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Hey there,

I’m so glad that you are interested in finding out how to generate more profit in your business.  Whether you are a service-based or a product-based business, you are in the right place.  And whether your business grossed $25,000,000 last year, or $250,000, welcome.  The steps I’m going to describe apply no matter your size, no matter your business model.

A little about me:  I fell into accounting, learned most of what I know “on the job” and picked up an MBA in Sustainable Business along the way.   I got side-tracked by a brain tumor in my early 30’s.  Thankfully it was operable and left no lasting deficits.  As a result I did a major pivot from the left-brained corporate world to the right-brained energetic healing world for about a decade, then came back into accounting.  But this time I brought my right brain with me.

It’s why I call my practice Equity By Design: to build economic justice and resilience into business on purpose.  To work towards a world that works for all,  one business at a time.  To help build conscious businesses, compassionate businesses, equitable businesses become viable and sustainable.   

So let’s get started.

Step 1:  Know your LEVERAGE points

This first step is foundational and all the others build on it.   As the leader of your business there are financial and managerial accounting concepts that you need to know so that you can communicate with your financial team, your bookkeeper, your CPA, your CFO, your bankers, and your investors.  This step is how you overcome the “ I don’t know what I don’t know” factor.  Finance and accounting is another language and you’ll do so much better when you understand the lingo.

Plus, knowing these four key concepts will give you greater clarity around what the leverage points are (and are not) when it comes to planning and visioning expanding your business and increasing your profits.  Knowing which leverage points to focus on saves you tons of time and money.


1.  Cash basis vs. accrual basis:  this refers to what accounting method you use.  If you have physical inventory, the IRS requires that you use accrual basis.  You can’t not use accrual basis if you have physical inventory.

Most service based, transactional businesses are best served by using cash basis.  Here’s an example of a transactional type of business: a real estate agent.  Income is recorded in the books when the commission is received.  

Some service based businesses aren’t transactional, but are project or job oriented.  An example here is an event planner, who works on a particular event (job) over a number of months.  They are best served by using accrual basis internally and cash basis for tax reporting.  That way they can track their profits on individual jobs and customers, while only paying taxes on what they actually brought in.  So while an event planner could just use cash basis only and still comply with IRS regulations, accrual is best when you want to be able to analyze and track profitability.  Accrual lets us get granular and see the detail, and that’s were all the fun is, in the details.

The following concepts apply whether you are using cash or accrual basis.

2.  Capital costs vs. period costs:  When you spend money on stuff that going to last more than a year, then that cost has to be capitalized.  (There are exceptions, but I won’t go into Section 179 of the tax code here.)  Meaning the cost gets coded to an asset account on the balance sheet.  So things like trucks, manufacturing equipment, photocopiers, buildings, land, intellectual property, computers all get capitalized.  

A period cost is something that you buy that gets used up in the accounting period (usually a month) that you buy it.   Things like salaries and rent, office supplies and cell phone service.

3. Direct costs vs. indirect costs:  Capital costs and period costs are either direct costs or indirect costs.  A direct cost is a cost that is incurred in order to make the product or service.  So for example, the labor involved to make the handbag that you sell is a direct cost.  So are the materials, like leather, handles, an liner cloth.

An indirect cost doesn’t have that straight-line, direct relationship to producing the goods or services.  But you need indirect costs to keep the lights on and the doors open.  Things like rent on the administrative office space, salaries for the accounting department, and booth rental at a marketing event.  

4. Fixed costs vs. variable costs:  Direct and indirect costs are either fixed or variable.  A fixed cost does not change when the sales revenue changes.  For example, the rent and admin salaries are the same whether your gross sales are $500,000 or $1,000,000.  A variable cost does change based on the sales, such as merchant fees.  The more your customers use credit cards to pay, the more sales you are making and the more merchant fees you incur.

These concepts will really kick in for you in Step 3, so hang on to them.


Step 2:  Categorize your Chart of Accounts into MEANINGFUL buckets.

The canned chart of accounts that comes with QuickBooks is helpful, but not complete.  It is designed with the tax man in mind.  The accounts are listed in alphabetical order and the important categories are covered.  This is just fine for tracking info for your tax accountant.  Not so much for internal  management purposes.

For that, your expense accounts need to be segmented into meaningful sections.  Sales, Marketing, General & Administrative, Professional Development, and Website and then each sub category goes under the right parent header.  Rent and salaries under G&A, merchant fees under Sales, Travel to a tradeshow under Marketing.  That way, you as the CEO with your financial manager hat on will see what percentage of your sales each section comprises.  This is the start of your numbers telling you their story.


Step 3:  Know your NUMBERS.

This step is all about ANALYZING your numbers.  

Caveat:  Before you can go on to this step it is important that your books be clean and up to date.  Otherwise any analysis you do will be flawed. If they are not clean and up to date, we need to talk and figure out how you are going to get them clean and up to date.  I can help you with that.  Shoot me an email and we'll discuss how.  

So take a look at your Profit & Loss Statement and see what your GROSS PROFIT and GROSS PROFIT MARGIN are.  This is a key metric and one that you have a fair amount of control over.   Your cost of goods sold is what impacts your gross profit, so let’s dive a bit deeper into that  major leverage point.  Lowering your cost of goods is how you increase your gross profit.

COST OF GOODS SOLD

All manufacturers have cost of goods.  Meaning they track the cost of the components of what they make or distribute.  Product-based businesses HAVE to know what it costs them to deliver their product.  So they know how to price their product/service for the profit margin they want.  One way to lower cost of goods, and increase gross profit, is to cast an eye on each piece of the supply chain.    Here’s what I mean.

When I was CFO for PoliPointPress, a trade book publisher, we kept the costs of printing books down by single-sourcing the printing process.   We printed all of our books with one printer, Malloy, Inc., based in Michigan .  By letting that one printer know that we were willing to print all of our books with them in exchange for reduced pricing, we were able to negotiate lower printing costs.  (We could have lowered our printing costs even more by printing in China, but we wanted to vote with our dollars in the U.S.)  Single-sourcing not only reduced actual costs, it provided the atmosphere for institutional memory to happen.  By working with the same people over a number of years, we are able to stream-line the printing process and save money.  And they knew our business at a more intimate level and were able to catch errors and suggest process improvements, again, saving us money.

Service-based business also have direct costs and cost of goods.  A client of mine, Double A Events, an event planning company based in Austin, TX, doesn’t make a product, but they do have costs that are directly related to the service they deliver, therefore cost of goods is involved in their business model.  They need to track the billable expenses for their clients, as well as apportion labor costs against the various projects worked on.  In accounting language, this is called job costing.  

After you’ve taken a look at your Gross Profit numbers, it’s time to take a look at your NET OPERATING PROFIT and NET OPERATING PROFIT MARGIN.  This is your taxable income, your operating income.  I know, it’s confusing, right?  Net operating profit is also your net operating income.  It’s the number that you put on your personal 1040 if your business is an LLC or S-corp.  Remember, the IRS considers LLCs and S-Corps to be what they call disregarded entities, meaning that the IRS doesn’t tax the business, it taxes the person.  So your business income is combined with your personal income to arrive at your total taxable income.  But I digress.

Some of your operating expenses are fixed, some are variable.   It’s important to know the difference because fixed and variable costs are analyzed a bit differently from each other.  When looking for patterns and trends with fixed costs, we look at the actual dollar amount spent and look for dips and spikes.  When we analyze variable costs, we look at the percentage of income for those costs to see if the % of income number dips or spikes.    

See, as your gross sales income increases, the % of income for your fixed costs will decrease.  The % of income will stay the same, or should anyway, for variable costs.  By looking at these numbers we can tell if you are staying on track or not.


Step 4:  Know your HIDDEN costs

	Hidden costs are the money leaks and they are not that hard to find once you have clean, up-to-date books that are organized into clear meaningful sections that you analyze with an eye to patterns and fluctuations.   By getting granular with the analysis, looking at each line item, we can uncover what’s hiding in plain sight.

	The primary hidden costs is time.  Your time.  It’s the one you have the most control over.  As CEO of your business, you get the highest return on your time investment when you are generating more business.  You might think that you are in the business of real estate development, event planning, corporate communications, or coaching. But you would be mistaken. You are in the business of marketing.  Marketing to new clients (business development) and to current clients (client fulfillment and retention.)   Audit your time.  See how much time you are actually spending on stuff you could be delegating.  And then delegate that stuff.  You’ll see a dramatic increase in your gross sales income that will far outweigh any increased expenses involved in the delegating.  

Are your customers slow in paying?  This means that you are acting like a bank, financing their business.  

Is your inventory moving?  What is the turnover rate?  Is it as lean as it can be?  What are your carrying costs?

Are you leasing equipment when buying would be more cost effective?  Or would buying equipment instead of leasing make more sense for you?  

Step 5:  Know your VISION

	Now that you know the different types of costs, you can start to play with some “what if?” scenarios.  
What if you wanted to quadruple your gross profit?  Could you do that given your current staffing levels?  Would you need to expand your manufacturing and warehouse facilities?  Would you need to hire more people?  How could you bring your cost of goods dollars down through single sourcing and volume pricing?  What would your new gross and net profit margin be if you did that?  Do you have the cash in reserves to increase your costs so that you could increase your sales?  Would you need to borrow money from a bank to help you?  Would you want investors to contribute that capital?  

These are all questions that can be answered with “what if?” analysis.  And that’s where having a CFO on your team can help you.  Having a financial guide to help you navigate through the maze of numbers and formulae and assumptions, then help you choose the best scenario for you at this time is invaluable.  It’s a way for you to avoid the hidden costs of trying to do this piece yourself.  Your time is much better spent on visioning where you want to go and delegating the number crunching to a CFO.  

Step 6:  Hold regular strategy days

	Taking 6 – 8 hours once a quarter to plan and implement these steps with your CFO is how you stay in relationship to your numbers.  

Taking a strategy day every three months to analyze past performance and strategize future actions is how you stay ahead of any big problems.  

Taking time to work ON your business is what allows you to build value in your company and increase your bottom line profits.  

What does a strategy day look like?  Working together with me, your CFO, virtually or in person, we look at your current year-to-date financial reports and look for trends and patterns.  We look at your cash flow projections and see what your cash position looks like over the next three months.  We look at your numbers and listen to the story that they are telling.  And we act on that information to make the necessary course corrections.  We can do this virtually or in person.


	If this sounds good to you, then here’s your next step.  If you are ready to make deeper changes in your financial systems and processes to make more profits, then let’s talk.  Click through here to set up a free Financial Clarity Call so that we can meet each other and see if we’re a fit.   Think of it as a mini strategy day!
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