, and the gaps between their purchases. 

Create a spreadsheet, list your top customers and fill in the columns according to these questions. 

What do you find? There may be some customers who purchase infrequently but to high value and 

high Gross Profit when they do. Others may make smaller purchases but do so much more often. 

Only you can decide who is ‗ideal‘ in your eyes. 

When you have a shortlist of prospective ideal customers start to look for other distinguishing 

features and commonalities. Are they a business or an individual, if a business, what type of 

business, how far away are they located, what are they purchasing? 

What else do you know about them, personal things that might be further determinants in their 

buying behaviour; age, sex, car they drive, profession, education etc. All these will of course vary 

from market to market so you need to find the attributes that are important in your market. 

Where do you get this information? 

Well, of course much of this information will already be in your management information system. 

Your financial accounts will have details of all account sales and (hopefully) associated gross 

profits, date and value of purchases etc. 

And the second source? It‘s the customers themselves. Asking them about their likes and dislikes 

and the problems they are seeking to solve with their purchases from you, will not only help build a 
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useful profile, but it is also good for strengthening your customer relationships.  

You then define the profile by the biggest problem the ideal customer has. 

That is important, because the customers you need more of are the 20% of the total who make 80% 

of the purchases, and not the 80% of customers who make 20% of the purchases. They have a 

reason for making those purchases.  

But wait – there‟s more! You may have noticed a number of different groups of customers when 

you did your analysis. Those different groups will be buying different products or services from you.  

You can see it already, can‘t you? You are likely to need a number of profiles for different 

customers with different needs you can satisfy, sticking to the 80/20 rule of course. 

Now you are ready for some targeted promotion. No silver bullets, just a number of targeted bullets. 

 

Have you thought about… 

The purpose of business is to find and keep customers. Do that — and profits follow. Daniel Levis 

The aim of marketing is to know and understand the customer so well the product or service fits him 

and sells itself. Peter F. Drucker 

Always spend time talking to—and surveying—your customers. They will tell you who they are and 

what they want or need, which leads to profit. Denny Hatch 

If you are a business owner, forget the limo and the Mercedes. Take the bus, subway or streetcar to 

work. Mix with your customers. Learn to think how they think, feel what they feel. The moment you 

are out of intimate touch with your customers, your business will start on the downhill run. Denny 

Hatch 

Ogilvy & Mather ran some extensive research into what kind of advertising sells best. The answer 

was not, as most ad agencies often imagine, clever or funny advertising. It was relevant advertising. 

But how relevant can your messages be if you know very little about your customers? Drayton Bird 

Only those who try much harder to learn more about their customers as individuals will succeed in 

the long run. Drayton Bird 
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5.  And Now to Marketing 

Marketing is one of those words that people blithely toss around, usually without really 

understanding what it means for their business. Some think of marketing as promotion; others think 

of it as selling (and don‘t want to do that!). Still others consider it to be one‘s business identity, 

usually expressed as their brand. All of these are essential.  

Peter Drucker (In his 1954 book The Practice of Management) said that ―Marketing is the 

distinguishing unique function of the business. A business is set apart from all other human 

organisations by its marketing activities. Any organisation that fulfils its purpose through marketing 

is a business, and any organisation where marketing is absent or incidental is not a business, and 

shouldn‘t be run as such.‖ 

He also stated ―Because its purpose is to create a client, the business has two - and only two - 

functions... Marketing and innovation. Marketing and innovation produce results, all the rest are 

costs...‖ 

As I said earlier, marketing is supposed to focus on the marketplace—and the marketplace is made 

up of people: customers and prospects. You can get away without marketing for awhile but over 

time without marketing your business won‘t amount to much, which is alright if that is all you want. 

But if you bought this book then I assume you want more, and to get more you will need to some 

master core marketing principles. 

5.1  Mastering core marketing principles 

There are those who were trained on the 4 Ps of Price, Product, Promotion and Place as the basis 

for a marketing plan. This has been, and remains, a very helpful basis on which to prepare a 

marketing plan, but I‘d like to explore another approach which you might find useful.  

I first came across the approach below, which comes from Robert Middleton of Action Plan 

Marketing, when researching for a presentation on marketing to a business group. I found it a useful 

and practical way of rethinking the traditional way of developing a marketing plan.  

He called it ―The 5 Ps of Marketing‖ and I find they simply make sense out of all of the traditional 

elements and put them into a logical order. 
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Positioning comes first 

This is about knowing exactly what you‟re marketing and selling and who you‟re selling it to. 

Sounds simple, but many businesses have a real problem with this one. It is about clearly 

determining how you want to be perceived in the market place. This is a critical step, because it will 

determine the rest of your marketing plan.  

You might have a great product or service but if you can‘t successfully articulate why anyone should 

be interested in what you have to offer, all the promotion and selling skills in the world won‘t help 

you much.  

Positioning revolves around a “Core Marketing Message” that clearly states who you work with, 

what problems you solve, what solutions you provide, what benefits you offer, what results you 

produce, what guarantee you give and what is unique and special about your particular product or 

service.  

Positioning is the foundation that you build the rest of marketing upon. 

Packaging is second 

Packaging is how you take your positioning strategy and put it into words, both verbally and 

in the written form. As soon as you open your mouth to tell someone what you do, you are 

packaging yourself. Your business card, brochure and web site are physical, tangible ways you 

package yourself, mostly through the written word.  

And until you have that packaging together, you‘re going to have a hard time communicating to 

anyone about why they should use you. Packaging is the tangible side of Positioning. It‘s taking a 

concept or your Core Marketing Message and making it real.  

Packaging your services is about crystal clear communication. It needs to transmit directly why 

your products or services are of value, as well as generate attention, interest, desire and action 

(AIDA) from your prospective clients. 

Promotion is third 

The purpose of promotion is to get highly qualified prospective customers through the door, 

or on the phone. Once you know what you‘re selling and it‘s in a form that people can understand, 

you can start getting the word out.  
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But what works to promote your products or services? There are dozens, if not hundreds of ways 

you can promote yourself, but ultimately the key is to use the information and knowledge you 

possess, the same information and knowledge you sell to your clients, to market your business. 

This is a key point. Your knowledge and skill enables you to solve customer‘s problems. Ultimately 

all sales are about solving problems in one form or another. 

Promotion is all about visibility and credibility. People like to do business with companies and 

people who are familiar to them. No matter what promotional methods you use, you need to ask if 

you have enough ongoing visibility to build that feeling of familiarity and trust. If you‘re invisible, 

nobody is thinking of you, let alone calling you. 

Persuasion is fourth 

The job of persuasion is to turn prospects who have responded to your marketing into 

paying clients. And here‘s where sales or persuasion strategies and skills are essential. If you can 

master the art of converting a large percentage of those who call or visit into paying customers, 

you‘ll have a very successful business. 

Persuasion is not so much about convincing people how great your products or services are; that‘s 

more the job of packaging and promotion. Persuasion starts when people call you in response to 

your marketing.  

Persuasion is mastering the art of listening and focusing on the needs and objectives of 

your customers. Then it‘s finding creative ways to meet those needs and objectives, that is, 

solving their problems in a way that‘s agreeable to both parties. 

Performance comes last 

But it is definitely not least. After all, if you don‘t perform, meet customer‘s expectations, go the 

extra mile and ultimately create ―Raving Fans,‖ you‘re not going to have much luck in growing your 

business. It‘s word-of-mouth marketing that finally determines most small businesses success or 

failure. So your job is to deliver the goods – in spades – and keep those referrals coming in. 

Performance is much more than getting the job done at a high level. It‘s about paying attention to 

every single thing that impacts the customer relationship.  

Performance is about perception – the perception of the client and their expectations. When 

you understand those perceptions and expectations and can deliver what they truly want, you‘ve 
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mastered performance. 

Now as I mentioned above there are a lot of other Ps in marketing! To those I could add 

Process, People, Presentation, but all that are important in marketing your business can be 

contained in these 5 Ps.  
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5.2  Building a 5P Marketing Plan 

Building a marketing plan requires a strategy for each of the 5Ps in the previous chapter. To be able 

to do so requires you to be able to answer a number of questions under each element. Once again 

I‘m indebted to Action Plan Marketing for these questions. 

A 5 P marketing plan is a matter of developing a complete strategy for all of the 5 Ps. One way to 

do this is to ask marketing questions for each of the Ps and then go to work in answering those 

questions. I‘ve listed the key questions and the main things you need to do to market yourself 

below.  

Positioning your business 
What is the problem or problems your business is solving for your customers? They don‘t care 

about you, they only care about what you can do for them 

What exactly is your business solution? That is, how does your product or service solve that 

particular problem, alleviate a pain or add value for the customer? 

Who exactly are your targeted potential clients? Where are they; what industry; what size; what 

needs; what past experience with your product or service and what buying process? You know by 

now that your market is not ‗everyone‘. What are the adjectives you‘d use to describe your ideal 

clients – innovative, conservative, leading-edge? 

What are the specific direct and indirect benefits your customers receive? What advantages, 

improvements or enhancements do your customers get as a result of working with you? What 

results can they expect? 

What is your unique competitive advantage? That is, what differentiates you from your 

competitors? What do you do better, different, faster, cheaper, with higher quality or with a different 

spin? Can you be specific, not vague? This is always hard, but if you can‘t identify a key point of 

difference you may be reduced to competing on price, and I‘m sure that you don‘t want that. 

What is your business identity? What are the qualities you want to be known for? Is it integrity and 

dependability or expertise and exclusiveness? You can‘t be everything to everybody. Next ask 

yourself what you are doing to live up to these qualities. The proof of the pudding… This ties back 

to ‗branding‘ which I discuss later. 
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Packaging your services 
Do you have an attractive and appropriate Business Identity Package consisting of a logo or 

company masthead on a business card, letterhead and envelopes? This is the look for your 

business and needs to express your identity and positioning strategy. It is also reflected in the 

appearance of your business premises, appearance of staff, equipment and vehicles. 

Do you communicate the value of what you offer in everything you do? Do your prospective clients 

understand immediately what‘s in it for them if they use your services? Do you emphasise benefits 

and results over features and processes? Can you distill this down to a one- or two-page Executive 

Summary? Being able to do so is very important in preparing proposals, quotes and tenders. 

Do you have basic marketing materials (brochure or other printed material, website) for your 

business? These materials should include, but not necessarily be limited to: An overview of the 

problem that you have a solution for; an overview of your solution; a description of your Unique 

Competitive Advantage; a listing of your key customer benefits; a listing of your various services; 

testimonials from satisfied customers; a listing of customer or client companies; biographies of 

company principals; information on how to contact your company and how to do business with you; 

your address, phone, fax and email numbers. 

Do you have a process of pricing your services and preparing proposals? Are you value-pricing, 

that is selling a solution, instead of your time? Are you sure to include objectives, value and 

measure of success in your proposals? Do you avoid ―giving it all away‖ when you prepare a 

proposal? Do you know how to hold the line on your fees by subtracting value if they want to lower 

the price? 

Have you put some attention on your personal package, your personal presentation? Whether 

you‘re a professional service business, do repairs and maintenance or whatever, you are selling 

YOU and your expertise. You‘re the package. People make a dozen or more assumptions about 

you and your business in the first few seconds after meeting you in person or talking to you on the 

phone. Are you walking your talk? 

Promoting your services 
Are you building relationships through authentic marketing activities? Are you doing everything 

possible to share information that will be valuable to your clients and prospects? Educating your 

clients is one of the most effective marketing tools you can use. See my blog 

http://www.profitsleakdetective.com/are-you-the-one-to-go-to .  

Do you have strategies in place for generating referrals? Are you providing a high level of 

customer service? Are you communicating clearly about your benefits and advantages? Are you 

http://www.profitsleakdetective.com/are-you-the-one-to-go-to
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asking for referrals, when appropriate?  

Do you stay as visible as possible to your clients, prospective customers and associates? Do you 

belong to any networking organisations, volunteer or community groups? Do you get actively 

involved in these organizations? Do you have a web site with all the information about your 

business posted so that people can learn more about what you do and how you can help them? 

Do you do personal PR such as speaking and writing? Are you speaking at community groups, 

chambers of commerce and professional associations? Are you writing for community papers, 

newsletters, the trade journal for your industry, for web sites? Are you leveraging these speaking 

engagements and articles by inviting those on your list, getting reprints of articles, turning talks into 

articles and articles into talks? 

Are you mailing or emailing to people on your customer list? This is an absolute must. Don‘t let 

people forget who you are and how you can help them. From six to twelve times a year are you 

sending clients and prospects a newsletter, or other type of keep-in-touch mailing? How else do you 

keep your business in the front of customer‘s minds so when they have a problem, your business is 

the first that comes to mind.  

The persuasion process 
Do you have an elevator pitch or something similar? When someone asks, ―what do you do?‖ do 

you have a concise and powerful solution statement that expresses what you do in a nutshell? Is 

what you say totally focused on what you can do for them? Do you always answer the question, 

“What‟s in it for me?‖ 

Do you spend the majority of your time in a sales situation, on the phone or in person finding out 

about the needs of your prospect? Do you have a series of well-thought-out questions that help 

you learn about their situation, their problems and the implications of not taking action? 

Do you ask future questions of your prospects? That is, do you ask questions to determine not just 

what problems they want solved, but what they want things to be like once you‘ve helped them? Do 

you dig in and determine exactly what objectives they need met in order to be satisfied? 

Can you present what it is you do in a benefit-oriented presentation? Once you know the 

situation, problems and objectives of your clients, can you outline a course of action that will solve 

those problems and meet those objectives? Can you put all of this into a concise proposal? 

Do you wait for people to take action or do you move the action forward? Are you comfortable 

about recommending a course of action? Can you do this appropriately, without pressure or 

manipulation, outlining the advantages of moving forward with the project? 
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Performance in your business 
Are you good at communicating with customers in every stage of the project, from the sales 

process through the proposal or quotation and into performing the project? Are you clear about 

what you will do, when you will do it and what results they can expect? Do you set things up so 

there are minimal surprises? 

Do you make promises you can keep? Are you aware of your abilities and limitations and only 

make promises that you can succeed in fulfilling? Do you manage expectations so that you are 

always able to perform at a level above the promises you make? Your clients will judge you, not on 

what you promise but, on what you actually do. 

Do you make requests of your clients so that they know what you expect of them? Are you sure 

to define the accountability of each party so that misunderstandings don‘t occur? When agreements 

are broken by your client, are you able to talk about it and get things back on track right away? 

Do you go the extra mile to create ―Raving Fans?‖ Are you continually working to improve your 

skills in all areas of your business? Are you building a network of resources that can help your 

clients in areas where you don‘t have the expertise? Are you seen as the ultimate resource to your 

clients? 

Are you clear about your purpose and vision for your business? Do you have a statement of your 

vision and written goals that you are continually moving towards? Do you do the things necessary 

to not only make your clients successful but to make your business successful, rewarding and 

fulfilling? 

Now that might seem a lot of questions, but if you can answer them you will be able to develop a 

very practical marketing plan. Even attempting to answer them should cause you to think deeply 

about your business, your market and your offering. 

It offers the opportunity for some significant improvement. 

Have you thought about… 

Business owners that understand the value of marketing always put marketing first in their 

business. They know that when the going gets tough, smart businesses get marketing and keep 

marketing. Julie McManus 

―In marketing I‘ve seen only one strategy that can‘t miss - and that is to market to your best 

customers first, your best prospects second and the rest of the world last.‖ John Romero 
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It‘s infinitely easier and always more profitable to work at increasing the purchasing of your satisfied 

customers than it is to go out and add new ones. Dan Kennedy 

Smart marketers make initial sales to acquire customers. Dumb marketers make initial sales to 

make a profit. Daniel Levis 

Marketing Investments: Typical companies invest 4.5% of their gross revenues in their marketing 

and grow by up to 5% annually. Excellent companies invest 13-15% of their projected gross 

revenues in marketing and grow way higher than 50% annually. Gabor Wolf 

Marketing is really pretty simple. Just find out what people want, and give it to them. Daniel Levis 

The Paradigm Question - ―What today is impossible to do in your business but if it could be done, 

would fundamentally change what you do ―? 
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6.  The Role of Branding 

And now for a completely new direction, but one that as always has implications for ―profit leaks‖.  

Well, it‟s not a completely new direction. In an earlier chapter I talked about preparing for some 

targeted promotion by developing profiles for different customers with different needs you can 

satisfy, sticking to the 80/20 rule of course. 

So what are these customers expecting of you? The answer lies in what your brand represents to 

them. 

I‘m indebted to the thoughts behind this chapter to my colleague Jo Reiter of creative agency Adzu 

(www.adzu.com.au). Jo is an award winning businesswoman in Darwin, Australia. She is a strategic 

thinker and passionate about business, particularly her client‘s business. The latter is reflected in 

her commitment to achieving client success.  

6.1  How branding can increase your profits 

Strong brands make buying decisions easier! 

Brands are funny things. Some are instantly recognizable, think the Golden Arches or Coke. You 

can picture them straight away, and not just picture the logo, but also something that you expect 

from the product; the taste, look, sensation, consistency etc. 

For such products or companies the brand is far more than the look and feel of the logo and its 

style. I read recently an article extolling the virtues of a logo. “It‟s the first impression people have of 

your company, and needs to last for many years. A logo is also critical for its influence on the look 

and feel of other marketing materials.”  

That‘s all very well, but what the company actually delivers is inherent in the brand, not the logo. 

Perhaps we sometimes forget that in relation to our own businesses. The logo is only part of the 

brand. 

Our best evidence of brand success or failure is word of mouth, still the best form of advertising, 

When people provide word or mouth recommendations to use you or your business they do so 

because of the experience they have had with you. And here is the key: when they make such a 
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recommendation it is an emotional decision to do so. Making the recommendation is an emotional 

act. 

The power of branding comes from the emotional attachment it helps create to products and 

companies. Noted US copywriter Clayton Makepeace suggests “Emotion sells products, logic alone 

doesn‟t. Nine times out of ten, it‟s the heart that makes the purchase decision.” 

So, you need to think about what really makes a brand, and what enables it to allow people to make 

an emotional act to recommend a product, service or business to someone else. 

Think about what they are saying to that other person. They‘re saying ―you know me, you can trust 

what I tell you. Try it and you will get the same experience or benefit I got!‖  

And they can only say that if they believe that your product, service or company will in fact deliver 

that experience. All of which leads to the definition of a brand. 

The definition of a brand is ―an identifiable entity that makes specific promises on value‖. 

In its simplest form, branding is nothing more and nothing less than the promises of value you or 

your product make. These promises can be implied or explicitly stated, but none-the-less, value of 

some type is promised.  

It is human nature to hold an expectation of repeat performance. So if you can harness that 

expectation by repeating that value then the emotional attachment to you will be reinforced by the 

other person‘s experience, and multiplied. Failure to deliver the value as promised and 

recommended will let your client down, and with it their reputation. 

Let‟s follow that logic through, moving from the individual making a recommendation to how you 

deal with the overall market place, and not just the individual.  

You have a brand, whether you formally create it, or otherwise. You are in the market. People deal 

with you and form perceptions about you and your business. They have expectations based upon 

what you say, what you are seen to do, and what you promise in your promotions. 

Those perceptions and expectations about you are the essence of your brand. It is not your logo or 

tag line. It is the value you deliver, and how you deliver it, that makes up your brand.  

Every entity inherently has a brand. It is the building of a strong brand that you need to strive for. 

Why, and this is the crux of the matter? Because building a strong brand makes it easier for 
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customers to make buying decisions, to make the decision to use you and not the competition. 

Because you want to save the customer the trouble of having to test all the products or services 

available in your market place. 

Face it … you don‘t even want to give your competitors a look-in. 

Strong brands control buying decisions. What makes strong brand is far more than the look and 

feel of the logo and corporate ID. There is an instinctive understanding by your customer that you 

will give them something of value for choosing your product or service over your competitors. 

If you like, they believe it is an implicit promise or pledge on the value you will deliver. Obviously, a 

logo, a style mandate or a product package cannot make this pledge or promise on its own. So 

there must be more. 

If you asked your peers and clients what you stood for…, what would be the responses? What 

would they say about the value you deliver? 

In the next chapter I look at how to build strong brands. 
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6.2  Can branding make you more money? 

But you need more than advertising to do so! 

The last chapter moved you on from developing profiles of your customers for targeting promotions, 

to what those customers will expect from you based on their expectations of your ‗brand‘. 

I suggested that brands are more than logos, that they shape your expectations of the product; the 

taste, look, sensation, consistency etc. What your company actually delivers is inherent in the 

brand, not the logo. The power of branding comes from the emotional attachment it helps create 

to products and companies, and that comes from the delivery.  

So, you need to think about what really makes a brand, and what enables it to allow people to make 

an emotional act to recommend a product, service or business to someone else. Because of such 

recommendations in the market place strong brands control buying decisions. There is an 

instinctive understanding by your customer that you will give them something of value for choosing 

your product or service over your competitors. 

This chapter looks at how to build strong brands. 

Strong brands are built from the inside out, from your internal values, from your people, processes 

and systems.  

It‘s how your team answers the phone, how easy your website is to navigate, what the subliminal 

promise your advertisements make, and the expectations they create, the personality portrayed in 

your copywriting… and if you are in retail, it‘s even how your shop looks and where you choose to 

have it. Brand is the ―experience‖ of dealing with you, in whichever way it happens. 

In fact, brand is built and evolved every time a client or customer interacts with you; they form a 

perception of you and your business. Jan Carlzon called that point of interaction ―A Moment of 

Truth‖. 

Branding is all about perception, and perceptions arise from how you deliver. To ensure a 

successful brand, you must make sure it connects emotionally with consumers/clients. 

―People do not make rational decisions. They attach to a brand the same way they attach to each 

other: first emotionally and then logically. Similarly, purchase decisions are made the same way—

first instinctively and impulsively and then those decisions are rationalised.‖ (davedolak.com) 
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Emotions are the overlay for the motive. They‘re what gives your customer‘s motives legs and 

generates action.  

So to manage your brand you need to understand that your target market‘s perception may differ 

from what you desire. To build the brand you must attempt to shape those perceptions and adjust 

the branding strategy to ensure the market‘s perceptions become exactly what you want them to 

be. 

And to make that happen you will need to know what the current ―experience of dealing with you‖ is 

in the eyes of your customers. As mentioned in the previous chapter, if you asked peers and clients 

what you stood for..… what would be the responses? What is the image you portray? Do you have 

an on-going relationship with your customers? 

In a recent newsletter another noted copywriter John Forde said ―Is that why hype is dead? Is it why 

―relationship marketing‖ is the most powerful force online? Is it why so many marketers love to talk 

about ―brand,‖ not realizing that brands don‘t matter until a consistent relationship of quality has 

been established?‖ 

I would argue it is the ―consistent relationship of quality‖ that is the brand. According to Glickman 

and Rubiner, ―Treating prospective clients like carnival marks—suckers born every minute — may 

result in quick sales, but it won‘t establish the enriching, enduring relationships that are the lifeblood 

of your business.‖ 

To know the nature of that relationship can only be found by asking your customers. It would be 

nice, but expensive, to do some fully fledged research. But you don‘t necessarily have to go that far. 

Develop a few simple questions to ask them about their experience in dealing with you and, most 

importantly, write down the answers. You need to record the answers so you can analyse them and 

look for patterns. In my experience the patterns don‘t take long to emerge. 

If those patterns suggest that there is a gap between your customer‘s perceptions of your brand, 

and those you desire, what do you need to do to close it? 

You need not only ―marketing‖ to be brand champions. Brand champions must come from everyone 

in your business. Failing to deliver on a brand promise is brand suicide. 

It is true. Remember, your brand is intrinsically a promise, a pledge. It‘s a double-edged sword. 

Making an unsupportable claim may get you a sale, but if you don‘t live up to that claim, you will 

probably lose that customer — FOREVER! 
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I suggested earlier that strong brands are built from the inside out, from your internal values, from 

your people, processes and systems. Closing the gap in customer‘s perceptions will require 

progress in one or more of these. And it‘s a fair chance that if you have failings in any one of them, 

there will be failings in others. 

In other words you need good people, well trained people who genuinely like assisting your 

customers, backed by good systems and processes which allow them to deliver. Smiling 

incompetence is not enough to build on-going relationships. The next chapter completes this 

section on branding with some suggestions on branding strategy. 
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6.3  Do you need a branding strategy?  

It can make you more money, if you get the relationship 
right! 

The last chapter suggested that strong brands are built from the inside out, from your internal 

values, from your people, processes and systems. Closing the gap in customer‘s perceptions will 

require progress in one or more of these. And it‘s a fair chance that if you have failings in any one of 

them, there will be failings in others. 

In other words you need good people, well trained people who genuinely like assisting your 

customers, backed by good systems and processes which allow them to deliver. Smiling 

incompetence is not enough to build on-going relationships. 

How do you develop a branding strategy? 

Let‟s start with that consistent relationship of quality I have been emphasising, and the culture 

required to deliver it. Once you have established that, then the way you deal with your customers 

will become as well known as your actual products or services.  

It will also cut both ways. Employees will both want to work with you and choose to stay with you 

because of the way they are treated. The result is a reciprocal effect where employees create an 

experience that blows customers away by lavishing them with great service.  

As Kevin Freidberg: The Author of ―Boom! Blowing the Doors off Business‖ says: “Your brand is a 

promise of a pending experience as much for your employees as it is for your customers.” 

It says to your employees: Come to work for us and this is the kind of experience you will have. 

These are the kinds of people with whom you will rub shoulders. This is the kind of work 

environment you will have.  

Your brand says to your customers: Do business with us and this is the kind of experience we 

will create for you. This is the kind of quality you will experience in our products and services. The 

question is: Does the experience match the promise?‖ 

Brand strength is driven out of strategic thinking, honesty and commitment; commitment to 

developing the on-going relationship with your customers. Once brand is established, THEN 

advertising maintains it. Advertising does not establish your brand. If a small business thinks it can 
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create a brand through advertising, then it had better have very deep pockets. 

It goes like this. If a brand is successful in making a connection with its target market and 

communicating its distinct advantage, people will WANT to talk about it and word-of-mouth 

advertising will develop naturally — not to mention the interest it will attract from press and other 

media. That is the strength of a consistent relationship of quality. 

Once that type of differentiation is established in the market‘s mind, advertising can help maintain 

and shape the brand… but it will never create it. 

A good branding strategy addresses a number of key elements: 

It is unique or has a point of difference - The challenge, then, is finding your point of difference 

and communicating effectively that to your target audience. Points of parity are those associations 

that are often shared by competing brands. Client/customers view these associations as evidence 

of legitimacy within your category. 

In other words, if you create what you consider to be the ultimate point of difference yet fail to 

measure up to the ―minimum product expectations‖ of your target audience, your point of difference 

will not be strong enough to sell your product or service. 

Your brand must therefore consider and address your category‘s points of parity AND establish a 

point of difference… your USP—unique selling proposition. 

It is believable - Even though we already know that many brand choice decisions have a strong 

emotional basis, you must make sure you offer enough logical rationale to justify them. Remember, 

your brand is intrinsically a promise, a pledge.  

It is relevant - It is not enough to tell your target audience what you do; you must tell them how 

they will benefit by choosing your brand. From a marketing perspective, it is vital to ask ―Does my 

„brand promise‟ really matter to my customers?‖ 

―Is this the most motivating way to present my brand?‖ 

Whatever you do, you must remember this: Brands that thrive reflect their core culture and unique 

character, solve relevant needs and provide a consistent experience for their customers, and for 

their employees. 

The relationship is what gets your correspondence opened. The relationship is what gets the 

correspondence read, and the customer through the door. The relationship is what makes way for 
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the sale, because of the trust that has been built. You cannot simply claim that ―brand‖ image 

through strokes of cleverness and campaign slogans alone. 

The best way to earn any kind of noble brand status, in email or anywhere else, is via the quality of 

the product itself, and the service that supports it. 

And that can only come from the inside out, from your internal values, from your people, processes 

and systems.  

 

Have your thought about… 

Brand loyalty cannot be bought. It must be earned.‖ Malcolm Decker 

When risk goes down and likeability goes up, it‘s easier for me to trust you and buy from you. Now 

this is done in branding. Your risk is reduced because you kinda trust the company. Your like factor 

is increased with whatever messages you‘ve got. Of course, the real test is consumption. When you 

use the product/service, your like factor goes up even higher. Sean d‟Souza 

If a customer is more loyal to price than to your brand, your brand is vulnerable to pricing moves by 

your competition, and you may be forced to cut your price—and your margins—in order to maintain 

your market position. Michael Goodman 

A brand for a company is like a reputation for a person. You earn reputation by trying to do hard 

things well.‖ Jeff Bezos, founder and CEO of Amazon.com 

If you look at any of the most successful, most enduring brands in the world, you‘ll see that the 

companies who possess them usually have one thing in common. They stand for something. They 

have values that transcend the profit motive, and they communicate those values. That‘s the secret 

sauce that creates natural buzz around their products. Daniel Levis 

There‘s too much information in today‘s world, and our defense mechanism to sort through it all is to 

vote with our gut, to vote what we feel. We look for shortcuts, and those shortcuts are called brands. 

The reason you buy Tide detergent at the grocery store is that you don‘t want to read fifty labels. 

You trust Tide because you already know it works. Tim Sanders 

 

http://www.achievement.org/autodoc/page/bez0bio-1
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7.  Pricing and Value 

There are many words that society has placed taboos around. Each society has words that are 

unacceptable for whatever reason, that people are uncomfortable in using in public.  

In business there is one word that makes most business owners so uncomfortable they don‘t often 

feel like discussing it even when pushed. And it‘s not a four letter one either. It is...... PRICE. More 

specifically what their prices are and how they set them.  

Pricing is one of the most important strategic decisions you make as a small business owner and 

manager. It is also one of the least understood. 

Price is where all of your marketing investment meets the moment of truth between your business 

(the brand/product/service) and the customer, the results of which you measure in your financial 

statements. 

Yet four different factors come into play.  

The first factor is that companies habitually charge less than they could for new offerings or indeed 

for most offerings. It‘s a terrible habit.  

The second factor to be contended with is that Marketing identifies Price as one of the four key 

‗Ps‖ in the marketing mix but there is little linking of the marketing aspects of price to the financial 

side of the business in terms of decision making.  

If you have a poor result for the year, your accountant is just as likely to say ―Raise your prices?‘ 

without any consideration of the impact of this on your position in the marketplace.  

There is a third factor to take into consideration - that of fear, your fear, fear of losing your 

customers if you raise your prices. Is this you? It‘s an affliction that affects most small businesses. 

And all the time costs are imperceptibly rising.  

Finally how much time do you spend considering your pricing strategy and how you set your 

prices? Most small business owners and managers spend less time considering their pricing 

strategy and how they set prices than they do considering whether they should sponsor their child‘s 

sporting team. Yet it‘s a complex business.  
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Price is actually not the problem. Instead it is the lack of understanding of different pricing 

strategies that confuses owners and managers. And the lack of understanding leads to ineffective 

pricing strategies, or the wrong pricing strategies. And poor management of price diminishes your 

profitability, and eventually puts your business at risk. 

7.1  Are you getting value from your pricing? 

How you set your prices is the issue here 

Your prices are the most direct way you can communicate value to your customers. Equally 

importantly the prices you obtain have the most direct impact on your bottom-line performance.  

A quote in an article caught my eye as it dealt with an issue that is basic to your profitability. It 

relates to how you price your product. 

The quote was “The customer‟s assessment of value may be much more than the cost of the parts.” 

It brought to mind an issue a small client of mine has. Amongst other things Bill repairs components 

for general aviation aircraft. Now aircraft components must be repaired to a high standard. After all 

you don‘t want be flying in an aircraft where price was more important than quality. 

The quality is usually such that components are as good as new. A new component of one 

particular component sells for around $9,000. And Bill, well after calculating labour and materials he 

charges a bit over $3,000.  

At $3,000 do you think he has some room to move, that he may be leaving some profit on the 

table? 

It‟s pretty tricky issue really. Apart from the bottom line, it can also impact on how your products 

or services are perceived. If you set your prices too low you may be perceived as a commodity, 

leaving price as your major marketing tool. On the other hand if you set your prices too high you run 

the risk of being priced out of the market. 

And there are strategic and tactical issues as well. For example you may not want to be seen as 

a low cost operator, a strategic decision, but may wish to run a short term campaign based around 

low prices. The danger is that if you keep that up too long you may alter the customer‘s perceptions 
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of your overall price position. 

Are you setting your prices for profits, or for sales? 

So how do you set your prices? There are a couple of provisos. Obviously much will depend on 

the nature of what you are selling. The more it is a commodity, that is, there is little variation in 

quality or features in the various offerings on the market, the more likely most people will choose to 

compete, and buy, on price.  

And a second proviso is that you must know your market and how it thinks and reacts. 

Any marketing text will give you a whole range of standard pricing policies. Policies such as  

Penetration Pricing — This is a technique of lower prices to build up sales volume as rapidly as 

possible. It depends on repeat business for continuing high sales volume at a modest profit. But 

beware the effect on customer‘s future expectations. 

Cost-Plus Pricing — Pricing based upon the cost of the product plus a minimum mark-up which 

you regard as necessary to cover your costs and targeted profit. This policy pays no attention to the 

demand for the product or your competition. But used properly it can be the basis of achieving a 

targeted Return on Investment (ROI). 

Bundling — Packaging a group of products together and selling them at a price less than the 

customer would pay if he bought them individually. This is often used in Travel industry and 

computer sales. It may lower your overall gross profit margin but increase the volume of gross 

profits, because you sell more than you would have otherwise. 

Distress Pricing — Discounting (mark-downs) is used to clear a discontinued or slow selling line. It 

is also used for ―Closing Down‖ or ―Clearance‖ Sales. Competition or demand has only limited 

effect. It can lead to customers‘ distrust of sale prices, some business have continual sales. 

Going Rate Pricing — Matching the competition for similar products or services, such as trades 

people and many other personal services using an hourly rate. To succeed the overall marketing 

mix must seek to add other advantages, e.g. service or convenience. So many small businesses 

choose the first part, matching the competition, but not the second. 

Loss Leader Pricing — Selecting a few, ―in demand‖ items that customers will recognise as 

bargains and use them to attract people to the business. Commonly used by retailers and offered in 

catalogues and promotions. 

Every Day Low Price (EDLP) — another popular strategy, a strategy of consistently offering a low 
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price, but not the lowest.  

Skim pricing — a premium price strategy of setting high price margins in an innovative or low-

competition market 

Confusing isn‟t it. But in many ways virtually all these strategies miss the point. The next chapter 

looks at what that point might be, and discusses an alternative approach.  

And I give an example where I just got it wrong, and stuffed up what should have been a good and 

profitable job. 
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7.2  An alternative approach to pricing  

The first chapter in this section looked at the difficulties of reconciling longer term objectives with 

short term campaigns. In the second I looked at some of the traditional pricing strategies and 

concluded by suggesting that these traditional strategies missed the point. 

And the point is?  

One of the distinguishing features of the list above is that none of the strategies talk about value, 

that is, value in the customer‘s eyes. 

When you bring value into the equation it removes the cost side of the equation. This is not to say 

that you should ignore costs. You have to know what your costs are. After all, the price set must 

also deliver value to you in the form of profits.  

What I am suggesting to you is that by taking value to the customer into consideration will improve 

your profitability, often considerably. 

But it does mean you have to introduce value into your conversation with the customer to move 

them from a ‗comparison with the competition‘ mindset. 

Let me give you an example of where I basically stuffed up by not introducing value into the 

conversation. 

A bloke came to me with a proposition with which he wanted some marketing assistance. It was a 

new business, but very much related to an existing business he had. So he knew his business, and 

its market. He had done his profit and loss projections which were pretty good. They showed a profit 

of $90,000 at the end of the first year, and increasing thereafter. He then asked me for an estimate 

of what I would charge to develop the marketing collateral. 

Developing the marketing collateral I could do but it was in my response to his question that I came 

undone. It didn‘t take long to estimate the time I would need to put into the job, which was probably 

a few days, apply my daily rate and I had a figure. So I did that, and told him. 

And he nearly fell off his chair, looked incredulous and then he walked out.  

But what would his reaction have been if I had asked him what he would be prepared to pay to earn 

$90,000 in the first year. London to a brick it would have been a much higher figure than I had 
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suggested, probably about three times as much. 

Had I introduced the value to him I would have got the sale, and earned considerably more.  

Lesson learnt.  

So how do you introduce value into the conversation? Here are three suggestions: 

1. How much will she earn from your product or service? Like my potential, and lost, 

client above, if she evaluates her buying decision in terms of the income or profit to her it 

will give her a different outlook. 

2. “A stitch in time saves nine.” Will your offer reduce the customer‘s costs, or save her 

time? Cost savings, whether they be time or materials, go straight through to the bottom 

line. If the customer can see large or on-going cost savings they will view the price in 

those terms, the value to them, and not the cost to them. 

3. Is there an emotional return to the customer? Many sales today are made on the 

basis of emotion rather than experience. Think of glamour cars, stress relief, cosmetic 

surgery, social activities, anniversaries, rewards. Emotion is harder to put a figure on, but 

don‘t estimate its value. 

Why don‘t you get a nice cuppa, and take a few moments to sit back than have a think about 

whether there is value in your pricing. If at the end of that cuppa, you‘re not sure, then it is time to 

get some outside advice. 
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7.3  Price is what you pay 

But value is what you get 

These issues resulted in a vigorous discussion at a seminar I conducted, with the accountants on 

one side, the small business owners on the other.  

The discussion centred around whether it was ethical to make large profit margins on a product or 

service if the customer was willing to pay the price. An interesting question. A case in point of 

course is the example I gave in the first chapter in this section. 

You will recall a bloke called Bill repairs aircraft components to as good as new. New components 

cost $9,000. Bill was able to repair the component and was charging $3,000, thus leaving a lot of 

money on the table. 

So the question is, should he be charging more? He could, but should he? And it was this 

principle that charged the vigour of the discussion at the seminar.  

There are a couple of issues here.  

Firstly, does the customer have any idea of your costs, and should she? In most cases she is 

unlikely to, and I doubt that you are likely to tell her even if she asked. 

Secondly there is the issue of whether there is such a thing as a ‗reasonable‘ profit? What is 

reasonable in one circumstance might not be in another. And what are reasonable costs. Take Bill 

for example. Now he is repairing aircraft components, and as I said earlier, you wouldn‘t want to be 

to flying in aircraft where the basis of the decision where to place repairs was price, not quality. 

To get to Bill‘s price he is probably charging his time at say $85 per hour for repairing an aircraft 

component. How does that compare, for example, to a partner in an accounting firm who may be 

charging out at $250 or more per hour. In the circumstances, which is the more reasonable? 

Surely the idea that the price you charge for your products and services should be based, not on 

what it costs you to provide, but on the value it provides the customer. They don‘t know your costs 

and, let‘s face it, they base their willingness to purchase on an assessment of the benefits it 

provides them against the price they pay. That is, the value to them. As Ben Graham (one of 

Warren Buffet‘s mentors) is famous for saying, “price is what you pay, value is what you get.” 
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And in turn that means you have to have an understanding of how your customers perceive value; 

of what is important to them, of the problems they are seeking to overcome through your products 

or services. 

Now that is a completely new subject, and one that will be addressed in another section. And as for 

the vigorous discussion, how do you see it? 

 

Have you thought about... 

The successful producer of an article sells it for more than it cost him to make, and that‘s his profit. 

But the customer buys it only because it is worth more to him than he pays for it, and that‘s his 

profit. No one can long make a profit producing anything unless the customer makes a profit using 

it. Samuel Pettengill, U.S. Congressman 1930‟s 

One of the definitions of a fool is one who knows the cost of everything and the value of nothing.  

The key to profit is not just the numbers, sales, and frequency. At some point you need to look at 

fixed and variable costs vs. income. If costs exceed income on every unit sold, you will never see 

profit no matter how many you sell. On the other hand, you can make a decent living on low volume 

if you price your service right and provide high value. Alex Brown  

Discounting assumes that the difference in price between your ‗regular‘ price and the discounted 

price is what is stopping your customer from buying; (i.e. your product doesn‘t represent value) 

Mark Silver 

The key is the perception of value. Free has no barrier. And hence no value. Sean D‟Souza 

Price is what you pay, value is what you get. Ben Graham 

No matter how you handle a price increase, one element is critical. Be upfront and demonstrate 

value. Your clients don‘t begrudge you making a profit. Drew McClellan 

The perfect price - That‘s when both you & your customer make maximum profit. That‘s right, 

people buy when they see more use value in the goods or services that you‘re selling, than the 

price you‘re asking. The MORE, is their profit. Daniel Levis 

A cynic is a man who knows the price of everything and the value of nothing. Oscar Wilde 



 

 

 

44 

8.  How to balance the value equation 

Pricing is a complex issue, but so is value. How the customer perceives value, and it is often 

intuitively, needs to be understood if you are to balance the value equation. 

There are two foundations to an effective pricing strategy and they are both based on knowledge: 

knowledge of your costs, and knowledge of your market. Your price should be a market price, not a 

cost price. And that‘s where the value comes in. 

What is that value worth to the customer, because that is what they are willing to pay? The 

customer doesn‘t know your costs. It‘s the value you add, the results you deliver that the customer 

is paying for.  

Your customer is not buying your product on what it costs you. He or she is buying it on the value it 

will deliver to them. Will it save them money? Will it overcome a problem, fix something? Will it 

relieve the pain? Will it enable them to do something more quickly, or more easily? There‘s a value 

on that. 

Understanding your market place and the problem your product really solves for your customer, and 

the value it delivers is critical in have in an effective pricing strategy. And if you can‘t deliver that 

value at a cost that leaves you a profit, then you should ask yourself whether you should be in that 

market. 

The only constant thing is change. An old saying, but not a trite one. It‘s not trite because it‘s true. 

Dramatic changes in the market place can suddenly imperil your business. Gradual changes in the 

market place can cause it to leak away. 

Let‘s start at the sharp end, with the customers; the people without whom you do not have a 

business. They may not have changed as a target market but their expectations may have 

changed. Their propensity to buy may have changed. Their buying patterns, and frequency of 

purchase may have changed, as might the average value of their purchases. 

Houston, we have problem. So maybe the symptom of a problem causing a profit leak in your 

business is that there has been ‗no clear improvement in the customer offerings over time‘ to meet 

what the customer now perceives as value. 
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8.1  Balance the value and increase both your sales 
and your profits 

Have you noticed how many products and services come in a variety of combinations, and 

sometimes a bewildering variety? 

So Microsoft come out with a new system such as Vista, and offers a number of different versions. 

You can get the Home Basic version, Home Premium, Business and Ultimate. 

Car manufacturers do the same thing. There is a basic model, which may be so basic that you are 

lucky to have a steering wheel, to the GTRXXX version that has a wing on the back big enough to 

land a helicopter (only kidding, but you know what I mean). 

Each version has an increased number of features which significantly enhance the offer, and does 

so of course at an increased price. Sometimes the price variation can be quite significant. 

What are these businesses doing, and can you use the same technique? 

This technique is all about creating an offering in the form of different value packages targeting 

different segments in the market place, thereby increasing sales. Good businesses do this by 

balancing the value equation, and there is no reason why you shouldn‘t do the same thing for your 

market. 

The key to a value package is the sum a prospective customer does, usually informally in their 

mind but sometimes formally on paper. And that sum is an assessment of the ‗benefits‘ of the 

product minus its ‗price‘, to come up with the ‗value‘ to the customer of your offering. 

So what is meant by these terms?  

Benefits 

You will be familiar with the need to concentrate on benefits rather than features when 

promoting your wares. Features are about the product, whereas benefits are about what those 

features do for the customer. If you like, features are the cause, and benefits are the effect of using 

your product. It‘s hard for your prospective customer to do a value assessment based on 

descriptions of the features. They can understand and make some judgement about what the 

product does for them. 
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But there is more to benefits than straight forward „cause and effect‟. Robert Imbriale 

(Motivational Marketing) suggests that there are in fact at least two levels of benefits. Direct benefits 

are what people usually talk about. You go on a diet, and if you maintain some discipline, you lose 

weight. Cause and effect. 

Let‟s take this a step further. Losing weight is the direct benefit, but what is the subsequent effect 

of having done so? Now that is where things get interesting, because the ‗indirect benefits‘ can take 

a number of different paths. You may: 

 just feel good about yourself again, and that‘s not a bad situation to be in  

 have more energy, more get up and go  

 take up a recreation again  

 get work done more promptly and as a result, be able to spend more time with your family 

 be more attractive to your partner 

 and so on 

Do you notice that all these indirect benefits are about how you feel, rather than something 

strictly measurable like the weight you have lost? Because they are about how you feel, you tend to 

judge them in emotional terms.  

So many advertisements today endeavour to tap our emotions. They ask us to put ourselves in 

the situation being promoted. Very clever, because most people make decisions for emotional 

reasons, although they justify them in more logical terms (I‘ve lost 10 kilos!).  

The benefit part of the value equation is not simple, but you need to understand it to ‗balance the 

equation‘ when making an offer to your prospective customers. 

And now to price! 

Price is of course the amount your customer pays for your product, but there is much more to 

it than that. Price is more than just the list price. It is also includes warranties, the level of service, 

the expected life of the product, life cycle costs, accessibility, speed of delivery and a whole range 

of other factors your customer may take into account. 

The more complex your product or service the more these factors will enter the value equation, 

and if ineffectively managed they will create uncertainty. For this reason if clearly you can specify 
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these elements in your offer, you will reduce the uncertainty in the customer‘s mind, and allow them 

to concentrate on the benefit part of the equation. 

And if you base your pricing purely on the costs to you in effect you will have little control over 

the value equation. If the value that you provide customers is clearly defined this then gives you an 

advantage over your competitors, and you can charge according to the value you provide.  

Ineffective management of price confuses customers, turns them away from your benefits, 

diminishes your profitability, and eventually puts your business at risk.  

So the value is….. 

Value arises because the direct and indirect benefits your product offers solves a problem for 

your customer for a price they are willing to pay to gain those benefits. 

Too high a price, then the benefits will not be seen to offer value, and the customer won‘t buy, or at 

least, they won‘t buy from you. Instead they may well go to a competitor who offers a superior value 

as perceived by the customer. 

The greater the benefits in terms of the problem they solve for the customer, the more the customer 

will be willing to pay to obtain those benefits. 

Too low a price will offer increased value to the customer, but at the expense of your profits. 

The difficulty in getting the balance right is that very often the assessment the customer makes is 

likely to be carried out in their mind. It is a perceived value, and each customer will form their own 

perceptions. 

And back to that variety of offers 

You can see why Microsoft, car companies and others put together a variety of offers building 

on a base product or service. Their different target markets will have be looking for different 

solutions for the problem they are seeking to solve. What is one person‘s basic transport is 

another‘s personal statement. So they seek to provide a range of ‗solutions‘ by providing a range of 

value equations. 

We conveniently group the most common of these needs into market segments. Each 

segment will have a different value equation to be balanced through the benefits they seek and the 
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price they are willing to pay. 

The next chapter examines how to build on the perceived benefits to tilt the balance in your 

direction, and improve both your sales and your profitability. 
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8.2  Tilting the value balance in your favour 

How to build perceived benefits into the value equation 

The previous chapter looked at how businesses were able to take the same basic product and by 

offering different value equations, make different offers to different market segments.  

The value equation is that sum any buyer does, usually in his head, to evaluate the benefits your 

product provides against the price. You saw that benefits were not a simple list of features. They 

are what those features do for the buyer, both directly and indirectly. Indirect benefits are often 

about how the customer feels, so they often judge them in emotional terms. 

Most people make decisions for emotional reasons, although they justify them in more logical 

terms. 

And you saw that price is far more than list price; it includes the level of service, guarantees, life 

cycle costs and a whole raft of factors. The more complex your product or service the more these 

factors will come into the equation.  

Importantly I also suggested that if you base your prices purely on the costs to you, and not on the 

value to the customer, then you will have little control over the value equation, you will diminish your 

profitability and eventually put your business at risk. 

Each market segment you service will have a different value equation, even for the same basic 

product or service. In this chapter I look at how to build on the perceived direct and indirect benefits 

to tilt the balance in your favour in the various segments you service. 

So where will the value come from, and what techniques can you use to build on the perceived 

benefits? It won‘t surprise you that those benefits will relate more to the emotional than the logical, 

particularly as the cost goes up.  

If the product or service is basic, for example transportation, the direct benefits are important. The 

vehicle gets the owner from A to B relatively safely in reasonable comfort. It is when the buyer has 

other expectations, beyond the basic, that the other factors in the value equation come into play. 

And that leads to the need to add indirect benefits your offering. There is more value in the indirect 

benefit than the direct benefit. 

As you add to the indirect benefits you are offering, you can increase the price because of the 

value you are adding. And you can use those additional indirect benefits to position your product in 
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different segments than serviced by the base product. 

So what are some of the ways in which indirect benefits can be used? Here are 5 which 

Robert Imbriale, author of Motivational Marketing, suggests underpin most indirect benefits.  

Connection – people tend to be tribal; they want to be part of a community, part of everything that 

is happening in their industry, to feel they belong.  

At a low level of connection businesses offer loyalty programs. Now loyalty programs are more 

than just connection, they offer usually you offer a definite financial benefit as in discounts or ―buy 5 

and get 1 free‖, but they also offer the illusion that you are put of a club.  

Moving up the scale, memberships offer exclusive and limited offers, newsletters, and sometimes 

access to special facilities. And the more special benefits are offered, the more you will feel 

especially privileged, ‗connected‘ with an exclusive group.  

One retailer offers customers who purchase above a certain value the opportunity to join a VIP 

Club, at no cost. Club members get early notification and access to all promotions and specials. 

Can you create a sense among your customers that they are ―connected‖?  

Getting free or a bargain – adding additional features to a product or service can be used to lift the 

product or service into a different segment. Cars are an easy way to illustrate the principle. Car 

makers add more powerful engines, spoilers, stripes and other things to create a sporting model, or 

a package of other features to create a luxury model. 

Of course as a small business owner or manager you can do the same thing by proving an 

additional warranty or guarantee, or an all-hours support package or whatever. One operator of 2 -3 

day tours gives every lady on the tour a rose or orchid when the trip finishes. You can bet that trip 

will be remembered and commented on: good word-of-mouth. 

Significant additional features provide additional benefits and therefore you can charge a 

higher price. In fact the prospective customer will expect to pay more. The new price point is part of 

the different segment. 

So where does the “free” or “bargain” come into this? Well, people are always looking for 

something free, or getting something at a bargain.  

So adding a bonus in the form of additional features at a price less than the apparent value of the 

add-ons will be seen as creating additional value, particularly if the offer is for a limited time. Or you 
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may want to offer the benefit for a free 3 month trial. 

Another example: if you provide repair and maintenance services, an offer after a job to do a 

thorough check on the premises three months later for an additional $x (small fee), obligation free 

of course, would lock in the customer. 

The ―bargain‖ helps move the prospect into the different segment. 

Simple solutions to complex problems - Generally people are seeking the simplest solution to 

complex problems. The real situation is that complex problems will require complex solutions, but it 

is sometimes necessary to present your product or service as enabling the customer to solve their 

problem easily, without effort on their part.  

Weight loss programs are sometimes sold like this. Many investment schemes and even franchises 

essentially offer effortless money making. 

Selling a dream, making that dream come true - Presenting your product or service in aspirational 

language. This elevates your product or service beyond the ordinary reasons of buying. Can your 

offer tap into their fantasy life, rather than their actual life? Most people do not believe they will 

achieve their aspirations. Holding out the hope that they will do so enables the customer to connect 

with their dreams.  

Price does not matter in these situations. When they are achieving that dream, price does not 

matter any more. Aspirations tend to be very powerful motivators. 

Of course you don‘t have to put things in McMansion terms. Photos of the customer enjoying a 

holiday, in a social situation, having a meal or just doing something can achieve the desired effect. 

Testimonials can also be used to do the same thing.  

Weight loss programs are again a good example. 

Fear – and I am not talking necessarily about something violent, although such a thing can be 

useful when selling insurance (how will your family be provided for in the event of your sudden 

death), or security screens for the house.  

Fear can be used when the prospective needs, or simply wants what is being offered. Marketing 

your product as scarce, (limited numbers available) or for a limited time suggest that unless they act 

now they may miss out. Scarcity marketing is used to get people to take action.  
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So do you see that each of these motivators are emotional motivators, and each individually, 

or better still, used collectively, can influence the value equation a prospective customer makes, 

tilting the balance in your favour. 

And by varying the mix of them, or using different benefits to differentiate the product, you can 

target your basic product or service into different market segments, meeting different needs and 

expectations. 

 

Have you thought about... 

People seek value. Value is not a fixed number. It is a subjective relationship between the thing you 

are selling and what people perceive its worth to be. The greater the value relative to the price, the 

more likely people will respond to your offer. JW Corbett 

In July 2002, Steve Ballmer reorganized Microsoft into seven business units focused on market 

segments, not products. Ballmer stated, ―We were pretty product-centric in our marketing, which 

meant we weren‘t always delivering a higher-level perspective on the value of technology in key 

areas.‖ The company embarked on a 10-year initiative to reinvent its worldwide marketing team in 

order to ―institute a consistent customer value proposition across the organization.‖ As a result the 

company renewed its focus on problems their customers need to solve, not products the company 

wants to sell. 

―Bait the hook to suit the fish, NOT the fisherman. Too often, with all the sophistication offered by 

new database technologies for selection and segmentation, we forget about tailoring what we say in 

print, mail and—increasingly—broadcast so that we are ‗speaking to the differences in people, not 

their similarities.‘ If I were to adapt the old line of test and then test again, I would say: ‗Be relevant 

and then more relevant to the consumer we are talking to.‘‖ Jerry I. Reitman 
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9.  Do you really know your costs? 

Aaaah costs! Cost had to rear its ugly head at some stage. 

If it wasn‘t serious it would be funny; the number of times client tell me that they don‘t really know 

their costs. They know their sales prices, and how much money they have in the bank, but they 

don‘t know the real costs of the products or services they are providing.  

If the truth be known, they did not appear to have thought about the issue at all. 

It‘s a little like the old children‘s game of ―Pin the Tail on the Donkey‖. You remember the one, 

where a child is blindfolded, spun around three times, and asked to pin the tail on a picture of a 

(tailless) donkey. 

They rarely get it right, and neither will you get it right with your prices if you don‘t know your real 

costs and allocate them correctly. Now that is not to say your prices should be based on your costs 

alone, but that is another subject addressed in earlier chapters. 

9.1  How to make pinning the tail on the donkey 
more accurate 

It’s much easier when you are not blindfolded 

If you don‘t know your costs I‘ll guarantee that you could do better, that you are leaking profits 

without knowing it. 

What do I mean by that? Well, if you don‘t know your costs, then you don‘t know your profit margin. 

And if you don‘t know your margin you don‘t know how much profit you could, or should be making. 

Which really leads to the conclusion that making your target profit is really like that blindfolded child 

who manages to pin the tail on the donkey in approximately the right place. It is a purely accidental 

happening over which they had no real control. 

Removing the blindfold is a simple matter really. You just have to understand where your costs are 

incurred and allocate them accordingly. Then you will truly know your real profit margins, and have 
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pinned the tail on donkey. 

The problem usually arises in one of two areas: 

1. Incorrectly allocating costs to overheads instead of cost of sales; and 

2. Not knowing your actual full cost of labour. 

Let‘s look at some examples of the first: 

Failure to incorporate costs that are directly attributable to a job or project can lead to loss of profits. 

1. A market research assignment may require a lot of telephone work. Telephone costs are 

normally considered part of overheads but if they are disproportionately incurred against a 

project then allowance should be made in the pricing. 

2. Freight either associated with incoming products and materials or for delivery is often buried 

in overheads. However it is usually a variable cost directly associated with Cost of Sales. This 

is easy to see if you are bringing in materials or parts for a specific job, but even if you are 

bringing in, for example, steel plate for stock, it is a variable cost. You would not be 

restocking if the jobs weren‘t there. If the steel plate is a cost of sale, so is the cost of the 

freight to bring it in. The same applies in delivering the completed job to a customer, even if it 

is part of a delivery run. The costs are attributable to the job.  

3. Replacement tools — many small hand tools are worn out during the course of the year, 

with the rate of usage being directly related to the amount of work being done. They are thus 

a variable cost. 

4. Shop floor consumables should be similarly treated. 

If such costs are not attributed to the Cost of Sales either directly or through calculation of the shop 

floor charge out rate they become an overhead or not included in the sale price. And as they are not 

being recovered directly from the sale, they become another overhead cost which must be 

deducted from your Gross Profit. 

While some items might seem to be fairly small, collectively they can add up to be significant costs. 

And that is just what they are, costs. The important factor to take into account is that if such costs 

are not recovered against the sale which incurs them, they come straight off your bottom line.  

As a cost they might seem small, but as a percentage of net profit they can be significant. 
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I‘d add one other factor to this. As a small business owner or manager you need to distinguish 

between your salary the business pays you for your skill and experience, and the profit the business 

returns you for the risk of investing in the business. 

Your salary is not profit. It is a cost of doing business. The profit your business should earn, after 

allowing for all salaries, should be at least equal to what you could earn by investing your capital in 

a low risk investment such as government bonds. 

Most of you will make the distinction but some do not. Those that don‘t are really just using their 

business to buy themselves a job. 

All in all, you can see why people have been concerned. They are not pinning the tail on the donkey 

because they can‘t see it. They are operating their business blindfolded. 
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9.2  Are you groping in the dark with your real cost 
of labour? 

Is it time to fix a little light on the subject? 

The last chapter addressed in more detail the problems for your profitability caused by incorrectly 

allocating costs to overheads instead of cost of sales. The underlying issue for you is that if you 

don‘t know your cost of sales then you will have no control over your profits. 

Like the blindfolded child people are trying to pin tail on the donkey without knowing which end is 

which.  

The second issue on this subject covered the problem of not knowing your actual full cost of labour.  

To determine your actual cost of labour you need to work out not only the direct cost of your 

labour, but also the proportion of overheads each chargeable hour must recover before you can 

make a profit. This is sometimes known as a ―Full Recovery Rate‖. 

The first step is to work out the available hours per person per annum. Please note the numbers 

here are examples only. You will need to apply your own factors. 

Total Weeks 52 

Holidays (weeks) 4 

Sick leave (weeks) 2 

Public Holidays (10 days) 2 

Available Weeks 44 

  

Hours worked per day 8 

Days worked per week 5 

Total Hours/person/year 1760 

  

Efficiency factor 80% 

  

Available hours 1408 



 

 

 

57 

 

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, Callbacks, Paperwork, etc. 

From a management viewpoint this efficiency factor is much lower. As a manager you have to do 

administrative work, marketing, possibly quoting and many other activities which are non- 

productive from a customer viewpoint. 

Direct cost of labour - The second requirement is to work out your direct hourly labour costs, 

taking into account that you have to pay your staff while they are on leave, meet any 

superannuation payments, work health cover and any other costs directly related to staff that might 

apply to you. (Note the figures and categories used here are Australian – put in your own costs and 

categories.) 

 

Annual Salary  $ 45,000.00  

Super 9% $ 4,050.00  

Work Health 
Insurance 

3.50% $ 1,575.00  

Total Cost  $ 50,625.00  

   

Available hours  1400 

Hourly rate  $  36.16  

 

So in this example a person might be costing you $36 per hour before there is any contribution to 

overheads, or to profits. 
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Spreading the fixed cost of operations — a full recovery man hour rate spreads the fixed costs of 

operating the business over the expected available hours for the year. For the purpose of this 

calculation I include those variable costs referred to above such as replacement tools, 

consumables, and freight if these have not been separately identified in the cost of sales. 

The following steps would apply. 

1. How much is it going to cost you to open the doors daily? 

What are the general overheads you are going to incur given your current or expected business 

activity?  

Include in this all fixed expenses, a salary for yourself, all your staff on costs, phone, stationary etc.  

However: Do not include the cost of goods you purchase to complete a specific project.  

2. How much profit do you want to make? 

So how long is that piece of string? A good start is to look at the capital you have tied up in the 

business and work out a commercial return on that investment. What about your intellectual capital? 

What‘s that worth and what return do you want on that? And you also have to account for the risk 

factor. 

3. How much time do you have available? 

So multiply the hours per employee calculated above by the number of employees you have. 

 

(Please refer to the Example Calculation on the next page.) 
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Example Calculation  

Direct Cost per Employee $36.16  

  

Overheads - Fixed Costs  

Advertising & Marketing Expenses: 17011 

Bank & Government Charges, interest 46470 

Donations/Sponsorships:  

Water, Gas & Electricity Expenses: 2697 

General Insurance Expenses: 6182 

Motor Vehicles (Gas, Petrol, Service, 
Parking, etc.): 

32778 

Printing, Postage & Stationery: 1000 

Protective Clothing Expenses: 3000 

Office Rent / Lease Expenses: 15000 

Subscriptions, Licenses & Education: 1500 

Telephone Expenses (Mobile Phones, 2-
Way, etc.): 

6348 

Salaries/Wages For non-Chargeable 

Staff (Storeman, Supervisors, etc.): 
52777 

Directors’ Fees / Expenses: 0 

Depreciation of Vehicles, Plant & 

Equipment: 
3000 

Sundries: 2000 

Total Overheads 194327 

No of employees whose Labour is 
chargeable (Full time equivalent) 

2.5 

Chargeable hours per employee 1400 

Total Chargeable hours 3500 

Overhead per chargeable hour $ 55.52  

Charge Out Cost rate $ 91.68  

Profit Margin (Profit on sales, not mark-
up) 

15% 

Charge Out Selling Rate $ 107.86  
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In this example you can see that the target charge out rate is $107.86 per hour.  

How does this compare to what you actually charge? 

You can use a spreadsheet to calculate this if you want and test various pricing, profitability and 

efficiency effects on that rate.  

There are two risks 

The first risk with this approach is that you may not sell the number of hours for the year on which 

the overheads are spread. The effect will be to lower profits as each hour sold will have to bear a 

greater burden of the Overheads. 

On the other hand, achieving more hours sold for the year will increase profits as the increased 

gross profits will make a greater contribution to meeting Overhead costs. 

The second risk is that, on quoted work, you actually take longer to do the job than you quoted. In 

effect you do not recover anything on the extra hours. More disturbingly, those extra hours will be 

displacing hours on which you would have been recovering costs, again reducing your profits. 

Unfortunately many small business owners and managers do not do these calculations. 

Instead they rely on using a charge out rate their mate down the road charges, thinking no doubt 

that he has worked out his costs. 

He may or may not have, but his costs are not your costs.  

Does it matter? Well it does, just to give two examples. In the first example our client found out that 

the difference between the total cost per hour and the actual charge out rate, i.e. his profit margin, 

was so small that even a small overrun in time, or misallocation of costs, would result in a loss on 

that job. So he was not making his money there. 

Even worse, in the second example, our client found that the actual man-hour cost rate was much 

higher than the charge out rate. In fact it was to the extent that the business was losing money on 

every hour it charged out. Although it hadn‘t known this, the company was relying on its mark-up on 

materials and sub-contracts to make a profit! 

Is that a satisfactory situation? Should your business‘s profits come from the mark- up on 

purchases, or on the expertise and skills you bring to the job? 
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All in all, you can see why people have been concerned. They are not pinning the tail on the donkey 

because they can‘t see it. They are operating their business blindfolded. 

 

Have you thought about… 

Businesses compete on costs, not prices. Unknown 

During the Space Race in the 1960‘s, the National Aeronautics and Space Administration (NASA) 

needed a ball point pen to write in the zero gravity confines of its space capsules. After 

considerable research and development, a pen was successfully developed and even enjoyed 

some modest success as a novelty item back on Earth. It allegedly cost US$241 million. Faced with 

the same problem, Russian astronauts used a pencil. Unknown 

The key to profit is not just the numbers, sales, and frequency. At some point you need to look at 

fixed and variable costs vs. income. If costs exceed income on every unit sold, you will never see 

profit no matter how many you sell. On the other hand, you can make a decent living on low volume 

if you price your service right and provide high value. Alex Brown  

Everything takes twice as long as you think it will take—and then double that. Everything costs 

twice as much as you think it will cost—and then double that. Irvin Borowsky‟s Corollary to Murphy‟s 

Law 

Management control is about understanding why things are not as you were led to expect. Unless 

you understand what drives costs, you can‘t deal with the problem sensibly. This sort of analysis did 

not happen until some years after I took over. As a result, management spent too much time 

guessing and having unproductive discussions. Professor Fred Hilmer, 

If people wished to be successful in business they must understand the principles of costing.  

John Williamson 

If you are viewing your accounts every two-to-four weeks, you have the opportunity to spot mistakes 

early on like invoices or payments missed, costs wrongly allocated on your profit and loss etc. 

Murray Baker of SmartOpinion 
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10.  Profit Leaking Processes 

You may or may not have heard of Dr. W. Edward Deming. And, because it‘s awhile ago now, only 

some of you will remember when anything manufactured in Japan was regarded as cheap rubbish. 

Now of course Japanese manufactured goods have a cachet of quality. 

How did that happen? In a word, Dr. Deming.  

Here‘s an example courtesy of Wikipedia: 

―Dr. Deming‘s teachings and philosophy can be seen through the results they produced when they 

were adopted by Japanese industry, as the following example shows: Ford Motor Company was 

simultaneously manufacturing a car model with transmissions made in Japan and the United States. 

Soon after the car model was on the market, Ford customers were requesting the model with 

Japanese transmission over the USA-made transmission, and they were willing to wait for the 

Japanese model. As both transmissions were made to the same specifications, Ford engineers 

could not understand the customer preference for the model with Japanese transmission. Finally, 

Ford engineers decided to take apart the two different transmissions. The American-made car parts 

were all within specified tolerance levels. On the other hand, the Japanese car parts had much 

closer tolerances than the USA-made parts - e.g. if a part was supposed to be one foot long, plus or 

minus 1/8 of an inch - then the Japanese parts were within 1/16 of an inch. This made the 

Japanese cars run more smoothly and customers experienced fewer problems.‖ 

Now this section on the processes in your business is not going to go to levels such as this, but it is 

important to understand that it is your business system that produces the results for you and your 

customers.  

And your system is made up of all the myriad of processes that you follow in your business between 

seeking customers to satisfying them, at a profit of course. But are your processes causing, or 

perhaps allowing profit leaks.  

Sometimes it is easy to blame someone for causing a problem. Dr. Deming also said that 85% of 

problems are caused by the system, not be people. 

Have you noticed that all good businesses have good systems? Here I look at some simple 

processes. 
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10.1  The processes by which you run your business 

The underlying concept behind profit leaks is that they are imperceptible, dripping away silently and 

invisibly, draining cash out of your business. If it wasn‘t a leak it would probably be a spurt, a gush 

of cash spurting from your business. Seeing the bleedin‘ obvious, you‘d do something about it. 

That‘s the trouble with leaks, you don‘t see them until there is a big oil stain on the floor, or a lot less 

in your bank account than you expected. It‘s too late then to recover the lost oil, or cash, but if you 

get on to it you can prevent future drains. 

And of course in troubled times it is even more important that businesses improve their profitability 

and available cash in their business. So this chapter examines some of those imperceptible leaks 

that could be draining your profits. 

Here’s are some sources of profit leaks: 
Failing to regularly review prices against costs. If prices don‘t match increases in costs, gross 

profits get squeezed. The volume of gross profits is key to your business overall profitability;  

Failure to regularly review prices against movements in the market. If you are not matching 

increases in the price the market will pay, you are leaving money on the table; 

Selling lines below the real cost of providing the cost or service. In other words, the more you 

sell, the more you lose. Don‘t laugh, I‘ve seen it happen all too often;  

Failing to recover costs directly incurred against a product or service. It might be something 

small, but cumulatively they add up, with the beauty being that any such recovery goes straight 

through to the bottom line; 

Staying in market niches which are less profitable than others (you do have limited resources, 

don‘t you?). This sometimes happens with ‗traditional‘ lines or markets, when the market has moved 

on. The financial and time efforts you put in may not bring the return that new markets may do; 

Equipment not maintained or repaired. It‘s not just that oil leak; the equipment is not likely to 

work efficiently. And if it is not working efficiently then the costs are greater than they should be.  
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Another loss of gross profits: 
Failing to correct repeated mistakes and errors. The time taken to correct an error, mistake or 

omission is an opportunity cost, let alone any parts or materials involved. Repeated mistakes 

magnify the cost;  

Failing to review overhead costs for potential savings. This most typically happens when 

businesses roll-over regular requirements such as insurances without seeking competitive quotes; 

Poor customer communication leading to added costs, and dissatisfied customers; 

Poor work prioritisation, undertaking unnecessary work, work which does little to add customer 

value, or which may be urgent but not important; 

And so on. I‘m sure that you can think of more. 

Now there is a common thread to most of these sources. Have you noticed that, one way or 

another, they involve the processes by which you run your business? Any business process, 

however complex, can be defined as an accumulation of costs over time. They can be poor 

processes which are leaking your profits, or not having processes at all.  

Let‟s take just one example of a poor process. Some time ago I worked with a client on a service 

delivery issue. Research found that it took, on average, 30 days from order to delivery of the 

service. Not surprisingly customers found this extremely frustrating. Using a Business Improvement 

Team with the clients, we process-mapped the delivery process and found there were 15 steps to 

the process.  

Further data collection found that most of the delays occurred on about half the steps, while the 

balance worked fairly smoothly. The Team were able to redesign the process to eliminate the 

blockages, reduce the number of steps to 8, and the delivery timeline to 2 days. 

Undoubtedly the customers were much happier, and much more likely to return, a big win for both 

the customer, and my client. Then there‘s the other side, that of the profit leak: 

Reducing 15 steps to 8 considerably reduced the cost of providing the service. Some of that was 

used to reward the customer, but the balance helped improve the Gross Profit from the service. 

There was an opportunity cost gain, using the time saved to service other customers, increasing the 

client‘s revenue stream. 
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No doubt you have spotted the other essential ingredient to plugging the profit leak. Yes, 

that‘s right, data and information. It‘s amazing how easy it to plug a profit leak once you have some 

facts about what is happening in your business. 

Improving processes to plug a profit leak, and having available data and information in your 

business go hand in hand. 
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10.2  Market related Processes 

The free E-Book for subscribers to the Profit Leak Detective newsletter, ―7 Clues to a Profit Leak‖, 

suggested 7 tell-tales that might suggest you look at your business for profit leaks. The last chapter 

looked at 10 sources of profit leaks behind these high level clues. 

It found that there is a common thread to most of these sources. One way or another, they involve 

the processes by which you run your business? Any business process, however complex, can be 

defined as an accumulation of costs over time. Poor processes can leak your profits by 

accumulating excessive costs (which can include time costs), or not generating sufficient return for 

their costs. Not having a process at all is even more likely to leak your profits. 

The case study quoted demonstrated that the other essential ingredient to plugging the profit leak is 

data and information. It‘s amazing how easy it to plug a profit leak once you have some facts about 

what is happening in your business. 

Improving processes to plug a profit leak, and having available data and information in your 

business go hand in hand so this chapter looks at the data and information that impact on two of the 

processes mentioned. These are: 

 Failure to regularly review prices against movements in the market.  

 Staying in market niches which are less profitable than others 

Price movements in the market are best looked as they happen in the specific niche you target, and 

I know you target a niche rather than ―everybody‖.  

A niche market is a focused targetable portion (subset) of a market. Niche marketing is the 

process of finding and serving profitable market segments and designing custom-made products or 

services for them. 

As Dan Kennedy says, “There‟s riches in niches”.  

So what sort of information might you want to have to determine whether you have any profit leaks 

arising from either of these two sources? 

Perhaps the first thing you will need to do is to define your niche. This is somewhat akin to the old 

recipe for ‗Jugged Hare‘ which started with “First catch your hare”. Good guidance indeed. 
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What information do you have available to define your niche. Your accounts are a good place 

to start. Most accounting packages will allow you to break your sales down into product or sales 

lines, and/or jobs.  

That can be pretty important information to look at. One version of Pareto‘s Law (the 80/20 rule) 

says that you will get the majority of your sales from the minority of your products or services. In my 

experience that is right.  

So you had better be keeping up with market prices on the most important groups to you, otherwise 

you are just giving away margin for no benefit. 

What you are offering in the market undoubtedly forms part of the make up of your market niche, 

but it is only part. The other part is who is buying it – your customers. 

Now here is the bit that I find interesting. Marketing rejects the view that you look at how much you 

can sell of what you make or do (which may have no relation to customer‘s needs). Rather it 

suggests that you should be concentrating on the customer, at looking at how you can meet their 

needs and wants, solving the problems they may be facing. You will maximize your sales by 

meeting their needs. 

But which way are most financial accounts organised? They are organised by what you sell, 

not by customers. Yet it is the customer who makes the buying decision, and pays you the money. 

Wouldn‘t it make sense to also be able to group your customers into their different segments in your 

financial accounts? Those segments may be demographic, geographic, type of client or any other 

way you group your customers. 

Most clients have to search for this information, rather than having it at their finger tips. Yet it should 

be as readily available as product or service information. 

Once you have your customer sales data you can bring it together with your product data to more 

closely define your niche. Try using a simple table like this: 
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Customer Groups 

Product 
Types 

    Sales % 

      

      

      

      

      

Sales %      

Your niche or niches are defined at the intersection of each Product row and Customer column. 

Now you have a better idea of your niche you can go back to investigating your potential profit leak. 

Do you have a process to regularly review your prices? How long is it since you reviewed your 

prices in your key niches? If you don‘t have a process, then I‘d bet it has been too long. 

Assuming that you do have a process, such a review may find that you can increase your prices in 

one niche, but not in another. Just because you can‘t raise prices in one niche doesn‘t mean you 

can‘t raise them in another. It all helps. 

Now for the second source. The data used to define the niche is sales data, because that is the 

outcome of the purchasing decision. But sales don‘t tell you anything about profits. For that you 

need to replicate the table above, but instead of using sales data, use Gross Profit data. 

That will not be as easy to obtain, but once you set up the systems to have this flow automatically 

out of your financial statements you will have a much clearer map of your profits, or lack of profits. 

You will be able to determine if you are staying in niches that are less profitable than others. Sales 

data alone will not determine this. 

A little data goes a long way. 
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Have you thought about… 

Trying to continuously improve your processes and your performance is an ongoing thing and you 

are never perfect. We have commitment to continuous improvement Andrew Scanlon 

The Law — If you always do what you have always done you will get what you always got! 

The Corollary — If you want a different outcome, you must change the process, the product, or 

both. 

Marketing is the management process which identifies, anticipates and supplies customer 

requirements efficiently and profitably. United Kingdom Chartered Institute of Marketing 

You can reduce the number of clients and yet earn more money by improving your processes, your 

place of work and its ambience. Ankesh Kothari 

Now that your products deliver and your sales conversion process is ready, you can develop and 

execute plans for lead generation. E-Myth 

You must think through the entire sales process. Nothing can be taken for granted at any stage 

of the relationship. Bob Hacker 

Pricing is the last business activity where guess work regularly trumps hard data, sound analytics, 

defined methodology and process. Per Sjofors 

There is nothing a government hates more than to be well informed; for it makes the process of 

arriving at decisions more complicated and difficult. John Maynard Keynes 

“You can expect what you inspect.” Dr. Deming emphasized the importance of measuring and 

testing to predict typical results. If a phase consists of inputs + process + outputs, all 3 are 

inspected to some extent. Problems with inputs are a major source of trouble, but the process using 

those inputs can also have problems. 
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11.  Measurement and Management 

If there is a theme that runs through all the profit improvement tips in this book it is one of having 

the data, information and knowledge on which to make decisions. 

Australia, the United States, Europe, Japan and many other countries share the bass of a common 

model for ―business excellence‖ and make annual awards for performance against it. 

In Australia they are called the Australian Business Excellence Awards, in the United States ―The 

Baldridge Awards‖, in Europe ―The European Quality Awards‖ and in Japan ―The Deming Awards‖. 

Let‘s look at the Australian model: 

 

 

 

You will note that one of the seven key criteria is ―Knowledge and Information‖ and that, unlike the 

other criteria, this is seen as flowing throughout the model. 

A basic premise of management is that all action is determined by decisions and that the quality of 

decision making is a direct function of the knowledge that is applied to it.  
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To get the knowledge you need information, and to get information you need data. How do you get 

date? You observe or measure, and record. 

The Australian Business Excellence Framework offers the following definitions: 

 Data - raw numbers and facts (which includes perceptions) 

 Information - data that has been analysed, interpreted and presented in ways that reveal 

relationships 

 Knowledge is created when the relationships demonstrated by information have been tested 

and refined through experience, enabling reliable predictions and decisions to influence the 

future. 

In over twenty years in reviewing small businesses I have found that the most common opportunity 

for them to improve their operations is the collection and use of information to make their business 

decisions. Sometimes they have had the data but are not using it; sometimes they have it but are 

not aware they have it, and sometimes they have nothing – a barren landscape from which nothing 

will grow. 

Does your business have any systems or processes to ensure that all its decisions are based, to 

the greatest extent practical, on the appropriate information and knowledge? 
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11.1  Do you report to yourself monthly? 

Now why would you want to do that?  

After all, reporting may be alright for big companies, but why would a small business want to do 

that? I can just hear you say ―why should I? I know what goes on in my business. In any case I 

don‘t have time for any of that useless paperwork.‖ 

Useless paperwork it may feel, but let me tell you an experience an old client had recently. Now I 

had worked with this client some time ago. I did a thorough review of their business and then 

helped them develop their first business plan. To help them keep the business plan on track I 

identified a number of key factors that would let them know how the business was performing. 

These factors, usually known as Key Performance Indicators (KPIs) included both lag indicators 

(what has happened) and some lead indicators. Lead indicators are important because they 

indicate what is likely to be happening. 

The system worked and our client prospered. They pulled their KPIs together and reviewed 

them each month. Sales didn‘t grow, or at least not by much. But that wasn‘t the objective; increase 

profitability and prosperity was the objective, and that was achieved, in spades. 

I also insisted the review be written as that is the only effective way to ensure each KPI is properly 

reviewed. Without writing down your assessment it is so easy to kid yourself that you understand 

the implications of the indicator when really your understanding may be superficial. The comments 

need not be complex or lengthy. A series of dot points will do.  

It usually takes more than one factor for a business to break down. In my clients case it was 

three factors. The first was the general business economy. It had been frantic for some time - there 

was plenty of work around. When things get busy there is a great temptation to put the paperwork 

aside and do it ―later‖. 

But if you add the unexpected to ―later‖ the problems start to build. The first unexpected was their 

workshop foreman leaving, tempted by a bigger offer in another industry due to the boom time 

conditions. He supervised the day-to-day operations. 

Finally the immediate cause. The Managing Director, who amongst other things looked after the 

reporting system, became ill. The illness persisted for some time, about five months. One of the 
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things that went by the wayside was their regular reporting to themselves.  

And that is when I got a call. Could I come out and have a look at the business again. Despite the 

company being continually busy cash was short. In fact my client had to seek a temporary 

extension to their overdraft from the bank. In the meantime they were working hard to update their 

reports for me to look at. 

What did I find? Well one KPI in the reports stood out. It showed that there had been a significant 

deterioration in performance in that area for some time, since the foreman had left in fact. 

And when we calculated the financial cost of that fall-off in performance it equated to the amount 

of temporary funding they were seeking from the bank. Lack of reporting had been very costly. 

Now these things can happen to us all. People leave your business, people become ill. But had the 

monthly reporting been kept up to date the profit leak would have been spotted earlier, and it would 

have been plugged. 

There is a lesson for us all in that. The paperwork was far from useless. There was and is a real 

point to it. Lead indicators are useless if you don‘t use them, but the message from lag indicators 

needs to be acted on as quickly as possible. 

The next chapter explores some of the KPIs you might usefully use in your business. 
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11.2  So what KPI’s might you usefully include in 
your monthly report? 

Follow the money trail! 

The last chapter discussed the benefits of doing a monthly report covering the performance of key 

indicators (KPIs) in your business, even if it is to yourself. And I revealed the financial problems an 

old client had got themselves into when, for a combination of reasons, they had stopped preparing 

their monthly report. One key indicator clearly showed that there was a problem developing. Going 

back to the bank for a temporary overdraft extension for something that could have been so easily 

avoided was a salutary lesson indeed. 

So what KPI‘s might be useful? There are a couple of issues to remember here.  

The first is that there are a number of KPIs on which every business should report, others will be 

more specific to different types of industries or businesses. 

The second issue is that the KPIs must be easy to collect. If they are too difficult I‘m sure that, like 

all of us, you will find reporting too hard to sustain. Spending a little time setting up templates and 

your accounting system to give you the reports you need will pay dividends. 

While one indicator can indicate a performance problem, as with my client above, a combination 

may be required to determine where a problem may lie. The next few chapters look at just some of 

the measures that you might find useful.  

I group these under four headings: profitability, productivity, efficiency and customers.  

This chapter looks at financial indicators of profitability. You may have seen the comment in 

newspapers when corporate crime has been committed, and exposed, that the investigators 

―followed the money trail‖.  

These measures are your money trail. If you do have a profit leak, then the results will appear 

sooner or later in the profitability indicators. Your accounting package should be the source of much 

of this information, which means it should be relatively easy to collect. So let‘s get to it. 

Sales — business begins with a sale, so you need to know what is happening with your overall 

sales, their trends and any seasonal patterns. But you also need the ability to drill down to your 

major operating areas, whether they are grouped by products, geography, customers or market 
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segments. If you are not performing as well as expected, then you need to be able to pinpoint 

exactly where so you can do something about it.  

Gross Profit ($ & %) — there is an issue here. We normally consider the higher the Gross Profit 

percentage the better for the business, but ultimately it is the volume of gross profits which 

determines how much nett profit you make. As above, the ability to drill down to the next level is 

very important. Good results in one area of operation may be disguising poor results in another.  

Expenses/overheads — measured as a % of sales. Your accounting package should do this as a 

report. Whilst you only need the overall percentage as your indicator you will need the details 

behind it if you are to look for the reasons for a poor performance. 

Nett Profit $ & % — now I assume you are in business to make a profit. Most small business 

owners are. So you will want to keep an eye on your profitability. Why would you want to know the 

percentage, which is again measured against sales? Well, knowing your percentage nett profit 

enables you to benchmark yourself against similar organisations. You may be sure your bank 

manager will also be interested. They tend to have a fetish about financial percentages. 

Nett profit per owner workhour — to calculate this indicator you need to have a reasonably 

accurate idea of the number of hours you put into the business. Yes, I know it feels like every 

waking hour! Now how will this help? Well, let‘s include your salary with the nett profit and divide the 

resulting figure by your working hours. Now how does that figure compare with the hourly rate you 

might pay a skilled tradesman, the bloke who repairs your photocopier, or perhaps your accountant. 

Does the return seem reasonable? 

As mentioned above your accounting package should supply this information with the exception of 

the last indicator, which requires an added input from you. Your accounts should not only supply the 

summary level to go into your monthly report, but also the underlying detail to help you track down 

the profit leaks, or more hopefully, why things are going so well. 

The next chapter looks at Productivity measures. These are important because they enable you 

to compare your business to other similar or related businesses. They also provide some useful 

‗rules of thumb‘ which give you a quick guide. 

When you have your profitability and other KPIs you may wish to add them to the pot where you are 

brewing this year‘s business.  
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11.3  Performance also counts! 

This chapter examines the second of the quartet, productivity measures. These are important 

because they provide some useful ‗rules of thumb‘ which give you a quick guide as to how well you 

are using your physical assets. They also enable you to compare your business to other similar or 

related businesses.  

But first, what is meant by ‗productivity‘? Well we get into a bit of economics versus accounting 

jargon here. And then there is the question of productivity versus efficiency.  

For example, productivity measures are measures or output from production processes, per unit of 

input, whereas measures of profitability address the difference between the revenues obtained from 

output and the expense associated with consumption of inputs. As I say, jargon. 

Here is some more courtesy of Wikipedia. ―While productivity is the amount of output produced 

relative to the amount of resources (time and money) that go into the production, efficiency is the 

value of output relative to the cost of inputs used. Productivity improves when the quantity of output 

increases relative to the quantity of input. Efficiency improves, when the cost of inputs used is 

reduced relative the value of output.‖ 

Despite the jargon both are useful. So in this chapter I am talking about ‗productivity‘ and in the next 

I will have a look at ‗efficiency‘.  

Productivity measures are the area where you might want to investigate what is more appropriate to 

your industry. Some might be appropriate to retail, others to businesses where labour is a variable 

cost and charged out. These may be manufacturing businesses, service repairs or professionals for 

example. 

Sales per person (or $ of wages) – Divide total sales by the number of people employed. Make 

sure you are including trading income only. You are concerned about your operational productivity, 

not the one-off benefit of assets sales or similar events. Measured per person this can give a useful 

indicator of the sales you should be achieving if you are going to have a sustainable business.  

As a tip, it is also a useful indicator of the sales a competitor may be achieving, based on the 

number of employees they may have. 

Collectively it may provide an indication of the size of the local market, or at least the share local 

business has. 
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Measuring sales against $ of wages paid is also a useful indicator. 

Gross Profit per person – Dividing Gross Profits by the number of people employed. Remember 

to do this on the basis of ‗full time equivalent‘ (FTE) personnel numbers. Now there is an issue here 

which I didn‘t discuss in the previous chapter and that is how you calculate Cost of Sales.  

For retail and wholesaling businesses it is simply the cost of the goods actually bought and sold, 

plus any associated freight. On the other hand manufacturing businesses and those that charge 

labour out for repairs, maintenance or service should also include their shop floor labour, any 

consumables and sub-contractors. 

Nett Profit per person – Dividing Nett Profit by the number of people employed. Obviously there 

are issues here whether your employees are giving you sufficient return for your investment in 

them. It also provides a useful benchmark to compare your business not just with similar 

businesses but also other businesses. 

Utilisation rate – this measure is mainly used for manufacturing and service related businesses. 

Divide the hours charged out per person (from time sheets or job cards) by the total hours paid.  

You are looking for proportion of time you actually recover by charging clients with the time you are 

paying staff for being at work. The less accurate your time sheets or job cards are (hint – are they 

filled out as jobs are completed or only at the end of the day?) the less you will recover against 

each job and the lower will be your Gross Profit. 

Sales/GP per square metre (total area of premises, retail area) – mainly used in the retail 

environment, this measure gives a good indication of well you are using your floor space. And 

analysing these figures against individual work areas will give a good indication of the productivity 

of different areas of your business. 

Sales/GP per completed job, i.e. average sale – divide total Sales or total Gross Profit by the 

number of completed jobs or number of sales made over the same period. One method of 

increasing your returns is to seek an increase in the average sale or average Gross Profit per sale. 

But to do this you have to know your starting point. 

Professional firms such as accountants and lawyers often find it useful to measure the ‗per person‘ 

ratios on a ‗per professional‘ basis instead or per person. 

As mentioned previously your accounting package should supply this information with the exception 

of the Utilisation Rate, which requires your time sheets or job cards. Your accounts should not only 
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supply the summary level to go into your monthly report, but also the underlying detail where lack of 

productivity may be causing a profit leak. 

The next chapter looks at Efficiency measures. Like productivity, these are important because 

they enable you to compare your business to other similar or related businesses. They also provide 

some useful ‗rules of thumb‘ which give you a quick guide to your performance. 

What about me, you ask? If there do not appear to be measures here which reflect you business, 

talk to your accountant to discuss measures which might best suit your business. 
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11.4  Efficiency 

Get more bang for your buck! 

This chapter discusses the benefits of the third of the quartet of key indicators (KPIs) in your 

business; efficiency measures. These are important because they look at how well you are using 

the money you have invested in the business. The more efficient you are the greater the return you 

will get for the same investment. However, unlike the earlier measures any ‗rules of thumb‘ are 

likely to be industry specific. You will need to research these for your own industry. 

You will recall the last chapter distinguished between ‗productivity‘ and ‗efficiency‘. Wikipedia gave a 

useful distinction - ―While productivity is the amount of output produced relative to the amount of 

resources (time and money) that go into the production, efficiency is the value of output relative to 

the cost of inputs used. Productivity improves when the quantity of output increases relative to the 

quantity of input. Efficiency improves when the cost of inputs used is reduced relative to the value of 

output.‖ 

In the end it‘s all about how you make the best use of money invested in your business. So what 

can you measure and report on that is useful? 

Stockturn – Purchases (from Cost of Sales) divided by Average (or closing) stock. Now if you could 

get $500,000 in sales (at cost) from $50,000 in stock carried it would be a lot better than if you 

required $100,000 in stock to get the same sales.  

This is not a simple matter. Some items will naturally sell more quickly than others, so you will carry 

more of them but likely have a lower gross margin than items which turnover more slowly. And what 

is high turnover in say, a supermarket, will be different from spare parts for farm machinery.  

Hence improving stockturn will require attention to stock line by line, as well as the sales strategies 

you use to move turn that wheel. 

Days stock on hand – Divide stock on hand (at cost) by cost of sales multiplied by 365. A good 

alert signal! The ‗right‘ figure will depend on the industry you are in. 

Average Debtor Days – Year-end Debtors divided by Total Sales on credit, multiplied by 365. 

When looking at this figure you will need to take into account your credit terms. For example it you 

offer 30 days credit, average Debtor Days are usually around 42 days.  
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Reversing this calculation can be useful. For example, multiplying target Average Debtor Days (e.g. 

42) by Credit Sales and dividing by 365 will give the level Debtors should be at, i.e. how much 

additional funds are tied up by allowing Average Debtor Days to get out of control. I‘ll never forget 

the look on a clients face when I was able to advise that if he could get his average Debtor Days 

back to 42, he would reduce his overdraft by $70,000. 

Average Creditor Days – perhaps not an efficiency measure but one worth keeping an eye on. 

Divide year-end Creditors by Cost of Sales (total purchases) and multiply by 365. What you are 

looking for here is the extent to which your Creditors are funding the business – a very dangerous 

affair. Once client had average Debtor Days of around 25 but average Creditor Days of 72! He 

would be better off using his bank for working capital. 

Asset turnover – Divide Total Trading Income by Total Assets. To be more accurate you should 

deduct from Total Assets any loans to you as the owner. While the loan is an asset it is not being 

used to increase the returns to the business. 

The information to calculate these measures should all come from your accounting package and 

therefore be easily obtained. As always to make some improvements it will usually be necessary to 

dig deeper into your accounts. Improving stock turn is just one example of this. 

The next chapter examines the final of quartet of measures – customers. You know, the people who 

provide the money which grease the wheels of your business.  
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11.5  Where would your business be without 
customers? 

The last few chapters have been examining the benefits of preparing a monthly report and looking 

at the various key indicators (KPIs) in your business to report on which might give you some insight 

into your operations. I grouped these KPIs under four headings: profitability, productivity, efficiency 

and customers.  

This chapter looks at the final member of the quartet, customer measures. You may recall that 

classic British comedy ―Fawlty Towers‘ and the proprietor‘s approach to customers. I‘ve always 

been amused by Basil Fawlty‘s line “I could run a good hotel if it wasn‟t for the guests!” Customers 

are those funny, some times exasperating people who bring the money into your business. 

As they are the source of income it would be rather strange if you didn‘t include them in your 

monthly report.  

Like some of the other KPIs you will need to go to records outside your financial statements to get 

some of the information you will need. An earlier chapter on profiling customers showed that this 

information is useful in different way. 

So what might you usefully want to know about your customers? 

Customer complaints – what you remember is not good enough here. A formal Complaints 

Register is required if you are to have any control. After all, if customers don‘t complain how do you 

know if there is anything wrong? Customer complaints are one of the best triggers for improvement, 

and of the improvements being achieved. It is not just the complaint that needs to be recorded, but 

also the nature of the complaint, and when and where it occurred. You are looking for patterns and 

trends. 

Complaints resolved — from the Complaints Register. 

Customer satisfaction — remember ‗good‘ is not good enough to keep customers loyal. Studies 

have shown that only ―excellent‖ will keep customers loyal. This will require some form of customer 

feedback either via a survey or customer feedback form such as those used by hotels and motels. 

Number of customers — not every business can measure this. For example a retail business will 

be able to measure the number of transactions but not the number of customers. However, it can 

be a useful measure, particularly if your business is undertaking a specific strategy to increase the 
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number of customers. There are some related measures below which are pertinent. 

Customer churn rate (customer loyalty) — again not every business can calculate this, but for 

those that can, it is very important. How many new customers are you gaining each month (or year) 

and how many are you losing. Repeat customers are worth more to you than one-off customers. 

Average sales per customer — what is the average customer worth to you? Total sales divided by 

the number of customers. For some businesses it may be easier to measure average transaction 

value – total sales divided by the number of transactions. 

Average Gross Profit per customer — even more important. As above but using total Gross Profit 

rather than sales. 

Customer Recency — Time since last order. This may not be important for a one-off customer (but 

how will you know if you don‘t record when they purchase), however think of the benefit of knowing 

whether a regular customer has stopped buying. Some targeted marketing may be called for. 

Customer Frequency — Average number of orders placed per year. The more frequently they buy 

the more valuable they will be to you. 

80/20 customers — do you know who are the top ‗few‘ of your customers who provide most of your 

sales, and of your Gross Profits. Note that the latter list may have some differences from the former. 

Not every customer is as profitable as the other. 

Some customers are more valuable than others and it is useful to know who they are. After all your 

profitability will depend on the value you can add for them. And the more you know about the 

frequency and amount of their purchasing, the more specific your promotional campaigns can be. 

The final chapter in this section brings together all four groups of KPIs and examines how they 

might be brought together into a useful monthly report. 
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11.6  Without measurements there can be no 
improvement 

Using your monthly report to improve your profits 

The last five chapters have discussed why monthly reports are important, even for small 

businesses, and what key measurements you can include which will give you some useful insights 

into how well your business is performing.  

This chapter looks at how all the Key Performance Indicators (KPIs) can be bought together into a 

useful report.  

What is a monthly report? 

Essentially a monthly report in a summary of your business‘s operations over the last month. It 

could of course be a quarterly report, a weekly report, or whatever period of review is appropriate to 

your business. 

The report will normally review your status and progress against indicators (KPIs) to give you a 

good idea of what is happening in your business and alert you to decisions you may need to make. 

It may compare the last month‘s operations to the previous month, to the same period last year 

and/or to budget. 

Putting the indicators in context of your local market and economy is also useful, as this may 

explain some of the findings. 

Why is monthly reporting important? 

If you know how well your business is performing, then its London to a brick that you can further 

improve your business. And by improve I‘m thinking more profits for you, and more free time, so 

that you are not continually tied to your business. 

So lets start by revisiting why it might actually be a good idea to invest a little of your precious time 

in that ―useless paperwork‖ as monthly reports are sometimes referred to as.  

Now you might think you know what is going on in your business but there is nothing like a few facts 

to support your suppositions. And you will be surprised how often that is just what your thoughts 
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turn out to be – suppositions.  

In the first chapter in this section I gave the example of a client who had stopped their monthly 

reporting because of a combination of circumstances that can happen in any business, and had 

been caught by the whammy of one costly aspect of their business going wrong which should have 

been picked up earlier. It would have been picked up had they kept up with their reporting. 

It‘s is a little like doing a customer survey. Businesses think they understand their customers but in 

20 years of undertaking customer surveys for clients I have never failed to find something 

unexpected that added to our client‘s understanding of their customers and their marketplace. 

Monthly reporting provides you with the opportunity to stand back from your business and look at 

what is actually going on. It allows you to pick up trends and issues that might not stand out on a 

day-to-day basis, but do so when you look at the whole business, and not the individual issues. 

It allows you to move quickly on problems that should be rectified, but should also give you an 

indication of what is likely to be happening in the period ahead. Lag and lead indicators! 

Lead indicators are useless if you don‘t use them, and the message from lag indicators needs to be 

acted on as quickly as possible. 

So what might a useful monthly report contain? 

Two issues stand out when considering what a useful monthly report might contain. The first is the 

KPIs that go into the report; and the second is the analysis and interpretation of those KPIs. Without 

analysis and interpretation the KPIs remains as data, and not information. And acting on the 

information leads to knowledge - knowledge about what works and doesn‘t work in your business. 

In looking at the first of these issues I commented that the KPIs used must be both useful and easy 

to collect. To be useful they must be relevant to your business and industry. There are a number of 

KPIs on which every business should report, while others may be specific to different businesses or 

industries. 

If they are difficult to collect you will find it hard to sustain the reporting. Now that might mean 

setting up some systems to ensure they are easy to collect, but once set up it should be easy as pie 

to bring the data together.  

The KPIs examined over the last four chapters fell under four headings; profitability, productivity, 

efficiency and customers. 
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So let‘s list these indicators. For a more detailed description you will need to go back to the previous 

chapters. 

Profitability Productivity Efficiency Customers 

Sales 

Gross Profit ($) 

Gross Profit (%) 

Expenses/overheads (%) 

Nett Profit ($) 

Nett Profit (%) 

Nett profit per owner work 

hour 

Sales per person (or $ 

of wages) 

Gross Profit per 

person 

Nett Profit per person 

Utilisation rate 

Sales/GP per square 

metre 

Sales/GP per 

completed job, 

Stockturn 

Days stock on hand  

Average Debtor 

Days 

Average Creditor 

Days 

Asset turnover 

 

Customer complaints 

Complaints resolved 

Customer satisfaction 

 No. of customers 

 Customer churn rate  

Average sales per 

customer 

Average Gross Profit 

per customer 

Customer Recency 

Customer Frequency 

80/20 customers 

You might wonder why I have given more customer KPIs than any other. Most reports would 

concentrate on the money trail. While the money is always important, money pays the bills and 

gives you your profits, business comes from customers. Without them all the financial KPIs aren‘t 

going to tell us anything other than that there is any money. 

And of course you may not need all of these. Somewhere between 8 – 12 may be all you require. I 

suggest that you do a trial and find which are the most informative and useful for you. But beware 

the ―lamppost trap‖. “Avoid using information as drunks use lampposts – for support rather than 

illumination!” 
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Some information may be easy to obtain and support the view that you are doing something, but 

provide little insight into your business. 

From where does the information come? 

Notwithstanding the above comment on customers your accounting package should supply 

most of the information. Your accounts should not only supply the summary level to go into your 

monthly report, but also the underlying detail to help you track down the profit leaks, or more 

hopefully, why things are going so well. 

For some indicators you will need added input from other sources, and it is here that setting up 

systems to capture and provide the information easily is important. For example time sheets or job 

cards with provide the information for ―Utilisation Rates‖. Set up a spreadsheet which, when the 

data is inputted, calculates the figure automatically.  

Similarly a ―Complaints Register―, which is should be a ‗must‘ anyway, will provide some of the 

information you require for the customer section. In fact the ‗customer‘ data is the one area where 

most additional systems may need to be set up. 

I‟d suggest you write a brief procedure on preparing a monthly report. The procedure should 

nominate the source of information for each KPI. You may find it useful to develop a ‗Dashboard 

Report‖ in which your information is inputted to a data page and is summarised or graphed on a 

front page. 

And don‘t forget the most important section of your report! 

So you have determined which KPIs will give you a good picture of your business, but the report 

isn‘t complete without determining what it all means. You are looking for ratios or figures that 

diverge from the norm, or trends that may indicate changes.  

The data needs to be analysed to determine what is happening, and why. For example an 

increase in customer churn may indicate a fall off in your service standards, or it may do due to 

increased competition. Either way, you need to know that it is happening, and why. 

From practical experience this step is rarely undertaken properly unless it is written down as part of 

the report. This need not be lengthy, a series of dot points will do, each commenting on what the 

data is telling you. Follow these guidelines, prepare a monthly report and you will find your business 

results improving. 
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Have you thought about... 

Since organisations can‘t manage what they can‘t measure, attempting to improve performance 

before gaining accurate and complete insight is futile. Hyperion  

If you cannot measure it, you cannot control it. If you cannot control it, you cannot manage it. If you 

cannot manage it you cannot improve it. Dr. James Harrington 

Most measurement systems make the measurable important and not the important measurable. 

Anon 

The core law of performance measurement: ―in God we trust, all others must bring data‖ Anon 

Data without analysis gives you …Data. Data with analysis gives you information. Information 

without action gives you – information. Information with action gives you knowledge. And that we 

can apply to our markets. Adam Gordon 
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12.  Benchmarking  

Capturing the data covered in the previous section, analysing it, turning data into information, acting 

upon that information will considerably improve your business and its profitability.  

But is that a good result? How do other businesses in your industry perform? 

―You probably spend too little time studying the most successful, innovative, and profitable ideas 

people in other industries use to grow and prosper.‖ ―Yet, if you start focusing on other industries‘ 

success practices, you‘ll be amazed at how easily you can adapt these ideas to your own business 

situation. Suddenly, you‘ll see significantly better results from the same time, manpower, effort, 

activity, and capital.‖ Jay Abraham 

It need not be other industries, although that is from where the ultimate gains come. Why not start 

with your own industry. Are you an ‗also ran‘ in your industry, the same everyone else (that is, just 

average) or amongst the most profitable. And where do you want to be? 

You are not likely to want to be an ‗also ran‘, you wouldn‘t be reading this book if you were content 

with the mediocre. You would be concerned if, no matter how much you had improved, you 

business‘s performance was less than average. In fact you probably aspire to be among the highest 

performers in your industry. 

This final chapter looks at how you may use much of the data you have been gathering for you 

monthly report for benchmarking your business. 

12.1  Does your business stack up against the 
industry? 

How to take the guesswork out of growth 

When I was asked to put forward a quotation for the review of a business one of the criteria 

requested was to comment on how they “stack up compared to other businesses of comparable 

size and/or nature”. A good question which few people ask. 

Perhaps few people ask that question because it just doesn‘t occur to them that it might be possible 

to do just that, and that there might be information available which will tell them a lot about their 
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about their business and the opportunities for improvement. 

What they are seeking to do is to “benchmark” their business. I use benchmarking as a tool to 

initiate dialogue and education with the business owners and managers. Over the years clients 

have found it very useful. 

To quote one client “The Business Overview showed us that whilst we made a profit, other 

businesses in our industry make a bigger profit with less man hours.” Benchmarking their business 

established that insight. My client was stirred into action. Since then they have grown by over 

400%. 

What is benchmarking? 

Benchmarking gives you an insight into your business that it is unlikely you had before. If you are 

like many small business owners and managers you will have some knowledge of your competitors, 

their marketing and their pricing, but it will not be organised knowledge. Nor will it be particularly 

useful. 

And being based on just a few competitors it will not be comprehensive. 

Benchmarking is comprehensive, systematic knowledge about your industry. It should enable you 

to know how you perform against: 

 businesses of a similar size in your industry; 

 businesses in a similar location; 

 the average performances across your industry; 

 the top performances in your industry; 

 average sales, gross profit margins, your cost of sales and your overheads; 

 productivity standards for key criteria in your industry. Examples include Sales or Gross 

Profit per owner or per employee, Sales or Gross Profit per square metre, per vehicle, per 

completed job, per guest room, per dollar of stock; day‘s debtors outstanding, day‘s stock 

on hand; hours worked per owner and on and on. 
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It gives you the knowledge to improve and grow your business, whether you measure that in sales 

or profitability. 

Why is this important?  

The previous chapters discussed the need to report to yourself on your business and examined a 

range of KPIs which would give you real perception into the progress you are making with your 

business, or alert you to possible profit leaks. Benchmarking adds a deeper level of insight into 

those measures.  

If you don‘t measure you don‘t know where to improve, or whether you are improving. 

Leading businesses in all industries have used comparative benchmarking to stretch their 

performance and build profit. 

Because benchmarking identifies specific areas for improvement it can provide a sound basis 

for developing your business plan, and measuring your progress towards the goals you set. 

Imagine you are captain of a sporting team, it doesn‘t matter which sport. As captain, two of the key 

measurements you will use to decide your strategy and tactics for the remainder of the game will 

the scoreboard, and the time left in the game.  

And of course, the more professional the game is, the more measurements that will be taken. 

Professional coaches know they must measure many aspects of the game if they are to continually 

improve the team‘s performance and probability of winning. And they know the standards they must 

achieve in all these measurements. Their jobs depend on it. 

Benchmarking will greatly improve your ability to set goals and performance targets, and develop 

budgets and growth strategies. 

Of course some people may say that their industry averages, or the top performers averages, don‘t 

apply to them, but it is hard to see why not. If you don‘t compare your business to your industry, just 

how do you know whether you could be performing more profitably, or in what area you need to 

improve? 

In your business would you find it useful, even challenging, to know your average sale per 

employee was (say) 25% lower than your industry average and 35% lower than the top performers 

in the industry? 
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Such a finding might lead you to ask ―why?‖ and ―What can I do to improve?‖  

I regularly benchmark clients when reviewing their businesses. Each time I do so I find some 

valuable clues which help my clients develop a better, more profitable business. 

How do you do benchmark your business?  

Of course benchmarking requires access to industry data, so where do you get it. Well, that might 

depend on where you are.  

In Australia some banks provide broad benchmarking data and you don‘t necessarily have to be a 

client to take advantage of the data. For example the ANZ bank‘s website under Small 

Business/Tools provides: 

 Breakeven Analyser calculator 

 Business Finance Eligibility Indicator 

 Financial benchmarking tools 

 Comprehensive business finance analysis 

For more detailed benchmarking information try FMRC (http://www.benchmarking.com.au). 

―Business owners and managers will know how their business is performing relative to similar 

businesses. Use the business benchmarking solution (bbs) to benchmark your business, set goals 

and performance targets, develop budgets and growth strategies. All business profiles contain 

industry analysis and business improvement tips. 

Industry Profiles and Small Business Analysis equip owners and managers with a road map for 

profit improvement. By analysing the best performing businesses in every sector we are able to 

advise all business what they could do to match and better their contemporaries.‖ 

You can access this directly or your accountant may subscribe to this service and offer to 

benchmark your business and analyse the findings for you. 

US and Canadian businesses can access industry data through Sageworks (www.sageworks.com) 

which offers industry comparisons through a product called ProfitCents: 

http://www.benchmarking.com.au/
http://www.sageworks.com/
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―ProfitCents is a web-based tool that takes financial data and quickly converts it into plain language 

reports complete with industry comparisons, ratio analysis, trend analysis, and even expectations.‖ 

Again that is also offered both directly and through accounting firms. 

There may also be industry data available through banks and other sources. I would be surprised if 

there wasn‘t. 

I understand in Singapore that Dun & Bradstreet (Singapore) Pte Ltd. and the Accounting and 

Corporate Regulatory Authority sell reports, financial data, industry and companies information, 

although this is targeted more at the big end of town and can be expensive. 

Wherever you are I suggest Googling ‗benchmarking‘ for your country. 

Comparing your business to the performance of your industry is a profitable step. It can give 

you a very good idea of the areas of profitability and productivity that you need to improve. In my 21 

years of assisting small business owners and managers improve their businesses I have found that 

the biggest single step to improvement comes from access to data and information. 

There is of course a further step that you can take, and that is to compare aspects of your 

performance to industries outside your industry. Sounds a bit funny? Well that is where the concept 

of that much abused term but seldom practiced properly, ―benchmarking for best practice‖ comes 

from. More of that another time. 

 

Have you thought about… 

To be the best we have to be better than the rest. Benchmarking is the only real way to find out just 

how good the rest are.‖ John Condron 

Know industry benchmarks, and try to beat them to conserve cash. Thomas Woll 

Benchmarking takes the guesswork out of growth. FMRC 

Whenever you find you are on the side of the majority, it is time to pause and reflect. Mark Twain 

If everyone is thinking alike, then somebody isn‘t thinking. George S. Patton Jr. 
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13.  Some additional tools that might 
help you. 

Financial Management Self Assessment Program 

Do you know how to analyse your financial statements? Can you use your Profit Loss Statement 

and Balance Sheet to dig deeper? The ultimate outcomes of profit leaks are measured largely in 

financial terms. And it is the financial tools which assist you to drill down and find those leaks. 

If you don‘t have a grasp of how to use your financial statements to analyse your business then our 

Financial Management Self Assessment program will give you an understanding of what to look for. 

Go to http://www.profitsleakdetective.com/products  

And as a bonus for buying the Financial Management Self Assessment program I throw in a 

recording of a tele-class on Cash Flow Management. 

Forensic Diagnostic  

Do I hear you say ―But I need more than that?‖ The Forensic Diagnostic is where I work with you 

to drill down further into your business, looking for telltale clues which may guide us to the profit 

leak. 

If you have studied the article ―How to increase profits and cash flow‖ on the Profits Leak Detective 

website (http://www.profitsleakdetective.com/articles/12--how-to-increase-profits-and-cashflow)  you 

would know there are five broad areas to work on to do just that, increase profits and cash flow. 

They are: 

Increase Sales – users, usage & uses 

Increase Margins – increasing prices 

Improving margins – lowering the cost of sales  

Lowering the cost of operation – your overheads and administration costs 

Improving productivity – systems, processes & procedures 

http://www.profitsleakdetective.com/products
http://www.profitsleakdetective.com/articles/12--how-to-increase-profits-and-cashflow
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Your profit leak may lie in one or more of these areas. But before I can pin it down I need to know a 

little more about your business and your responses to the 7 Clues. 

The Forensic Diagnostic comes to you as a workbook which guides you through a series of 

questions and tables for you to complete.  

When you return the workbook I analyse the results and prepare a practical report on the issues I 

identify and make specific, practical recommendations on the steps you may take to plug the profit 

leak. If required I will contact you by telephone or email to clarify any areas of your response. 

Bonus – once you have received the report I will have a one-to-one conference call (1 hour) to 

discuss our findings and the rationale for our recommendations. 

Our work with AKS Welding highlighted on our web site, started with just such a business review: 

Over the last three years Adam has had a huge impact on the way we do business today. He has a 

calm common sense, no jargon approach to explaining how business works. Some of the valuable 

points learned were in marketing, proper use of job cards, time keeping, and the successful 

estimating of jobs to improve our margins to name just a few.  

Julie Shugg, Managing Director, AKS Welding and Fabrication Pty. Ltd.  

So what will be covered in the report? 

Identification of that profit leak - Of the five key areas to look at there may well be leaks in 2, 

maybe 3 but very rarely in all 5. The report will identify the specific leaks to plug. 

What-if- analysis – the report will provide a ‗what-if-analysis‘ of the impact of closing off this profit 

leak. It will show just how much your position will be improved by taking the necessary steps to 

close of the leak(s). 

Practical steps to follow – it is all very well to help you identify the impact of the profit leaks, and 

how your position to will be improved. But you need more than that. You need practical steps you 

can follow, and that‘s what will be included in the report. 

You have established that there is a pretty fair chance you are leaking profits. The next decision 

you have to make is… 

Do you want to do something about it? 
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I have been working with small businesses to review and improve their operations for 18 years, and 

across a wide range of industries. And I‘ve always found some areas in which to help the business 

improve its position. You can‟t buy experience like that? 

Well, you can actually. That‘s the thinking that has gone into this Forensic Assessment product, 

and the analysis that I will undertake when I get your answers. 

I want you to do a simple test – and it‘s on only one possible profit leak! 

Take out your last annual Profit & Loss Statement 

Calculate the value of an increase in your Gross Profit % of an additional 5% (for example from 

20% to 25%). 

Assuming for the moment there are no increases in your expenses, that increase will go straight 

through to your Net Profit. 

What has your net Profit increased by? 

Now, what is it worth to you to achieve that increase, remembering that is only one area of 

possible profit leak? 

Your detective‘s fee is only $675.00. Your decision! 

Dashboard Monthly Report 

“Picture the Profits – 27 Practical Tips” emphasised the need to measure and report. It helps to 

have the tools to do so. The Profits Leak Detective has designed a dashboard report to give you 

graphical interpretation of your key financial and other indicators.  

All graphs are on one page to enable you see assess the condition of your business at a glance.  

The indicators include: 

 5 product or service groups showing sales, cost of sales and gross profit per group for this 

year and last year by month to show the trends; 
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 Your overall sales, cost of sales and gross profits for this year and last year by month to 

show the trends; 

 Total overhead expenses by month this year and last year to show the trends; 

 Net Profit by month for this year and last year to show trends; 

 Cumulative net profit by month for this year and last year; 

 Accounts receivable (i.e. debtors) for the current month by current, 30, 60, and 90 days 

plus; 

 Orders on hand by month for this year and last year; 

 Quotations submitted and those successful by month for this year and last year; 

 Labour utilisation rate by month against target; 

 Job profit variation by month; 

 2 spare KPI graphs; 

 2 tables showing Balance Sheet Analysis and Financial Ratios. 

You simply enter your monthly figures in the appropriate spread sheet and your graphs are 

automatically generated for your analysis and interpretation. 

Your Dashboard Report is only $350. You will save more than that with your first monthly report. 

Now, would you like a Guarantee? 

Here‘s what I can do for you.  

Two Boomerangs Guarantee 

Now why do you need two boomerangs for your guarantee? It‘s simple really.  

First boomerang - of you feel you haven‘t got value out of our product then all you have to do is 

heft it on to your hand, and return it. Just like a boomerang, wing it back to us. You may dance on it, 

throw a part around it or even use it at a corroboree. That‘s all right, as long as you give it a good 
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throw so it returns to us. And then:  

Second boomerang - we get the product back, and arm back, and.... Throw...whoosh, whoosh, 

whirl, whirl back come your funds. In full, right into your hand.  

It‘s simple really. One good boomerang returns another.  

If you are still unsure, go back and check the calculation you just did. 

Then contact me on tec@profitsleakdetective.com and I can have a chat about your challenges. 

To your profitable future. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

mailto:tec@profitsleakdetective.com
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14.  About the Profit Leak Detective 

Adam has been supporting small and medium enterprises (SMEs) for over 20 years as a 

business consultant. To do so he draws upon his 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. His qualifications include B. Ag. Econ (UNE), MBA (UNSW) 

and a Diploma in International Marketing.  

Managing a small business 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 – we 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 you business.  

Profitability is not optional! Have a look at our ―How to Improve Profits and Cash Flow Model‖ 

and other useful articles on www.profitsleakdetective.com site then contact me for a chat. 
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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 I 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 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.  

 

Adam Gordon,  Profits Leak Detective 

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

EMAIL:   tec@profitsleakdetective.com. 

 

 

 

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

(horror) I spelt incorrectly? If so, let me know on tec@profitsleakdetective.com.  And 

thank you! 
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