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Chapter One: Understanding the Power of the P&L

Chapter One:

Understanding the Power of The P & L
Statement
Welcome to ‘Financial Training for Business Owners’. To be a great
business owner, you first need to understand simple financial principles.
The purpose of this book is to teach you how to do a quick and simple
analysis of your business’s finances and expenses. Following this, we will
teach you how you can use that information to uncover dramatic and
instant increases in your profitability.

Overview
We’ll begin by helping you to understand how to interpret the
numbers in your Profit and Loss Statement (P & L). If you don’t yet have
a P & L, no problem. Later in this book, we’ll teach you how to create
one in minutes, from scratch. In this book, we will:
Reveal to you the three most important numbers in your P & L,
and cover how you can use those numbers to increase both your
revenue and profits exponentially
Give you six options for increasing your revenue
Explain the deadly factors to watch out for when analyzing your
Cost of Goods Sold (COGS)
Outline five quick ways to lower your COGS
Provide multiple ways to lower your overhead
Furthermore, we are going to show you how to discover the hidden
financial potential for your business. You may find that you’re short-
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changing your financial potential big time. Marketing is a big part of
operating any business, and most businesses today favor the internet as
their primary marketing platform. We are going to share our formula
with you to help you predict, in advance, how much you can spend on
online advertising whilst also ensuring you’re making a profit. We’re
going to hand you your very own internet marketing “crystal ball”, so to
speak, that you can use moving forward to drive your business to new
levels of prosperity.
But first, one important note: we are not, and are not pretending to
be, accountants. The information we’ll present to you here has been
vetted and “gold stamped” by multiple accountants and CPA’s (Certified
Public Accountants). However, states, territories, and countries all have
their specific laws governing accounting and finances. Therefore, the
best practice is to always seek out professional advice from a trusted
source before taking action. Sounds good? Great, let’s get started.
Here’s what we’re going to cover in this chapter:
How you can find instant and immediate cash flow as a small
business owner
How to uncover hidden revenue using your P & L statement
How to understand the 3 key numbers in your P & L statement
How to use those numbers to create exponential growth for your
business, and in doing so, dominate your market.
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The Power of Your Profit and Loss Statement
Let’s begin by examining the P & L statement. We’ll continue to use
this template throughout the book so feel free to refer back to this table
at any time. As you can see, Table 1 consists of just seven basic sections:
Revenue: Your business’s income
COGS: commonly referred to as
Cost of Goods Sold
Gross Profit: calculated by
subtracting COGS from revenue
Gross
Profit
percentage:
calculated by dividing Gross
Profit (GP) by revenue
Overhead: represents the bills
you have to pay every month,
independent of sales made
Net Profit: your Gross Profit
minus your Overhead

Table 1: A standard template
for a typical P&L.

Net Profit percentage: calculated
by dividing Net Profit by revenue

For the sake of consistency, and to avoid confusion, we’ll stick with
these common names throughout the book. However, be aware that
terms often vary according to individual preference (see, Table 2).
You may have an accountant, or CPA, that uses different terminology
than those listed here.
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Table 2: Other common P & L terminology.

For example, revenue is also referred to as Gross Revenue, and in
some cases, it’s called Income. COGS is often referred to as Variable
Costs. As stated earlier, Gross Profit is your revenue minus your COGS,
and this figure is important since it represents the funds that pay for
your Overhead. Gross Profit percentage is your Gross Profit divided by
your revenue multiplied by 100.
Your Overhead is also called Fixed Costs. These are the bills you have
to pay every month such as your rent or mortgage, utilities, insurance,
advertising, and so on. Net Profit is known as Net Income - or what most
people refer to as your “bottom line”. Finally, your Net Income
percentage is calculated by dividing your Net Profit by your Revenue,
multiplied by 100. There are additional terms above and beyond these
that some accountants and CPA’s use, but we’ll stick with our standard
template outlined in Table 2 for the sake of simplicity.
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A Working Example
Let’s create a sample P & L for a make-believe widget company.

Table 3: A hypothetical widget company's P & L.

Let’s assume our widget company has sold $300,000
worth of widgets over the past 12 months.
We have spent $180,000 in material and labor to build
the widgets, recorded here as COGS.
Next, we subtract that number from our $300,000
revenue to find our Gross Profit: $120,000.
To calculate Gross Profit percentage, we divide
$120,000 by our $300,000 revenue: 40%.
Our widget company has $60,000 in Overhead costs.
This represents your bills.
Now we subtract our $60,000 overhead from our
$120,000 Gross Profit to find the Net Profit which comes out as
$60,000.
And finally, we divide our $60,000 Net Profit by our
$300,000 revenue which gives us a 20% Net Profit percentage.
As you can see, even though P & L statements can appear
complicated, they really aren’t. This is still true when it comes to
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interpreting these numbers and using them to grow your business.
Here’s some more good news for you: There are only three numbers
you need to focus on in any P & L statement. These three numbers are
those circled in red in Table 4: revenue, COGS, and overhead.

Table 4: The three numbers you need to focus on.

These are the most important numbers simply because they are the
only numbers in your P & L that you can directly impact. The remaining
four numbers in your P & L are all determined by these three. To find
your gross profit, subtract your COGS from your revenue. Dividing that
number by the revenue gives you your gross profit percentage. When
you subtract your overhead from your gross profit, you find your net
profit. Finally, divide your net profit by your revenue to determine your
net profit percentage. Make sense?
Remember, the three numbers you can directly impact, and the ones
we’re going to focus on to help you make dramatic financial gains at
zero cost, are revenue, COGS, and overhead.

What is Revenue?
Let’s begin with revenue. In our widget company example, we said
our revenue was $300,000. But what exactly is revenue?
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Figure 1: Example revenue for our widget company.

Revenue is the total amount of sales recognized for a
specific reporting period, prior to any deductions.
When you sell something, it’s the total amount you
collect from that sale.
This figure is obviously important as it indicates your ability as a
business to sell your goods and services. However, it does not indicate
your ability to generate profit. How often do we hear of businesses
today that are making millions of dollars but no profit whatsoever? In
fact, we can directly impact revenue in such a way that we can see
dramatic revenue gains. Furthermore, we can do this without relying on
marketing and advertising and avoid running up our expenses big time.
We’ll explain how shortly.

What is COGS (Cost of Goods Sold)?
Let’s move to our second impact area. COGS or cost of goods sold. In
our widget example, we said our COGS was $180,000.

Figure 2: Example COGS for our widget company.

COGS is defined as the costs incurred to deliver on
your contract of sale.
These are costs such as labor (direct and contractual), materials,
scrap and rework, packaging, distribution and shipping, and sales
commissions. In most cases, COGS will typically increase as your sales
volume increases.
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There is one important point to remember about COGS. COGS don’t
exist if there is no cost to deliver whatever it is you are selling. In most
cases, this describes professional service providers such as business
coaches, financial planners, web designers, chiropractors, law practices,
consultants, accountants, and business brokers. The vast majority of
these professionals dispense advice or services that have no real cost to
deliver. The typical gross profit margin for these professionals can range
from 50% to 95%. This means that they will only have two areas of
impact on their P & L: revenue and overhead. There will be little to no
impact we can make with COGS for these businesses.

What is Overhead?
Our last figure – but certainly not least – is overhead, also frequently
called fixed costs.

Figure 3: Example overhead for our widget company.

Your Overhead covers all of the costs you incur
regardless of whether you make a sale or not.
Overhead represents your daily, weekly, and monthly expenses that
are required to operate your business such as your mortgage or rent,
insurance, utilities, office supplies, office salaries, general maintenance,
advertising, janitorial, and auto expenses. The reason these costs are
referred to as “fixed” has to do with the fact that these costs reoccur.
For example, your rent or mortgage is always there, your utilities are
always there. Further to this, these costs typically remain constant
despite your sales volume.

The Profit Growth Calculator
Revenue, COGS, and overhead are the only three numbers we want
to focus on and improve, to help us generate more profit for your
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business. Now, you may be asking yourself, “How can these three
numbers generate meaningful results and significantly impact my
business?”. Let me introduce you to a tool we use to demonstrate a
powerful concept know as exponential growth.
We call this a Profit Growth Calculator (Table 5).

Table 5: A Profit Growth Calculator.

Let’s plug in some numbers for a make-believe business (Table 6).
Let’s say your business generated 1000 leads in the past year, and your
average conversion rate was 25%. Therefore, your sales for the year
total 250. Let’s also say that your customers purchased your product 10
times throughout the year and that they typically paid, on average,
around $100 per purchase. Plug these numbers in, and your revenue for
the year totals $250,000.
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Finally, let’s say your profit margin per sale is only 25%. Notice that
at the bottom of Table 6, you’re earning $62,500 annually.

Table 6: Using the Profit Growth Calculator.

Now, look at the final column in Table 6 to see what happens if we
were to simply increase each of these five areas (leads, conversions,
transactions, prices, gross profits) by a meager 10%. If this were to
happen, you would watch your profit (almost) double from $62,500 to
over 6 figures. Your profit just increased by 62%.
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Table 7: Exponential growth occurs when you increase these 5 areas (Leads,
Conversions, Transactions, Prices, Gross Profit).

By the way, there’s nothing wrong with a 10% gain in these five
areas. Most business owners would kill to (almost) double their profits.
But watch what happens if you could increase each of the five areas by
50%. Your profit would skyrocket from $62,500 to almost half a million
dollars annually. That’s a 760% increase!
When you know and understand the power of exponential growth,
you can completely transform any business. Now, you may be thinking
that 50% gains in each of these five areas would be next to impossible.
However, let me assure you of the contrary: a 50% increase is child’s
play. Since you now understand the principle behind exponential
growth, let’s use a similar approach to generate immediate cash flow
for your business.

Profit Growth and Our Example P&L Statement
Remember, we only need to focus on revenue, COGS, and overhead
in your P & L statement. Table 8 shows our example widget company’s
P & L with the three numbers we need to focus on highlighted in red.

11

Chapter One: Understanding the Power of the P&L
Suppose we could increase our revenue and decrease our COGS and
overhead by just a minuscule amount. What would that mean for our
bottom line? Let’s find out.

Table 8: Our widget company’s Profit and Loss statement. The only three numbers
we need to focus on are highlighted in red.

The Effect of Revenue on Cashflow
Take a look at Table 9. Let’s continue to use our widget company’s
P&L. What would happen if we could increase our revenue by just 5%?
Our original revenue figure was $300,000, so a 5% increase would
increase that number to $315,000. Our COGS stays the same at
$180,000, but our gross profit has gone from $120,000 to $135,000. This
in turn increases our GP percentage from 40% to 43%.
Our overhead doesn’t change – we still have to pay our bills – so it
remains at $60,000. However, our new Net Profit has increased from
$60,000 to $75,000. A measly 5% revenue increase results in a $15,000
gain in our net profits.
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Table 9: How revenue affects cashflow. Our widget company’s P & L with a revenue
increase of 5%, resulting in a $15,000 increase in net profit.

The Effect of COGS on Cashflow
Now, let’s see what would happen if we lowered our COGS by just
5%. Let’s start with our baseline template. Obviously, our revenue
remains at $300,000. our cost of goods sold drops by 5%, from $180,000
to $171,000. This increases our gross profit from $120,000 to $129,000.
This in turn increases our gross profit percentage from 40% to 43%.
Our overhead remains at $60,000. But our net profit increases from
$60,000 to $69,000. A meager 5% decrease in our COGS has increased
our bottom line by $9,000.

Table 10: How COGS affects cashflow. Our widget company’s P & L after a 5%
decrease in COGS, resulting in a $9,000 increase in net profit.
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The Effect of Overhead on Cashflow
Let’s try the same thing with our overhead, lowering it by 5%.

Table 11: How overhead affects cashflow. Lowering overhead by 5% increases our
net profit by $3,000.

Again, we start with our baseline template. Our revenue, COGS,
gross profit, and our gross profit percentage all stay the same. Lowering
our overhead by 5% drops the dollar amount from $60,000 to $57,000.
This increases our net profit from $60,000 to $63,000. You can see that
a small 5% decrease in our overhead increases our bottom line by
$3,000. But what does all of this mean?
Remember our Profit Growth Calculator we used earlier to
demonstrate the awesome power of exponential growth? If we achieve
small increases in just a few areas, we see a dramatic impact on our
bottom line.

The Combined Effect: Revenue, COGS & Overhead
Now we get to the fun part. What happens if we combine all three
of these 5% changes to our areas of impact in our P & L? Let’s start with
our baseline template from Table 8. Now take a look at Table 12 and
follow along. Firstly, let’s increase our revenue by 5% from $300,000 to
$315,000. Next, let’s drop our COGS by 5% from $180,000 to $171,000.
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Table 12: The combined effect of altering revenue, COGS, and overhead by 5% results
in a net profit increase of $27,000.

Our gross profit now increases from $120,000 to $144,000. This in
turn increases our gross profit percentage from 40% to 46%. Our
overhead drops 5% from $60,000 to $57,000, and our net profit soars
from $60,000 to $87,000. A meager 5% change in these three areas of
impact has increased our bottom line by a whopping $27,000. And
here’s the best part of this process: none of this cost us a penny to do
it.
Altering these three areas is a simple and pain-free way to increase
your bottom line at zero cost, and you can do this in a matter of days.
We’ll explain how in the next few training sessions. In the meantime,
ask yourself this: How do most business owners attempt to increase
their profits?

Marketing Programs
Most business owners immediately implement a marketing
program. Let us take a moment here to say that there is absolutely
nothing wrong with taking this course of action. However, consider the
numbers involved. What would it take to generate the additional
$27,000 that we just found through a marketing program instead of
affecting our revenue, COGS, and overhead? Here’s a simple way to do
this calculation which you can use moving forward.

15

Chapter One: Understanding the Power of the P&L
The magic figure in the profit and loss statement is the gross profit
percentage, which in our widget company example was 40% (see Table
13). Continuing with our widget company example, let’s divide our
exponential profit increase (which we calculated to be $27,000) by our
gross profit percentage of 40%. To do this, let’s convert 40% into a
decimal: 0.4. $27,000 divided by 0.4 gives us $67,500 (this is highlighted
in red under
Table). However, is this really the correct number? To find out, let’s
plug it into our P & L. Follow along in Table 13.

Table 13: Generating $27,000 through a marketing strategy, rather than by
impacting revenue, COGS, and overhead.

Our widget company’s original revenue was $300,000. Now, we can
add the $67,500 to this original revenue, giving us a new total of
$367,500. Since we know that our gross profit percentage is 40%, we
can find our gross profit by multiplying our new revenue of $367,500 by
0.4. Our new gross profit is $147,000.
We also know that our COGS and gross profit always add up to our
revenue, therefore we can simply subtract our gross profit of $147,000
from our revenue of $367,500 to get $220,500 for our cost of goods
sold. Our overhead doesn’t change – we still have to pay our bills, so this
remains at $60,000. Next, we subtract our overhead from our gross
profit and find that our net profit equals $87,000. $87,000 is exactly
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$27,000 greater than our original net profit of $60,000, therefore we
have confirmed that this equation works.

The Power of Your P & L
What does this mean? To generate $27,000 with a marketing
program, we would need to increase revenue by $67,500. But hold on,
this assumes that our marketing program is free. Most businesses today
are marketing on Facebook, which is often expensive.
This is why our mantra is that exponential growth is the key to
bigger profits for your business. By impacting your revenue, COGS, and
overhead by just 5%, you will often see dramatic increases in revenue
and profit (Table 12Table). There’s nothing wrong with implementing a
marketing program, but why not start here and use your financials to
jumpstart your profits?
Furthermore, remember there’s zero cost involved in following this
process. One more thing, these increases are not just a one-time thing,
they continue year after year. Now that you understand exponential
growth, you can use it to dominate your market.
In the following chapter, we’ll begin the process of helping you
impact the three key numbers in your P & L: revenue, COGS, and
overhead. We will:
Show you six options for increasing your revenue,
Show you how to find your business’s breakeven point – your
breakeven point is super important to know since it represents
the maximum profitability for your business – and,
We’ll also show you how to get your accounts receivable under
control.
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Chapter Two:

Increasing Your Revenue
In this chapter, we will focus on the various options you can employ
to increase your revenue.
We are going to cover:
Six options that can lead to an increase in your gross revenue
How to find your business’s breakeven point
How to get your accounts receivable under control

Reviewing Chapter One
Throughout this chapter, we’ll be reviewing the standard P & L
statement template that we covered in detail in Chapter 1. Please refer
back to pages 7-9 to refresh your memory of the seven basic sections in
our standard P & L.
As we previously explained, there are only three numbers you need
to focus on in any P & L statement. These are the ones highlighted in red
in Table: revenue, COGS, and overhead.
The reason these three numbers are so important has to do with the
simple fact that they are the only numbers in your P & L that you can
directly impact. The remaining four numbers in your P & L are all
determined by these three.
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Table 15: A standard template for a P & L. Revenue, COGS, and overhead are circled
in red since these are the only three figures that you can directly impact.

To find gross profit, subtract COGS from revenue. Then, divide that
number by the revenue to find your gross profit percentage. Subtract
your overhead from your gross profit to find your net profit and divide
this by revenue to determine your net profit percentage. In this book,
we will focus on ways for you to impact your revenue, COGS, and
overhead, helping you make dramatic financial gains at zero cost.
We then outlined the power of exponential growth. Using our makebelieve widget company, we impacted revenue, COGS, and overhead by
5% each (see Table 15). We increased our revenue, and lowered our
COGS and overhead by 5%, generating an additional $27,000 in net
profit. Importantly, this method generates this additional profit at zero
cost.
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Table 16: The power of exponential growth. A P & L with a 5% alteration in revenue,
COGS, and overhead.

The obvious question to ask next is, “how can we increase revenue
and lower our COGS and overhead?”. The good news is that there are
multiple ways to impact each of these three areas.

1. Increasing Pricing
In this chapter, we are going to focus solely on the best ways to
increase revenue. We have highlighted six fool proof options to consider
implementing in your business.

Figure 4: We are going to focus on increasing revenue.

The first way to increase revenue is to increase pricing. The last time
most small business owners raised their prices was on the 12th of never.
Seriously. Most are scared to death that any price increase, no matter
how small, will lead to a mass exodus of all their customers. There’s an
excellent chance that you feel the same way.
Consider this, have you ever taken a few minutes and run the
numbers to see if a price increase will hurt or help your business? Let’s
do that now.
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Let's say we are selling a widget for $100, and our Cost of Goods Sold
(COGS) is $70. We decide to increase that price by 10% to $110. Now,
ask yourself if this small increase will lead to a loss of customers? Here’s
the reality: yes, a few will leave, but these are most likely ‘lowest price
shoppers’ that had no loyalty or patronage to our business in the first
place. If they can save a dollar, they will head straight for your
competition at the first opportunity. Even though there will be some
customer attrition, the question is to what extent?
Our widget business is now making an additional $10 per sale, all of
which is profit. That's a 33% profit increase on a 10% price increase. For
our business to make $1000 in profit, selling our widgets at $100 each,
we would need to sell 33.3 widgets. However, by increasing our price by
10%, we only need to sell 25 widgets.
Let’s take this example even further. In the event where our widget
company made no profit and only broke even, we would have to have
lost 25% of our customers over a measly 10% price increase for this to
be true. In reality, that would never happen.
Of course, we recommend wisdom and common sense when
applying this option. Don’t just run out and raise your prices willy-nilly.
It’s always better to land on the side of caution, test price increases on
a small scale, gauging your customers' reactions as you go. However,
the bottom line is simple; there is no faster or easier way to generate
additional revenue than to increase your prices.
Run your numbers and find out for yourself how many clients you
can afford to lose with a small price increase, whilst still breaking even.
Consider the fact that if you implemented a price increase that led to
losing customers and breaking even, you would still be ahead because
you would now be making the same revenue as before, but with
dramatically fewer customers.

2.1 Increasing Sales: Marketing Programs
Technique number two for increasing revenue is to sell more stuff.
There are several options available to help you increase sales. Firstly,
you can create and implement a marketing program. As previously
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discussed, this is almost always the first choice for most business
owners. Believe it or not, in most cases, it’s also the least effective.
Marketing is tough these days, mainly due to market saturation. Your
target customer is bombarded with marketing messages, most experts
say the figure is around 3,000 per day. If you watched TV today or
listened to the radio on your way to work, can you name just one of the
adverts that you saw or heard? Most people can’t.
If you check the stats, most customers don’t reach a buying decision
until after their 7th point of contact. How many times do you contact
your prospects? If you do contact them, are you asking them if they’re
ready to buy your product, or are you providing prospects with decisionmaking information that explains to them why they would be an
absolute fool to buy from anyone else but you? The latter is the key to
effective marketing, but few business owners understand this simple
marketing fundamental.
The bottom line is this, if you’re a start-up, then marketing is
essential to getting your business off the ground. However, everyone
else should focus on the following six options first. Only once you’ve
applied the techniques outlined in this chapter should you begin to
implement a well-designed marketing campaign. Don’t forget that
marketing campaigns must include a well-written, highly compelling
follow-up campaign that continues to nurture your prospects after they
indicate their initial interest in whatever you sell. That’s what it takes
these days to make marketing work for your business.

2.2 Increasing Sales: Joint Ventures
If you want new customers, joint ventures should be at the top of your
‘how to’ list. Joint ventures involve two or more businesses that form a
partnership to share their market or endorse a specific product or
service to their customer base. Usually, this occurs under a revenue
share arrangement. The key to creating successful joint ventures is to
find partners who service the same type of clients who need or want,
what you sell.
Here’s how to set up a joint venture relationship:
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Make a list of every product or service that people might
want or need, before, during, and after they use your
product or service
Make a list of those businesses that provide these
products or services that are used before, during, and
after
Identify the most likely businesses that you could
approach by letter or in-person to make a deal
Finally, contact each business with a well-crafted letter or
a personal visit
Continue to approach appropriate businesses until you
find at least one that will help your bottom-line profits
grow by at least 5%

2.3 Increasing Sales: Upselling & Cross -selling
Next up, implement an upsell – cross-sell strategy. When you go to
McDonald’s and the person behind the counter asks if you would like
your meal “supersized,” that’s upselling. When that same person then
asks if you would like an apple pie to go with your supersized meal,
that’s cross-selling.
Upselling means offering a higher grade or quality or
size of the item that the customer may be interested in at
the point when the customer is ready to buy.
…
Cross-selling means offering other products or services
which complement the item the customer is interested in.
This is done when the customer is ready to buy.
We are going to let you in on a secret that most business owners
don’t realize: 34% of prospects will buy additional products or services
at the time of their original purchase if they’re asked to do so. Most
businesses never ask, and hence, they lose out on this lucrative
opportunity to dramatically increase their revenue.

23

Chapter Two: Increasing Your Revenue

2.4 Increasing Sales: Downselling
Follow these techniques up with creating a downsell strategy.
Downselling means backing off from your original
offer when your potential customer appears to reject it,
offering something less expensive or of lower quantity,
then once you establish the buying relationship,
upselling and cross-selling at a later date.
The key idea here is to get the buyer to enter into a long-term
relationship with your business by persuading them to buy something,
even if this is through a downsell. A customer who has bought a product
from you once is likely to return.
There are two questions to which you will want to prepare ready and
compelling answers. If you can answer these questions ahead of time,
you will see your revenue and profit grow.
What else do my customers want if they reject my initial offer?
What can I offer them right now?
The good news is that there is typically no cost involved when
implementing a down-sell strategy, making it an excellent way for any
business to immediately increase both revenue and profit.

2.5 Increasing Sales: Bundling
Another excellent option to consider is bundling.
Bundling is the process of grouping together certain
products or services to create packages which you then
sell to your clients.
The key here is to identify products and services that have a low price
point but a high perceived value. By creating bundles, you create an
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‘apples to oranges’ comparison between you and your competition. This
effectively removes price comparisons from the buying decision.

2.6 Increasing Sales: Additional Products & Services
A final option to consider involves introducing additional products or
services. Unfortunately, most businesses don’t have additional products
or services to offer their client base. However, you can start by asking
yourself what your customers might find valuable on top of what you
already offer.
Once you make up a list of those offerings, you can contact providers
and propose an affiliation. From here, you can negotiate a referral fee.
These six steps can help to increase your sales and make you more
money. We suggest starting easy. Pick one, implement it, watch as you
generate a profit from it, and then implement the next option. The good
news is that most of these techniques require very little time and zero
cost to apply.

3. Lowering Your Breakeven Point
Option three for increasing revenue is to lower your breakeven
point.
Your breakeven point is the revenue level at which
your gross profit pays the overhead costs of the business.
In other words, breakeven occurs at the point where your revenue
pays all of your bills. Finding your breakeven point is a very simple
process. You only need to consult two numbers on your P & L: gross
profit percentage, and overhead (see Table 16).
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Table 16: To calculate your breakeven point, you need to know your gross profit
percentage and your overhead. These two figures are highlighted in red.

The formula for breakeven is:
Overhead divided by gross profit percentage
In the example displayed in Table 16, our calculation would be
$60,000 divided by 0.4, which equals $150,000. However, are we sure
that is correct? Let’s check by plugging this figure into our P & L (see
Table 17).
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Table 17: We can use our P & L to check our calculation. Plug into the figure
($150,000) we get for our breakeven point and use it to calculate our net profit. Since
net profit is $0, we know that $150,000 revenue is the correct breakeven point in this
example.

We know our revenue is $150,000, and we also know that our gross
profit percentage is 40%. From these two numbers, we can calculate the
others. Let’s multiply our 40% gross profit percentage by our $150,000
revenue to find our gross profit. This equals $60,000. We can find our
COGS by subtracting our $60,000 gross profit from our $150,000
revenue which equals $90,000. Our bills are our bills, so our overhead
stays the same at $60,000. Now we can find our net profit by subtracting
our $60,000 overhead from our $60,000 gross profit, which equals zero.
This result confirms that our previous calculation was correct, and
that this company’s breakeven point is at $150,000 revenue. But why is
it important for us to know this? Well, there are two critical reasons.
First, your gross profit is what pays the bills in your business.
When you hit breakeven, you’re paying all of your Cost of Goods
Sold plus your overhead.
You’re not making money at this point, but you aren’t losing
money either.
However, this chapter is all about increasing your revenue. In the
example in Table 17, when you hit breakeven, you’re making 40% on
every dollar of revenue, and this covers your overhead. The only cost
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left at this point is your Cost of Goods Sold. From here on out, this
business owner gets to keep 40 cents of every dollar of revenue.
Check out this visual representation to better understand the
principle of breakeven (Figure 5).

Figure 5: A visual representation of the breakeven point.

Notice the lines representing total cost (grey) and total revenue
(orange). The intersection of these two lines represents the breakeven
point. The green-shaded area to the right of breakeven represents
increasing profit.
Earlier, we mentioned that we can increase revenue by lowering our
breakeven point. If we can cut our total cost and move our breakeven
lower (see the blue line in Figure 6), look at what happens to our
revenue.
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Figure 6: A visual representation of the effect on revenue of lowering our breakeven
point. The point of intersection (the breakeven point) between total cost (grey) and
our new total revenue (blue) reveals a lower cost and increased revenue.

There’s one additional factor to consider here. Do you remember we
said that option one for increasing revenue was to increase prices?
Doing that affects this diagram in the same way as lowering costs (see
Figure 7).

Figure 7: Increasing prices has the same effect of increasing revenue as reducing
cost.
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In Chapter One, we also covered how COGS doesn’t exist if there is
no cost to deliver what you sell. This is common for professional service
providers and will lower their breakeven point. For businesses with zero
COGS, their breakeven point visual representation will look like Figure 8
because their breakeven point is equal to their overhead costs.

Figure 8: A visual representation of breakeven for service providers whose COGS is
equal to zero. In these cases, breakeven is the point where revenue covers overhead.

Once they reach the point where their overhead is covered,
everything else is profit because their COGS is zero. Therefore,
professional service providers, need to focus on increasing revenue and
cutting overhead costs.

4. Leveraging Your P & L
Option four for increasing revenue is learning how you can leverage
your P & L. In this section, we are going to work through ways to do this
effectively. Consider the following question, which option would benefit
us the most: lowering our overhead, or increasing our revenue?
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Let’s try lowering our overhead by 20% using our standard P & L
template and see what happens (see Table 18).

Table 18: The effect of lowering overhead by 20% on the other figures in our P & L.
In this example, net profit is increased by $12,000.

Our revenue, COGS, gross profit, and gross profit percentage remain
the same. Our overhead drops by 20%, from $60,000 to $48,000, which
increases our net profit from $60,000 to $72,000 (gross profit minus
overhead). That’s a $12,000 increase in profit but notice that we haven’t
increased revenue.
If we were only to increase revenue, what amount would be required
to generate $12,000 in increased profit? Feel free to go back and look
over the formula we used earlier.
A 40% gross profit means that for every dollar in sales, only $0.40 is
profit. When we divide our $12,000 profit by 0.4, we get $30,000.
Therefore, to achieve $12,000 in increased profit through a change in
revenue alone, you would need to produce $30,000 in additional
revenue.
For every dollar reduction in overhead costs, 100% of that dollar
amount is added to your bottom line. In comparison, every dollar of
increased revenue only delivers 40 cents to your bottom line. This
means that reducing overhead has a 250% greater impact when
compared with the impact of increasing revenue alone. Increasing
prices and cutting costs always returns 100% on your bottom line.
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5. Using Exponential Growth
Option five for increasing revenue is to use the principle of
exponential growth.
Remember, there are only three numbers in the P & L that you can
impact, and therefore should focus on revenue, COGS, and overhead.
Ideally, you want to impact all three of these numbers as much as you
can, as fast as you can.
Having said this, even small incremental changes often produce
dramatic results. In Chapter One and Table 15 in this chapter, we
demonstrated the results of a small 5% alteration of these three areas.
The result was a jump in net profit from $60,000 to $87,000 (see Table
19).

Table 19: A reiteration of Table 2. The effect of increasing revenue and decreasing
COGS and overhead by 5% each is an exponential increase in net profit.

That’s a $27,000 increase on our bottom line. Furthermore, there is
zero cost involved, and impacting all three of these areas can be done
in less than a week. Harnessing the power of exponential growth is a nobrainer way to increase revenue and profit. We would go so far as to say
that every business should be taking advantage of this fundamental
principle.

6. Examining Your Accounts Receivable

32

Chapter Two: Increasing Your Revenue
Our sixth and final option is to perform a thorough examination of
your accounts receivable. Even though your accounts receivable is
based on your balance sheet, and not your P & L, we felt that this option
was worth raising.
A few years ago, my current business partner told me something that
has stuck with me ever since:
“Business owners drive new accounts, follow up with
their new accounts, painstakingly close their new
accounts, pay commissions on their new accounts, fulfil
on their new accounts, pay staff that fulfils on their new
accounts, pay for wear and tear on equipment for their
new accounts, and then forget to collect their money.”
It’s well worth being careful to avoid falling into this trap, but firstly,
let’s start by defining our terms.
Accounts receivable is the amount owed to a
company resulting from the company providing goods
and/or services on credit.
Businesses often attempt to regulate their accounts receivable by
giving their customers specific timeframes to pay their invoices, such as
30- or 60-day terms. However, a timeframe of this length is generally a
suboptimal method since it ties up your funds over the entire specified
timeframe, negatively impacting your cash flow.
Here are some quick tips to help you get your accounts receivable
under control:
Begin by itemizing your accounts receivable so you know who
owes what and when.
Review and prioritize those accounts based on past payment
history.
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Call all past-due accounts. Often, they have simply forgotten that
payment is due. You can opt for emailing a written invoice, but if
you want immediate and effective results, pick up the phone. A
simple reminder is often all it takes.
Set up a tracking and notification system. There are a multitude
of these listed online.
Examine net terms. 30 days is generally too long. We recommend
you make a payment due on receipt with a 2-week grace period.
If someone does fail to pay - and they will - consider a collection
agency. They take a % of collections (typically 30%), and they do
all the work for you.
Sadly, people will take advantage of you if you let them. When you
provide a product or a service, you deserve to be compensated. It is
more than reasonable to request payment upon delivery and give a twoweek payment window so that you receive compensation promptly. You
deserve it.
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Conclusion
We have covered six options that you can implement to increase
your revenue:
Increase your pricing
Sell more stuff
Lower your breakeven point
Leverage your P & L
Use exponential growth to dominate your market
Itemize, review, and track your accounts receivable to ensure
you’re paid for your efforts.
In the following chapter, we will go into depth on the factors that
directly affect your COGS. Now that you have a handle on ways to
improve your revenue, let’s shift our focus and help you begin to lower
your cost of goods sold.
Six factors destroy your business’s ability to make money. Once we
have exposed them, we’ll show you how to eliminate them from your
business forever.
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Chapter Three:

Factors That Affect Your
Cost of Goods Sold
In this chapter we are going to focus on addressing six factors that
increase your cost of goods sold (COGS), thereby destroying your
business’s ability to make money.

Previously Covered
As we previously explained, there are only three numbers that you
need to focus on in any P & L statement: revenue, COGS, and overhead.
The remaining four numbers are all determined by these three. You find
gross profit by subtracting COGS from revenue, and then dividing that
number by the revenue gives you the gross profit percentage. When you
subtract your overhead from your gross profit, you find your net profit,
which you then divide by revenue to determine your net profit
percentage. Therefore, the three numbers you can directly impact - and
the ones we’re going to focus on to help you make dramatic financial
gains at no cost - are revenue, COGS and overhead.
We then moved on to discuss the power of exponential growth. We
worked through the effects of changing revenue, COGS, and overhead
by 5% each, resulting in an additional $27,000 in net profit, and at zero
cost. Skip back to Chapter One for an in-depth review on P & L’s and
exponential growth.
The question we are now seeking to answer is: how can we increase
revenue, and lower our COGS and overhead? The good news is that
there are multiple ways to lower each of these three areas, and we have
already covered six ways to increase revenue in Chapter Two.
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Focusing on Reducing Your GOGS
In this chapter, we are moving on to cover the best ways to lower
our cost of goods sold.

Figure 9: Chapter Three covers six ways to reduce your cost of goods sold and thereby
increase your business's ability to make money.

This is an extremely important area to delve into deeply, but you
might be asking why that is the case. The answer is two-fold:
Both revenue and COGS directly impact your gross profit.
Your gross profit pays your overhead and is responsible for
generating net profit in your business (see Table 20).

Table 20: Gross profit pays your overhead costs and generates your net profit.

Before we discuss ways to lower COGS, it is important to understand
and examine the factors that directly affect it. Once we make you aware
of these six damaging factors, we can then show you various ways to
overcome them.
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1. Misunderstood Pricing
Factor number one involves misunderstood pricing. Consider the
following example. Let’s say you sell widgets, and to build each widget
costs you $100 in materials, plus $75 in labor. This would result in your
cost of goods sold being equal to $175 per widget. You decide you want
to make 35% profit on each widget you sell, hence, you multiply your
$175 cost by 1.35, which equals a price of $236.25.
This is how most business owners set their product or service pricing.
However, you’ve probably picked up on the fact that we always check
our calculations by plugging the results back into our P & L. Let’s find
out if we used the correct method (see Table 21).

Table 21: We can use our P & L to check our pricing calculation. If each widget
generates $236.35 of revenue, and our COGS is $175, our gross profit is $61.35.
GP/R=GP%, which equals 26%. Therefore, we are not generating 35% in gross profit.

Our calculated pricing suggests that $236.25 is the revenue each
widget will generate. We know that it costs us $175.00 to build each
widget, therefore this is our COGS. We subtract our COGS from our
revenue, and we get our gross profit of $61.35. Does $61.35 really equal
35% worth of gross profit?
Remember, our formula for determining gross profit percentage is:
Gross profit / revenue = gross profit percentage
When we divide $61.35 by $236.25, we find our gross profit
percentage is only 26%, not 35%. This means you’re only generating
about 75% of the profit you were aiming to generate.
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Obviously, our original formula where we multiplied our COGS by
1.35 is wrong. What is the correct way to determine a 35% profit
margin? We have to use the inverse to get a correct calculation. To find
the inverse, you simply take whatever profit margin you’re targeting,
and subtract that number from 1.
1 - 0.35 = 0.65
Therefore, the correct formula for determining our pricing is to take
our $175 COGS and divide that number by 0.65.
175 ÷ 0.65 = 269.23
This gives us a price of $269.23. Do we stop there? You guessed it;
the answer is not yet. Let’s plug this result into our P & L template and
find out if we got it right (see Table 22).

Table 22: We can use our P & L to check our inverse calculation. If each widget
generates $269.23 of revenue, and our COGS is $175, our gross profit is $94.23.
GP/R=GP%, which equals 35%.

Our new price of $269.23 is the revenue each widget will generate.
It still costs us $175.00 to build each widget, so that remains our COGS.
Let’s subtract our COGS from our revenue to get our new gross profit of
$94.23. Is this equal to 35% in gross profit? Let’s plug the figure into our
formula and find out. If we divide $94.23 by $269.23, we find that our
gross profit percentage is now 35%; just what we were targeting. Be
sure to double-check your pricing for all of your products or services
with this method to ensure that you’re generating your desired profit
margins.
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2. Discounting
Let’s move on to the second factor that can directly impact COGS.
Small business owners often discount their price assuming it will help
them increase sales and make more money. What often happens
instead is that they end up destroying their profit margins. Yes, it’s true
that discounting can increase sales, but the few additional sales made
typically fail to cover the lost profit.
Depending on your margin, if you discount your price by a mere 10%,
you now have to sell 50% more product just to break even. If you sell a
widget for $100, and you have a 30% profit margin, you end up making
$30 for every widget you sell. This means that your COGS for that widget
is $70. If you then discount that widget by 10% and sell it for $90 instead
of $100, you’re only making $20 in profit instead of your original $30
because your COGS is still $70. You now have to sell 50% more widgets
just to get back to your original profit margin.
Let’s run the numbers. You would only need to sell 100 widgets at
your original $30 profit margin to make $3,000 in profit. In contrast, you
would have to sell 150 widgets at your discounted $20 margin to realize
$3,000 in profit. Seriously, stop and think about that for a minute. For a
measly 10% discount, you now have to sell 50% more to break even, let
alone make a profit. Do you think a 10% discount will ever result in a
50% increase in sales?
And here’s the kicker. When was the last time you saw someone
offer a 10% discount? Most businesses offer 25% - 40% discounts,
thereby destroying their margins.
Even so, we have some good news for you. This process works in
reverse as well. If you increase the price of your widget by 10% and sell
it for $110, you will now be making $40 in profit instead of $30 because
your COGS is still $70. That’s a whopping 33% increase in profit with
just a 10% price increase.
The key to increasing your price without losing customers is to build
more value into your offer. Prospects shop according to value, not price.
If you offer four times more value than your competition, you can easily
double your price. The problem is that most competing businesses all
offer the same value, so price becomes the only differentiating factor
for prospects.
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3. Supplier Price Increases
Supplier price increases can also directly impact your COGS.
Typically, once or twice every year suppliers raise their prices, often to
cover their own supplier price increases. These are often in the form of
small, incremental increases that many business owners don’t notice.
2% – 5% annual increases are common, and many business owners
shrug these off as “no big deal.” In reality, these changes are a very big
deal when it comes to your bottom line.
What would be the effect of a 5% supplier price increase on our
widget company? Let’s work it out using our P & L (see Table 23).

Table 23: The effect of supplier price increases on net profit. In this example, a small
5% increase causes a 15% decrease in net profit.

A supplier price increase will show up as an increase in COGS from
$180,000 to $189,000. However, our revenue remains the same at
$300,000. The 5% increase in COGS lowers our gross profit from
$120,000 to $111,000. In turn, this lowers our gross profit percentage
from 40% to 37% which is a whopping 9.3 percent decrease. Our
overhead doesn’t change. It remains at $60,000, but our net profit drops
from $60,000 to $51,000; a jaw-dropping 15% decrease. That measly
5% supplier price increase has impacted our company’s bottom line by
15%.
This is a perfect demonstration of the major impact small cost
increases can have on the profits of small business owners. Now the
question is: How well do you monitor your supplier invoices? You may
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not notice 2%, 3%, or maybe even 5% increases in supplier pricing, but
as you can see, small changes can have a dramatic impact on the
profitability of your business.

4. Warranty & Returns
There are three additional factors to take into account when
monitoring your COGS. Warranty and returns need to be carefully
tracked. Do you have defective product coming back for replacement or
refunds? Any returns you have may have nothing to do with your
business or your processes and may instead be due to defects from your
suppliers, however, they will still affect your bottom line.
Irrespective of the reason, returns will always increase your material
cost. You covered the labor cost to build the original widget, and now
you have to pay the labor again to replace it. That duplicate labor could
have been redirected toward making additional widgets, instead, you
are now experiencing what we refer to as opportunity cost.

5. Scrap
Scrap is another factor to watch out for. Scrap has the same cost
impact as returns. It increases your material, labor, and opportunity
costs.

6. Excess Inventory
The final factor to watch out for is your inventory. If you overproduce in anticipation of increased sales, and those sales fail to
materialize, you end up with excess inventory. Often, this is stored
wherever room happens to be available, and keeping track of stock
amount and location can be tough if the business doesn’t have a proper
inventory tracking process.
The point is that returns, scrap, and inventory can all easily impact
your COGS by 10% or more. Let’s put this in context and check out the
damage to our cashflow if we experience a 10% increase in COGS. Table
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24 demonstrates the outcome of this increase using our widget
company’s P & L statement.

Table 24: Returns, scrap and inventory can all cause an increase in COGS. This will
have a negative knock-on effect on GP% and NP.

When COGS are increased, revenue remains the same ($300,000). A
10% increase in COGS watches us move from $180,000 to $198,000. This
in turn lowers our gross profit from $120,000 to $102,000, and our GP%
plunges from 40% to 34%. This is a massive 15% decrease.
Bills are bills, so our $60,000 overhead remains the same. However,
our net profit tanks (for lack of a better word) from $60,000 to $42,000.
Do the math, that’s a jaw-dropping 30% decrease in profit from a 10%
increase in COGS.
This example reiterates the fact that small cost increases can majorly
impact the profits of small business owners. This pushes us to ask you
the question: How well are you monitoring your costs?

Conclusion
In this chapter we have highlighted six areas that all business owners
should consider when looking to reduce COGS:
Misunderstood pricing
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Discounting
Supplier price increases
Warranty and returns
Scrap
Excess inventory
I hope this chapter has made you vitally aware of the financial
damage small cost increases can have on the profitability of your
business. In the following chapter we’ll show you how you can address
these six deadly factors, and in the process, dramatically lower your cost
of goods sold. The result will be a major increase in the profitability of
your business.

44

Chapter Four: Lowering COGS

Chapter Four:

Lowering Your Cost of Goods Sold
In Chapter Three we covered six factors that directly impact your cost
of goods sold, and in this chapter, we are going to look at mitigating
those factors.

Previously Covered
In Chapter One we explained how to understand a typical profit &
loss statement. We showed you why we only really need to focus on
revenue, COGS, and overhead to help you make dramatic financial gains
with zero cost. Feel free to review Chapter One if you need to refresh
your memory.
Table 25: A typical
P&L with figures
from our example
widget company.
Revenue, COGS, and
overhead are
highlighted in red
since these are the
only three numbers
we can directly
impact, and the
remaining four can
be calculated from
these three.

We then discussed the power of exponential growth, demonstrating
the effect of a 5% increase in revenue, and 5% reduction in COGS and
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overhead (see Table 26). Using our example widget company we
generated an additional $27,000 in net profit at zero cost.

Table 26: The power of exponential growth. A widget company’s P&L showing the
effect of a 5% revenue increase, and 5% COGS and overhead reduction on net profit.

From there we have been focusing on how to practically increase
revenue and lower our COGS and overhead. Chapter Two covered
methods to increase revenue, Chapter Three looked at six common
factors that negatively impact COGS, and this chapter will focus on the
best ways to control those six factors and reduce your COGS.

Figure 10: Chapter Four focuses on ways to reduce COGS.

As previously stated, reducing COGS is an extremely important topic
to delve into. Why is this the case?
Both revenue and COGS directly impact your Gross Profit.
Your gross profit pays your overhead and is responsible for
generating profit in your business.
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Table 27: A widget company’s P&L. Revenue and COGS directly impact gross profit.
Gross profit covers overhead and is responsible for generating profit in your business.

In this chapter we are going to give you options for overcoming the
six factors from Chapter Three, lowering your COGS and increasing your
profits in the process.

1. Misunderstood Pricing
Factor number one involves misunderstood pricing.
First, let’s ensure you’re using margin pricing properly.
We used the example in Table in Chapter Three. Let’s say you sell
widgets and to build each widget costs you $100 in materials plus $75
in labor. This means that your Cost of Goods Sold equals $175 per
widget. You decide you want to make 35% profit on each widget you
sell. To calculate your pricing for your widget, you multiply your $175
cost by 1.35, which equals a price of $236.25. This is how most business
owners set their product or service pricing. However, when we plug this
result into our P & L template, we discover that our gross profit
percentage is only 26%, not 35%. That’s 75% less than expected.
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Table 28: We can use our P&L to check our pricing calculation. If each widget
generates $236.35 of revenue, our COGS is $175, then our gross profit is $61.35.
GP/R=GP%, which equals 26%. Therefore, we are not generating 35% in gross profit.

Checking this calculation using our P & L has revealed that
multiplying our COGS by 1.35 is the wrong formula. What’s the correct
way to determine a 35% profit margin?
You must use the inverse. To find the inverse, simply take whatever
profit margin you’re targeting, and subtract it from 1.
1 - 0.35 = 0.65
Instead, we have to take our $175 COGS and divide it by 0.65.
175 ÷ 0.65 = 269.23
Now, let’s check this one more time using our P & L statement.

Table 29: We can use our P&L to check our inverse calculation. If each widget
generates $269.23 of revenue, our COGS is $175, then our gross profit is $94.23.
GP/R=GP%, equals 35%.

As you can see from Table 29, our gross profit percentage is now
35%. This is exactly what we were aiming for.
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However, suppose you have no idea what your profit margin should
be for your business. Where do you start?
Use Google to help you determine your profit margin –
just Google your industry or profession.
For example, if you are an accountant, search “average gross profit
for accountants”. You will most likely find multiple sources you can refer
to by doing this. This is a great way to find out if you’re in the right
ballpark with your current pricing.
You might find that your pricing is far below your industry average,
but what should you do if you truly believe your area won’t support a
price increase?
Consider using a bundling strategy.
Product bundling is a great strategy to use when you want to create
additional value for your business. Product bundling is simply the
process of grouping together certain products to create packages to sell
to your clients. When you do this, you create an “apples-to-oranges”
comparison with your competitors, removing price from the equation.
We will go through an example in this section. Misunderstood pricing
can have a major impact on your COGS. Be sure to double-check your
pricing for all of your products or services to ensure you’re generating
your desired profit margins.

2. Discounting
Let’s move on to our second option that can lower our COGS. There
is no faster way to utterly destroy your profit margins than by
discounting your price. As we showed you in the previous chapter, if you
discount your prices by a mere 10%, you may find that you need to sell
50% more just to break even. The entire premise behind discounting is
flawed if you aim to increase your profits.
Discounting assumes pricing is more important to your prospects
than value, which it isn’t. Prospects shop according to value, not price.
The key here is to innovate your business, so you offer more value than
your competition, even if that means increasing your prices. Yes, you
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heard that right – increase your price to reflect the true value of your
product or service.
Let’s say a restaurant offers you a 25% discount on your favorite
meal which usually costs $60. The restaurant next door has the same
meal for the same price, but they include a bottle of wine and your
dessert for free. Which restaurant would you do business with? The vast
majority of people select the restaurant offering the wine and dessert.
After all, it’s the best deal isn’t it?
The restaurant offering you 25% off your $60 meal is a savings to you
of $15. However, at the second restaurant, the bottle of wine is listed
on the menu for $25 and the desserts are $6 each. Therefore, you
perceive that you’re saving $37 instead of $15. That’s quite a deal. Now
you’re asking yourself how the second restaurant can afford to make
such a lucrative offer? The answer is that they can do it because they
know their costs. That $25 bottle of wine only costs them $8 wholesale.
The $6 dessert costs around $1 wholesale.
Check out the comparison charts for restaurants A and B on the
following page.

Table 30: Prospects care about value over pricing. This table demonstrates
restaurant A which offers a 25% discount on your favorite meal.

Restaurant A charges $60 for their meal for two, and their profit
margin is 50%, leaving them with a $30 profit. The 25% discount cost
the restaurant $15 of that profit, leaving them with a total profit of just
$15.
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Compare that to restaurant B.

Table 31: Restaurant B offers the same meal for the same price of $60. However,
they also include wine and desserts for free.

Restaurant A and B offer the same meal for two, at the same $60
price, with the exact same margin and profit, but the wine and two
dessert freebies only cost the restaurant $10 total. This leaves them
with a profit of $20.
Therefore, the profit for restaurant B is 33% higher than A: $20 vs
$15. Let’s take a look at the perceived value from the eyes of the
customer. The 25% discount offered by restaurant A has a $15 perceived
value while the wine and dessert offerings have a $37 perceived value.
The second restaurant only spent $10 and yet they created the
perception that their customer was receiving greater value for their
money: $37 versus $15. In terms of value, that’s a stunning 247% value
increase over restaurant A. Therefore, in this example, both the
restaurant and the customer come away winners.
Once restaurant B promotes this offering in their marketing, they will
hold a market-dominating position. After all, who will want to pass up
receiving $37 in free stuff on a $60 meal? And yet the restaurant is
spending less overall than the restaurant providing the discount. This is
one reason why we aren’t a fan of discounting. Naturally, you must
consider your circumstances as well as your specific situation, but
generally, you’re much better off offering something with a high
perceived value but a low cost to you over a discounted product.
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The key is to create added value in everything you do. Prospects and
customers DON’T buy based on price; they buy based on the value they
receive for the price they pay. Creating added value is a marketing or
customer relations strategy that can take the form of a product or
service that’s added to your original offering for free or as part of a
perceived discounted package.
This example nicely demonstrates the product bundling strategy we
referenced when we discussed pricing earlier in this chapter. Bundling
is a great strategy to use when you want to create additional value for
your business.

3. Supplier Price Increases
Our third option for lowering COGS is to confront supplier price
increases. Suppliers often raise their prices to cover labor costs, or their
own supplier price increases. These increases typically aren’t dramatic;
they’re usually small, incremental increases that most business owners
might not notice. 2% - 5% annual increases are common, and many
business owners shrug these off as no big deal, when in reality, these
make a huge difference to your bottom line. In our previous chapter, we
demonstrated the way that a mere 5% supplier price increase could
impact our company’s bottom line by a staggering 15%. We will now
cover a few ways to control the effects of these supplier price increases.
Begin by obtaining competitor quotes.
There are always alternative suppliers for your most commonly
purchased products and services. Believe me, all of them want your
business and will readily offer you large discounts to get it. If you’ve built
up a relationship with your current supplier, and you don’t want to
fracture that relationship, seek new quotes from the competition and
ask your current supplier to match them. They understand that you’re a
business owner and need to keep your costs under control. If they truly
value your relationship as much as you do, they won’t think twice about
matching the lower quote.
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Once you obtain those competitor quotes, offer to sign
an annual contract, guaranteeing that you will buy a specified
annual amount from them in exchange for lower pricing.
If you have the funds available, you could offer to pay for the year
upfront in exchange for further discounts. However, if you do this, make
sure you know that you’re dealing with a reputable supplier.
If your annual volume is large enough, ask for bulk
discounts.
Most suppliers offer quantity discounts, but they may not publish the
fact. Always ask.
Next, investigate group purchasing through various
associations.
AARP is a great example of this (for those over 50 years of age). AARP
is an association that offers a multitude of group purchasing discounted
products and services; everything from auto, and life insurance, to
dental, vision, and travel. Just Google “purchasing associations” or
“procurement professional associations” and see what’s available for
your industry.
Once you negotiate your supplier pricing, see if you can
negotiate longer payment terms.
If your current supplier has a payment due upon receipt policy, ask
about 30-day terms. Another way of phrasing “30-day terms” is
“interest free money for 30 days”, and this can help you to manage your
cashflow. If the supplier already offers 30-day terms, ask for 60; today’s
business environment is cutthroat. Suppliers are often willing to extend
your terms of payment to ensure you don’t jump ship. All of the
suggestions above are proven and tested ways for you to successfully
confront supplier price increases.

4. Returns and Warranties
Our fourth option for lowering our COGS is to keep your returns in
check. Most products and services include a warranty, and if they fail to
function as advertised, consumers will return them for a refund. It’s
imperative that you:
Keep a sharp eye on your weekly return rate.
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If you begin to see an increase in returns,
Immediately investigate the reasons for the failure.
Did it involve defective parts, or does it appear to be an employee
problem? Employee problems can include: a lack of motivation, a lack
of training, or perhaps the individuals responsible simply lacks the
necessary skills to do the job properly the first time. If your investigation
reveals the cause for the returns involves defective parts, don’t simply
replace them and shrug it off as a normal part of doing business.
Send defective parts back to the wholesaler, or
manufacturer, and demand a credit. If the problem persists,
investigate alternate suppliers.
Be sure to look for a proven track record of product reliability before
choosing a replacement supplier. If your investigation reveals the
problem is indeed employee-related,
Make sure the training you provide is sufficient and
updated.
Start asking yourself questions such as, “does a segment of your
training provide for on-the-job training?”. If you find the issue has
nothing to do with training, but instead stems from employee attitude,
Decide if responses such as disciplinary action, or
termination, are warranted.

5. Scrap
Mitigating the effect of scrap on our bottom line is our fifth option
for lowering your COGS. Scrap has the same cost impact as returns. It
increases your material, labor, and opportunity costs. Dealing with scrap
is a similar process to dealing with returns.
Begin by investigating the reason(s) for the failure.
For example, was the scrap produced due to defective tools or
processes? Did defective parts play a role, or is it a lack of training, or a
lack of skill on the part of the employee?
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If you find the problem to be defective tools or parts,
seek immediate compensation from the supplier. If this situation
continues, investigate alternate suppliers.
If it turns out to be an employee problem, it may only
require additional on-the-job training.
But don’t stop there.
Determine if the scrap produced can be recycled or
reworked.
And always seek out your employee’s feedback and
suggestions regarding eliminating scrap.
Employees on the front-line day in and day out. You can bet they
have specific and innovative ways to reduce waste.

6. Excess Inventory
Our sixth and final option for lowering your COGS involves being
mindful of excess inventory. At times, businesses may over-produce in
anticipation of increased sales, and if those sales fail to materialize, that
business ends up with excess inventory. Often, excess inventory is
stored randomly wherever room happens to be available.
Begin by investigating all storage areas and creating an
inventory of what’s currently available.
Clean out everything that is outdated or obsolete.
Finally, organize your stockroom and storage areas so
your inventory is current and easily accessible.
If you have excess inventory that you have no use for in
the near-term, determine what can be repurposed or sold.
Try to find some way to turn all excess inventory into revenue for
your business.
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If you have to sell off inventory at a discount, make sure
it doesn’t replace a full-price sale. The last thing you want to do is
to offer excess product at 50% off and lose out on a full-price sale
because of it.
If your excess inventory is unsellable, donate it to
charity and claim a tax deduction. This is an excellent way to
monetize inventory that would normally be discarded.
Once all of this is accomplished, consider spending a
few bucks to install an inventory management system.
There is software available that can help you manage excess stock at
extremely affordable rates. But first, ask yourself if it is an absolute
necessity for you to carry any inventory at all. Many businesses today
have simply stopped carrying inventory. Instead, they’ve switched to a
Just in Time (JIT) inventory system.
JIT is a management strategy that aligns rawmaterial orders from suppliers directly with production
schedules.
Companies employ this inventory strategy to increase efficiency and
decrease waste by receiving goods only as they need them for the
production process, reducing inventory costs. However, this method
does require producers to forecast their product demand accurately.
Consider a JIT inventory system if it will work for your
company.
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Conclusion
These are the six areas to consider when looking to reduce your
COGS:
Misunderstood pricing
Discounting
Supplier price increases
Warranty and returns
Scrap

I hope this chapter has made you vitally aware of the financial
damage small cost increases can have on the profitability of your
business, as well as helping you with ways to reduce your COGS.
Next up, we’ll show you:
multiple ways to lower your overhead,
how to lower your supplier & vendor costs,
the secrets of outsourcing,
how to determine if it’s better to lease or own,
a legal loophole for US-based businesses that can save you tens
of thousands of dollars annually,
and various hidden deductions that you’re definitely currently
overlooking.
In other words, the following chapter will be a virtual goldmine for
your business.
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Chapter Five:

Lowering Overhead Costs
Welcome back to Financial Training for Business Owners. In this
chapter, we’ll focus on multiple ways to lower your overhead costs.
We’re going to continue to show you new ways to cut your costs, since
we know that every dollar we find in cost reduction goes directly into
your pocket.
So, in this chapter, we’ll show you:
multiple ways to lower overhead,
how to lower your supplier & vendor costs,
we’ll reveal to you the secrets of outsourcing,
how to determine whether it’s better to lease or to own
a legal loophole for US-based businesses that can save you tens
of thousands of dollars annually
and various hidden deductions you’re definitely overlooking.
In other words, this chapter is a virtual goldmine for your business,
so let’s get started.

Previously Covered
As we previously explained, there are only three numbers you really
need to focus on in any P & L statement. These three are the only
numbers in your P & L that you can directly impact, and the remaining
four are all determined by these three. You can find gross profit by
subtracting COGS from revenue. Dividing that number by the revenue
gives you gross profit percentage. When you subtract your overhead
from your gross profit, you find your net profit. Divide your net profit by
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revenue to determine your net profit percentage. With this knowledge,
we can help you make dramatic financial gains at zero cost.
We then proceeded to discuss the power of exponential growth
using an example widget company to demonstrate. Impacting revenue,
COGS, and overhead by 5% each allowed us to generate an additional
$27,000 in net profit at zero cost.
We then covered various ways to practically increase revenue,
decrease COGS, and now, let’s discuss your options for immediately
lowering your overhead costs.

Figure 11: This chapter focuses on reducing overhead costs.

Reviewing Your Expenditure
The first thing we recommend when it comes to lowering your
overhead is to set aside a two-hour block of time, find a quiet spot, and
very carefully review the following documents:
Bank statements
Credit card statements
Business invoices
It’s best to go through these line by line and carefully scrutinize each
charge. If an expense doesn't help you to get a customer—or keep a
customer—eliminate it. I’ve seen business owners discover that they
have been paying unnecessary charges for years. In fact, it’s ideal to
review the charges on your credit card statements closely every month.
Global fraud is rampant these days but confirming the necessity of every
charge on your credit card is a great way to prevent it.

Audit Your Current Suppliers & Vendors
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The next thing you can do is to audit your current suppliers and
vendors for the products and services that you purchase daily, weekly,
monthly, or annually.
Audit your internet provider.
I can practically guarantee that if you contact your internet provider
and tell them you're thinking of switching services to one of their
competitors, they will immediately offer you a 10 to 20% reduction in
your monthly rate.
Evaluate your telephone rates.
Phone rates have dropped substantially over the last several years
and you may be able to save 25% - 50% instantly. If your business
requires calling overseas, check into a service such as Vonage where you
pay a flat rate every month and you can call anywhere in the world for
free, for as long as you want.
Look over your invoices for your office supplies.
This is an expense most business owners never think about. There's
a good chance if you check out the competitors you can get substantially
lower pricing.
Reassess your janitorial services.
Instead of paying a full-service professional janitorial company,
consider hiring a college student who would love to do night work
allowing them to attend school during the day. A janitorial company
typically pays the person performing the service around 30% of the
amount they charge. The remaining 70% goes towards covering
overhead costs such as office staff, lease, and vehicles as well as their
marketing and advertising. Instead, why not pay a college student that
same 30% and pocket the rest.
Audit all of your insurance.
When was the last time you audited your insurance (and not just
your building and liability insurance)? Be sure to audit your vehicle
insurance as well, including your personal auto. It is also worth
considering health insurance, life insurance, and worker’s
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compensation. The insurance world is a tremendously cutthroat
environment and companies will discount to the bone to get your
business.
Audit your garbage pickup.
Does the amount of garbage your business generate require pick up
at the current frequency, or could you reduce the frequency?
Don’t overlook repair and maintenance, especially if you only use
these services on an as-needed basis.
Check to see if there are preventive maintenance agreements
available for your industry or profession. With these agreements you
can pay a flat monthly rate to cover all repairs and maintenance.
Landscaping is another area to scrutinize.
Similar in nature to janitorial services, landscaping services only pay
their landscapers around 30% of the money you pay them. If you
contract this service out yourself, you might be able to save big time.
Once you audit all of these vendors and providers, securing the
lowest pricing for each, here are some additional tactics to save you
even more.
Seek Extended Payment Terms
Another way you can seek to reduce overhead costs is by asking for
extended payment terms. if a provider asks for payment on delivery,
enquire about 30- or 60-day terms. This should be a major consideration
when negotiating a change in vendors. It is also often possible to obtain
additional discounted pricing by offering long-term commitments
coupled with quick payments. It is often worth insisting on this
concession in the event you can’t negotiate extended payment terms.
Barter with Providers
Another powerful option is to offer to trade your product or service
for your provider’s. If they’re open to this concept, be sure to take into
consideration the value of the exchange. If your product or service is
worth more than theirs, then additional compensation should be
negotiated in the transaction and vice-versa.
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Negotiate Long-Term Supply Agreements
Finally, offer to negotiate long-term supply agreements. This is
where you offer to use a supplier exclusively for a specific period of time
in return for a set lower price, and better terms. The longer timeframe
you offer, the better the terms you should expect to receive. If you
receive a deeply discounted price by offering most or all of the above,
you would be well-advised to lock in that discounted rate for as long as
you can.

Outsourcing In-House Services
If you tend to keep all of your professional services in-house,
consider the possibility of outsourcing those services moving forward.
Let’s start with accounting, bookkeeping, IT, and maintenance and
repair. If none of these require a full-time position, outsourcing can
offer substantial savings. There are highly-qualified professionals in
places like India, Taiwan, and the Philippines.
Another major advantage to outsourcing involves the classification
of the worker. When you outsource, you can designate the personnel
handling the work as contractors versus employees. This can lead to
huge savings for your business.
First, you often save on salary, for example, you can often hire a fulltime college graduate with an MBA in the Philippines for $650 per
month. Since they are classified as independent contractors, benefits
aren’t a requirement. This means you save on healthcare, dental, 401k,
and payroll taxes. If your business is struggling financially, outsourcing
is an area worth considering, at least in the short-term.

Assess Employee Positions
You might consider replacing non-critical positions with part-time
temps. This is especially beneficial if you experience seasonal demand.
Often in resort areas, businesses make all of their money in a 3 to 4month timespan. Hiring temps to assist during these peak times can
alleviate stress while maintaining profitability.
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Use Your Employees
One fail-proof way to cut costs is to offer your employees the
opportunity to participate in a cost reduction program. Truth be told,
your employees know how to reduce or even eliminate substantial costs
in every phase of their job. To ensure the success of this type of
program, bonus them a percentage of the first-year’s savings. Just be
sure to take each submission seriously and notify the employees of the
outcome. If they suspect this program is lip-service only, the entire
program will grind to a halt.
We have one final suggestion. Offer the landscaping and janitorial
services you now contract out to your employees. Remember earlier in
this chapter when we discussed the fact that a janitorial company
typically pays the person performing the service just 30% of the amount
they charge? The remaining 70% goes to cover their overhead such as
office staff, their lease, their vehicles as well as their marketing and
advertising. Instead of hiring a college student to handle this, perhaps
your employees would be interested in moonlighting and picking up a
few extra dollars. In many cases, they will do a much better job cleaning
and maintaining the workplace since they spend one-half of their
waking hours there, 5 days a week.

Cancel Unnecessary Subscriptions
Over the years, it’s easy for businesses to sign up for products and
services that require dues or subscriptions. Review these and cancel the
ones that are outdated, or no longer relevant. Remember, if an expense
doesn’t help you to get or keep a client, get rid of it.

Eliminate Overtime If Possible
If possible, eliminate overtime. Overtime is okay when it’s needed to
catch up with demand, but if overtime is being required every week,
consider hiring an additional employee and avoid paying time and a half.

Refinance Debt
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You might also consider refinancing your debt to lower your
payments. One recent business owner found they had four separate
loans with a total outstanding balance of $10,000. They were paying
around $700 per month in principal and interest. They found they could
refinance that debt at a much lower interest rate, with a 3-year payment
below $300 per month.
Speaking of interest, it’s also a great idea to review your credit card
processor. Compare their discount rates with other vendors and
negotiate the best rates and services. Be especially careful on hidden
fees and charges that add up to substantial differences between
vendors.

Reduce Travel
Does your business require a significant amount of travel? Look to
see if you can replace travel with video conferencing. With current
technology, you can flip on your webcam and it’s not much different
than sitting directly across the table from your customer.
Another area to look over is your compensation model. If your
business delivers a specific result, then set up a results-based
compensation model. An insulation manufacturer, CertainTeed,
compensates its employees based on the amount of insulation they
produce per shift. This is the preferred model for an organization that
depend on sales professionals. They reward their staff when specific
sales goals are met, with bonus compensation when those goals are
exceeded. This works unbelievably well provided the sales goals are
communicated, specific, realistic, and attainable.

Leasing Versus Owning
One area that seems to baffle most business owners involves leasing
versus owning. Leasing has several obvious benefits:
It provides flexibility and cash flow opportunities.
There’s no huge initial investment.
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Leasing makes it easy to spread the cost of equipment and assets
over their useful life in predictable monthly instalments that
protects your cash flow.
Leased equipment often comes with maintenance included.
Some lease contracts are designed to ensure you incur no extra
out-of-pocket expenses or surprise repair costs.
Leasing also allows you to conserve credit sources for expenses
such as hiring, advertising, repairs, inventory or market
expansion.
If cash flow is tight, it may make sense to lease your office copiers
and printers, security systems, video surveillance systems, warehouse
equipment, your phone system, video conferencing equipment, and so
on.
A leased computer can be continuously upgraded, and as fast as
technology changes, you may find your two-year-old computer system
to be woefully outdated. There’s an old rule of thumb when it comes to
leasing versus owning:
If it appreciates, buy it. If it depreciates, lease it.
I would encourage you to go back and carefully review all of these
suggestions, implementing as many of them as you feel are feasible for
your business.

Corporate Structure
This next area could prove to be a goldmine for your business, and it
has to do with setting up your corporate structure.
We can highlight the major benefits of forming an LLC (limited
liability company) or incorporating your business by discussing how this
would work for a US-based business. However, if you’re located in a
different country, please check with a local professional and see how
these principles might apply to your individual situation. You may find
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similar benefits exists like the ones we’re about to describe. Firstly, what
is incorporation?
Forming an LLC or incorporating a business means
turning your sole proprietorship or general partnership
into a company formally recognized by your state and
the IRS.
When a business forms an LLC or incorporates, it becomes its own
legal business structure, set apart from the individuals who founded the
business. There are multiple pros and cons to forming an LLC or
incorporating, and you should always check with a professional that
understands incorporation before you do so. However, for today, I want
to make you aware of two major benefits that forming an LLC or
incorporation provides.
The most common reason to incorporate a business is to limit your
personal liability for business obligations. This means if you are sued for
business debts or obligations, your home, car and personal assets are
protected.
The second benefit is the one that can put immediate cash in your
pocket as a business owner. I’m talking about the difference between
an LLC, and an S Corporation. Let’s begin with the plain and simple facts.
50% - 60% of all small businesses have no LLC or corporate structure at
all.
If that’s you, set up an LLC or incorporate your business immediately.
If you have incorporated, you are probably set up as an LLC. If your
business is structured to be taxed as a S Corporation, this would ensure
that you enjoy a major tax advantage. Though profit and loss typically
pass through an LLC and get reported on the personal income tax
returns of owners, an LLC can also elect to be taxed as a corporation.
In other words, you can elect to be taxed as an S Corp. while retaining
the structure of an LLC. This is extremely important because if you are
set up as an S Corporation, you must pay yourself a “reasonable” salary,
but the rest of your income can pass through your corporation and be
taken as dividends.
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In the U.S., we have to pay 15.3% in social security and Medicare
taxes known as FICA. If you’re an employee, you pay half that amount
every year on your salary, and your employer pays the other half, up to
a maximum income of $137,700. Anything over that amount is now
exempt from FICA for the remainder of that year. The key word here is
salary.
Remember, as an S Corporation, the tax code says you must pay
yourself a “reasonable” salary. Most accountants agree that a
reasonable salary is much less than the $137,700 annually in most
industries, with the rest of your income passing through as a dividend.
So, what’s the benefit?

Tax Benefits of Incorporating
You only pay FICA and Medicare taxes (15.3%) on your salary. As an
example, let’s say you earn $140,000 this year. If you’re set up as an LLC
and are taxed as a sole proprietor or partnership, you will pay a FICA tax
of $21,068. Electing to be taxed as an S Corporation and paying yourself
a $40,000 salary assuming that is a reasonable salary for your industry,
you would only pay $6,120. This means you would save $14,948.
Remember, you can elect to be taxed as an S Corp while retaining
the structure of an LLC. Check with your accountant and see if an S
Corporation is right for your business and what is a reasonable salary for
your industry. Also, remember that tax savings are not a one-time deal.
These are ongoing savings to your business every year moving forward.
We’re still not done saving you money. When you meet with your
accountant to discuss an LLC incorporation, ask if you qualify to write
off your home office, your office supplies, business meals, and your
automobile expenses such as your lease payment. If you own your car,
see if you can deduct for business mileage. Ask about repairs to your car
or office, equipment depreciation and so on.
Here’s an idea. Do you have kids? Stop giving them an allowance and
instead, put them on your payroll. Pay them a salary to clean your office,
empty the trash, run errands and so on. As long as these are expenses
you would normally have to pay someone to do for you, and they are
reasonable for the age of the child and the hours worked, they become
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legitimate deductions. In the U.S., kids can make up to $12,200 each
annually and they do not have to file a tax return.
All of the above are deductions that save you additional thousands
in taxes.

Conclusion
Next up, we’ll show you how to build your profit and loss statement
from scratch. In previous sessions, we’ve discussed the importance of
knowing and understanding your P & L statement, and how you can use
it to generate immediate profits for your business. We’ll also show you
this without it costing you a penny. Unfortunately, many business
owners don’t have a P & L statement to refer to, so let us show you in
our next session how to build one yourself.
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Building Your P & L
Chapter Six will show you how to build your profit and loss (P & L)
statement from scratch. In previous chapters, we’ve discussed the
importance of knowing and understanding your P & L statement, how
you can use it to generate immediate profits for your business, and do
so without it costing you a penny. Unfortunately, many business owners
don’t have a P & L statement to refer to which is why we are going to
show you how to build one yourself.

The P & L Basics
As we previously explained, there are only three numbers you really
need to focus on in any P & L statement.
Table 32: The profit
and loss statement
template we will
continue to use. The
only numbers we
need to focus on are
the ones circled in
red: overhead,
revenue, and COGS.

They’re the ones highlighted in red in Table 32 – revenue, COGS and
overhead. The reason these three are so important has to do with the
simple fact that these three are the only numbers in your P & L that you
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can directly impact. The remaining four numbers are all determined by
these three. You find gross profit by subtracting COGS from revenue,
and then dividing that number by the revenue gives you the gross profit
percentage. When you subtract your overhead from your gross profit,
you find your net profit, which you then divide by revenue to determine
your net profit percentage. Therefore, the three numbers you need to
know to build your P & L statement from scratch are revenue, COGS and
overhead.

Review Your Bank Statements
To start, review your previous 12 months of bank statements. If you
don’t have access to all 12 months, obtain as many as you can. P & L
statements merely show the amount of revenue a company earned over
a specific period of time, as well as expenses. The timeframe could be
one month, one quarter, or one year, so if you can’t obtain 12 months
of bank statements, then start with the last 3 months, or even the last
30 days.

Find Your Revenue
Next, add up all of the deposits you made during that timeframe.
Make sure those deposits were all related to your business. The
resulting total is your revenue.

Find Your COGS & Overhead
Now, add up all of your withdrawals that you know were businessrelated expenses. You will need to go through those expenses line-item
by line-item, breaking them down into COGS versus overhead expenses.
As a refresher,
COGS is defined as the costs incurred to deliver on
your contract of sale.
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These are costs such as direct and contractual labor, materials, scrap
and rework, packaging, distribution and shipping, and sales
commissions.
Overhead are the costs you incur regardless of
whether you make a sale or not. Overhead represents
your daily, weekly and monthly expenses that are
required to operate your business.
This includes costs such as your mortgage or rent, insurance, utilities,
office supplies, office salaries, general maintenance, advertising,
janitorial and auto expenses. Let’s use an example to show you how this
works (see Table 33).

Table 33: Filling out our P & L statement using example figures.

We review our bank statements for the past 12 months and discover
we had deposits that totaled $300,000. Let’s record that on our P & L
template in the revenue column.

Fill Out Your P & L
Then we add up all of our withdrawals and discover they total
$240,000. When we scrutinize those withdrawals line-item by line-item
we decide that $180,000 of our withdrawals were directly attributable
to our cost of goods sold, and the remainder we classified as overhead
costs. We then record those numbers in the appropriate columns on the
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template. This gives us the three numbers we need to focus on, and
from these we can complete our entire P & L statement. Follow along in
Table .
We can find our gross profit by subtracting our COGS from our
revenue. That equals $120,000.
We can then calculate our gross profit percentage by dividing our
$120,000 COGS by our $300,000 revenue and we come up with
40%.
Now we can find our net profit by subtracting our $60,000
overhead from our $120,000 gross profit and we get $60,000.
We then find our net profit percentage by dividing our $60,000
net profit by our $300,000 revenue and we get 20%.
You have now constructed your business’s Profit & Loss statement
from scratch.

Conclusion
You now know how to construct your own P & L statement by
following these four simple steps:
Review your previous 12 months of bank statements.
Add up all of your deposits and record that total as
revenue.
Add up all of your withdrawals and confirm they are all
expenses related to your business. Break these down into COGS
and overhead.
And finally, use these figures to fill out the rest of your
P & L statement.
This gives you the three numbers you need to generate the
remaining four numbers required to construct your P & L. Once you
have your P & L in place, you can begin to use the steps we have outlined
in our previous sessions to increase your revenue and decrease your
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COGS and Overhead to generate substantial increases in your overall
profit.
In the next chapter, we’ll show you how to discover your business’s
true financial potential. We’ll reveal how you can uncover your
business’s average gross profit percentage, and how to use this
information to unlock hidden wealth in your business.
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Discover Your Business’ Financial
Potential
In this chapter, we’ll show you how to discover your business’s true
financial potential. We are going to reveal ways that you can uncover
your business’s average gross profit percentage, and how to use this
information to unlock hidden wealth in your business.
In previous sessions, we’ve discussed the importance of knowing and
understanding your P & L statement, how you can use it to generate
immediate profits for your business and do so without it costing you a
penny. But consider this question with us: how do you know if your
numbers on your P & L are good, bad, or just average?
This is a tremendously important question. Consider that word
“average” for a moment. Average means that 50% of businesses are
above the average, and 50% are below. If you’re having financial issues
in your business, there’s a good chance you’re in that below average
group. In this session, we’ll help you to determine where your business
falls on the average scale: above or below. Once you know this, we can
then show you how to unlock the wealth currently hidden as potential
in your business.

Using Your P & L
Let’s begin by discussing how you can use your P & L to find the
financial potential for your business. Since we know that 50% of all
businesses fall below their industry average for their gross profit
percentage, we need to determine where your business falls in relation
to your GP percentage.
Let’s begin by looking over your P & L statement. If you don’t have
one, you can create one from scratch following the steps in Chapter Six.
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Firstly, examine your gross profit percentage and see where your
business fits in relation to other businesses in your industry. You can
Google ‘gross profit margin by industry’, or you might try ‘average gross
profit percentage’ for your specific industry or profession. Be aware that
when you do this, Google will often return multiple sources of
information for you to browse. We recommend you select three sources
at random and find the average gross profit percentage among those
three. Once you’ve done this you can compare that average with your
GP percentage and see where you fit within the industry.
Let’s use a child day care facility as a case study to see how this
works. When we Google ‘gross profit margin by industry’, we find Table
34:
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Table 34: Googling "gross profit margin by industry" gives us this example table.

We scroll down to Child Day Care and discover the average gross
profit margin for a child day care is 41.6%. Let’s compare that average
GP% with this childcare’s P & L (see Table 35).
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Table 35: The childcare business's example P & L.

Their revenue is $200,000. Their COGS is $148,000, leaving them
with a gross profit of $52,000. We divide that $52,000 by their $200,000
revenue and we get a gross profit percentage of 26%. Their overhead is
$28,000, leaving them with a net profit of $24,000, and a net profit
percentage of 12%.
Now, we know that their gross profit percentage is 26%, but we just
discovered that child day care facilities average 41.6%. Our childcare is
a whopping 15.6% below average. Furthermore, remember that 41.6%
is just the average. That means 50% of these facilities are doing better
than 41.6%. Please don’t think that the goal is to reach the average. 50%
are doing better, and many of those are doing much better.
This example day care has a lot of room for improvement. Let’s start
by finding out what would happen if we could simply bring this business
up to their industry average.
What is the potential for a children’s day care if they can achieve the
average gross profit percentage of 41.6%? Let’s take a look at their
original P & L again and then create a revised P & L column on the right
(see Table 36).
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Table 36: A revised P & L for the day care business using the average gross profit
percentage for the industry.

Revenue ($200,000) and overhead ($28,000) are the only two
numbers on our P & L that remain the same as the original.
From here we can plug in our target gross profit percentage of 41.6%.
We know if we multiply that percentage by our revenue, we will find our
gross profit, which comes to $83,200. Since we know that our gross
profit and COGS always equal our revenue, we can subtract our $83,200
gross profit from our $200,000 revenue and find that our COGS is now
$116,800. To complete our P & L, we subtract our overhead from our
gross profit to see that we now have a net profit of $55,200, which is a
net profit percentage of 27.6%.
Look at the staggering difference in our revised gross profit and net
profit figures compared with our original numbers. This massive
difference has come about by achieving the low bar of the industry
average, let alone exceeding it. If this day care only reached the
average GP percentage for their industry, their gross and net profit
would increase by a whopping $31,200.
By the way, we use a different word for average: MEDIOCRE!
Average means mediocre or run of the mill. Average means 50% of day
cares are exceeding this GP percentage, therefore there is still plenty of
upside potential for any business that has attained their industry
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average. The recommendations we have given you throughout this
book should allow you to greatly exceed the average GP percentage for
your business.
You now know several ways to increase revenue, several ways to
lower COGS and overhead, and none of them require you to spend a
penny to do it. This is like discovering a treasure map for your business.
Most business owners that need increased revenue for their
business immediately turn to marketing. However, you now know that
marketing is not the answer. Marketing typically costs money, and often
a lot of money. More than that, marketing is often slow to produce
meaningful results, if it ever does. What if our child day care had decided
to invest in marketing programs instead of using the cost-free methods
outlined in previous chapters?

Marketing or Cost-Free Methods
What would it take for that day care to generate $31,200 with a
marketing program? Well, you already know how to find that out. We
covered that formula in a previous chapter.
Simply divide that $31,200 increase in net profit by our old gross
profit percentage of 26% (which is 0.26), and we get a mind-blowing
$120,000. How easy do you believe it would be for a children’s day care
that is currently generating $200,000 in total revenue to generate an
additional $120,000? That’s a 60% revenue increase. We would go so
far as to say that that’s never going to happen.
Furthermore, that assumes that the marketing program is free. Now
is the time to get started and see where your business is in relation to
your industry average.

Above or Below the Industry Average?
Begin by Googling ‘average gross profit margin for…’ and the name
of your industry. Compare your business’s gross profit percentage
against your industry average.
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If you discover your business is average or below average, you can
substantially increase your profit margin by following the
recommendations we’ve documented in this book. Remember, average
is really mediocre, you can do a lot better than average. If you discover
your business meets your industry average, there is still tremendous
upside available to you financially, so start implementing the financial
strategies we’ve outlined and watch your business make you more
money.

Conclusion
Next up, we will discuss Facebook marketing. We know that a vast
number of business owners are advertising on Facebook. The problem
with this is that those ads aren’t cheap, and many businesses don’t even
come close to breaking even on their marketing costs, much less making
a profit. So let’s discuss Facebook and help you work out if Facebook
advertising will work for your business.
We’re going to hand you your own private ‘crystal ball’ so to speak.
This crystal ball will detail how much you can spend and still make a
profit using Facebook adverts. If you have been seriously thinking of
marketing what you sell via Facebook, this next chapter is a must-read
for you and your business.
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Chapter Eight:

Facebook Advertising
A vast number of business owners are advertising on Facebook. The
problem lies with the fact that these advertisements aren’t cheap. Many
businesses barely come close to breaking even on their marketing costs,
let alone making a profit.
With this in mind, let’s discuss Facebook advertising. This chapter
aims to help you work out, with close to absolute certainty, if Facebook
advertising will work for your business. We’re going to hand you your
own private “crystal ball”, so to speak. This crystal ball will detail how
much you can spend whilst still making a profit using Facebook ads.
Often, a large portion of overhead costs for small businesses is made
up of their marketing costs. Unfortunately, Facebook isn’t free, even so,
it seems to be the marketing venue of choice for most small business
owners. Consider the following outline. Suppose you could predict the
success (or failure) of a Facebook marketing campaign before you invest
a penny of your own money. What if you knew, in advance, whether or
not a Facebook ad campaign would make you money? This is what we
are going to help you do. This is what we mean when we say that we
want to hand you your very own marketing crystal ball. Follow along for
the details of our process.

Scenario A
Consider the following scenario. You’re an accountant, and you're
trying to decide if you should advertise on Facebook to bring in
additional clients. You plan to host a webinar for small business owners
to make them aware of several legal loopholes that favor them.
The first thing you must understand is the Lifetime Value of profit
that you'll receive from your average client. On average you charge your
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clients $1,500 per year for your accounting fees, you keep your clients
for 6 years on average, and you have an 88% gross profit margin since
you incur very little in the way of expenses when working with clients.
Let’s document our stats in a table to keep everything straight (see
Figure 12).

Figure 12: Statistics for an accountant.

If we do the math and multiply our three figures together, we
discover our average client lifetime value is $7,920. Now that we know
our lifetime value, we can calculate how much we can spend each
month on Facebook marketing whilst still feeling confident that we’ll
make a profit.

The Crystal Ball

Figure 13: Working through our “Crystal Ball” using the accountant's stats.

Firstly, we need to set our advertising budget. Let’s say we start with
a monthly budget of $1,000 (see Figure 13). We want to invest this
amount in running Facebook pay-per-click ads.
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For this example, let’s say we Google “average Facebook CPC” and
discover that figure to be $1.72. This means that each time a prospect
clicks on our ad, Facebook deducts $1.72 from our $1,000 monthly
budget. Now that we know this number, we can calculate the number
of clicks we can expect to see based on our budget. To do this, we divide
$1,000 by $1.72 and find a total of 581 clicks.
Now we have to figure out the approximate number of prospects
interested in attending our webinar that will be generated by these
clicks. Once again, we can turn to Facebook for the answer. They
constantly track ads like the one we want to run, so they know the
average number of conversions generated by ads similar to ours. This
figure comes out to be 9.21%. Let’s multiply our 581 expected clicks by
9.21% (which in decimal form is 0.0921) and find that we can expect to
generate 54 prospects for our webinar.
Unfortunately, we know only a small percentage of those prospects
will attend. The average figure is around 40%, but let’s be ultraconservative in this example and assume that only 25% will attend. This
reduces the likely attendees to a conservative estimate of only 13.
Now we must estimate the close rate for our webinar. Most
professional service providers like our accountant can easily average a
30% to 50% close rate, but keeping with our ultra-conservative
approach, let’s calculate a close rate of just 15%. We can now calculate
the estimated number of new clients that our webinar should generate.
To do this, let’s multiply our 13 attendees by 15%, which equals 2
new clients. With this information, we can now determine if Facebook
marketing will be profitable for our accountant or not. Follow along
using Figure 14.

Profitability of Scenario A
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Figure 14: Calculating whether it is worth investing in Facebook marketing if we will
likely generate 2 clients from the campaign.

We know that according to a conservative estimate we can
expect to generate at least 2 new clients.
We also know the average profit or lifetime value that we can
expect from each client we service is $7,920.
Multiplying those two numbers reveals that our total gross profit
from our Facebook campaign will be $15,840.
However, we still have to subtract our advertising cost of $1,000.
The end result is a net profit of $14,840.
I would say a $1000 monthly ad budget for Facebook PPC marketing
would be extremely profitable in this situation. Furthermore, when you
take into account that we were ultra-conservative on virtually every
calculation we made, we may find we do much better than the numbers
we’re projecting here. However, what if we took an ultra-ultra-ultra
conservative approach with our numbers?

Scenario B
Let’s calculate your profit if you had to spend double the money on
Facebook ads, but you only achieved a fraction of the averages we
previously used (see Figure 15).
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Figure 15: An even more conservative calculation based on doubling the cost of
advertising.

Let’s double our monthly advertising budget of $1,000 to $2,000.
Let’s double our cost per click from $1.72 to $3.44.
The number of clicks we expect to generate stays the same at
581.
Let’s cut our webinar conversion rate in half from 9.21 to just
4.61%.
Now, let’s multiply our 4.61% conversion rate by our 581 clicks to
find that the number of prospects we can expect to register is 27.
Since we were ultra-conservative with our previous percentage of
those who will actually attend the webinar, we can leave the
percentage at 25%. That means that out of the 27 prospects that
register, only 7 will attend.
We can also keep our ultra-conservative closing rate of 15%,
which means after all is said and done, we can expect to generate
just one new client.

Profitability of Scenario B
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Figure 16: Calculating the profitability of scenario two for our accountant.

Our math is going to be simple to calculate with only 1 new client
(see Figure 16). Our new client has a lifetime value of $7,920. This figure
also represents our gross profit from this Facebook campaign.
Now, let’s subtract our $2,000 ad cost, leaving us with a net profit of
$5,920. That’s a 296% return on investment. Note that even when we
use ridiculously conservative numbers, we still find that a $2,000
monthly ad budget would be extremely profitable in this situation.

Conclusion
Facebook marketing seems to be the popular choice for the vast
majority of small business owners. However, as we have already shown
you in this book, marketing is seldom the best answer when you need
to increase revenue and profit. Even so, it is typically the first thing
business owners go for. The truth is that marketing campaigns seldom
work to increase profit.
Implementing the recommendations that we have covered in this
book beforehand, and then working to increase revenue through a
marketing campaign, is a far better plan. After this, if you then decide
Facebook is a viable venue for reaching your ideal client, you now can
apply a formula to ensure the success of that approach.
We hope you found this book beneficial in helping you to build a
more successful and lucrative business. Here’s wishing you all the
success in the world moving forward.
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Techniques for Cutting Costs
Immediately
Let me tell you the story about a man called Mike Flint. He was
Warren Buffett’s personal airplane pilot for 10 years. One day Flint
was discussing his career priorities with Buffett when his boss asked
him to go through a three-step exercise.
Here's how it went:
The billionaire started by asking Flint to write down
his top 20 career goals. This, he did.
Then Buffett asked Flint to review his list and circle
his top 5 goals. Again, Flint took some time and decided on his
top 5 goals.
Flint now had two lists. The five items he had circled
were List A and the 15 items he had not circled were List B.
Flint decided that he would start working on his top five goals
right away. In response, Buffett asked him about the second list,
“And what about the ones you didn't circle?”. Flint replied, “Well, the
top five are my primary focus, but the other 15 come in a close
second. They’re still important, so I’ll work on those intermittently as
I see fit. They’re not as urgent, but I still plan to give them a dedicated
effort.”
To Flint’s surprise, Buffett replied, “No. You’ve got it wrong, Mike.
Everything you didn’t circle just became your Avoid-At-All-Cost list.
No matter what, these things get no attention from you until you’ve
succeeded with your top five.”
The lesson from this story is pretty clear: Focus only on the
necessity. You're running a business, not a resort. Your goal is to
weed out all the fruitless wasted effort in your business, allowing it
to thrive. Being able to cut small percentages of costs will allow you
to redirect that money to more important areas. It will also funnel
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more of that money directly into your pocket, whilst driving up the
value of your business.
I am going to give you ten techniques to help you cut costs in your
business. After working through them, you will begin to see all sorts
of opportunities in your business to further cut costs that aren’t
mentioned here.

Reimagining Travel
Travel is a big expense for many businesses. There are small things
you can do to cut travel costs such as flying coach instead of firstclass, or using an uber instead of renting a car. However, learning
from Buffet, we want to focus only on necessity; remember, your
goal is to make money, not spend it. Buffet continued to drive his old
pickup truck for years despite having the means to afford something
far fancier. The fact is, he didn’t need a Tesla to show he was rich and
pretend he cared about the environment.
Let’s go deeper. Remember, travel costs aren't just the price of an
airfare - they include everything from ground transportation,
parking, hotels, and meals. Shifting your travel to different days of
the week can impact pricing. If you choose to travel on Fridays and
Saturdays, you can reduce your airfare by a larger amount. It’s a
helpful tool to question your spending choices. Do you really need
the whole weekend to get everything done?
If anything, the COVID-19 world we now live in has shown us that
you may not need to travel at all to accomplish your objectives. 2020
has shown us that many people don’t even need to go into the office
to complete their work. You can eliminate many costs by simply
challenging your preconceptions.

No More Retreats
“Ok, but I need human connection,” you might say. That might be
fair enough, but have you considered cutting down on events such
as business retreats. Instead of renting a retreat center for the day,
or bleeding cash on a resort, how about holding an in-office
party/meeting that allows you to get everything done, but at the
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fraction of the price? Bring out snacks every few hours, bring in a nice
lunch for your employees and some fancy desserts. In fact, most
employees might even prefer this option over a retreat in the woods.
Usually, people want to “retreat” on their own, not with their boss
and co-workers.

We’re a Paperless Society
Unless you’re a paper manufacturer, if there’s paper flying
around the office, you’re probably doing something wrong. Most
paper manufacturers are going out of business anyway. Storing
information on your computer or smartphone is a great way to cut
costs in your business. It might take some time to get used to
organizing everything digitally, but I can guarantee that the amount
of time and money saved as a result will surprise you. Companies
such as General Electric have implemented this method. They are
done with everyone having a desktop printer, fax machines, and
copiers. General Electric has either donated or thrown out 30,000
machines since going digital. If you don't have access to paper, you
won't use it. GE has saved millions through this move. Now, ask
yourself, what could you save?

Meetings
You have heard the saying that “time is money”, well, I’d go so far
as to say that most meetings are a complete waste of time. Have you
ever sat through hours of meetings, coming out the other end
completely exhausted and overwhelmed, just to continue doing
exactly what you had previously been doing?
Reducing meeting durations (or getting rid of formal meetings
completely) will cut costs substantially: Your employees will spend
more time doing their work. The resulting information that comes
out of a meeting can usually be communicated in a single sentence,
or perhaps two.
Creating an agenda beforehand will help you to optimize meeting
length. Even if you only manage to save half an hour, that’s half an
hour for everyone involved. If you can significantly reduce the
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amount of time spent in meetings, you will significantly increase
production, and ergo cut costs.

Who is Doing the Work?
This cost-cutting technique can be brutal but may be necessary if
you want to run an efficient and successful company. Start by
assessing the work distribution in your business. There are probably
cases where two people are doing the job of one person.
There are two ways to handle this situation. Either you need to
get rid of one person, or find work for them to do that will help
improve your business. This way you are either cutting costs or
improving your business production; you don't want to be in a
position where neither of these things is happening. Remember, you
are not your employee's friend, you’re their boss. Life is full of hard
decisions. Make them.

Training Costs & New Tech
We’ve all been there. When you first introduce new tech into your
business, you have to train your employees on how to use it. A great
rule of thumb is: If you can't figure it out, they probably won’t be able
to either. Instead of bringing in someone to help teach your
employees (which will end up costing you), put a little bit of effort
into a Google search. There are thousands of people on the internet
who have already published a video, or written explanation, on how
to use software.
Having said this, purchasing the right technology is key since you
don't want to end up spending a fortune on something that no one
ends up using. Ask your tech-savvy employees what software would
benefit them most; they usually know what is best for their work.
This will help you cut costs.

Freelance
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Why not take advantage of the fact that many people want to
work online from around the country (or even the world).
Designating your workers as freelance, instead of employees, can
avoid massive overhead costs such as sick leave, vacations, training,
insurance, and healthcare. A lot of the time, you can get higher
quality work for cheaper if you find the right person. This will
significantly reduce costs.
Instead of hiring a seasoned graphic design artist that you will end
up paying hundreds of dollars an hour to, why not find a recent
college graduate or even a college drop out? They can often produce
the same amount of work for a fraction of the price.
Another portion of your business to take a closer look at is your
digital marketing department. The choice to freelance instead of
employ applies to many departments and positions, but I’ll pick on
digital marketing because it’s the latest “necessity”. When you bring
in someone to do work that could be easily outsourced, you’re
essentially outsourcing internally. Are you getting a measurable
return on investment (ROI) from this department, or could you
improve that ROI by outsourcing it abroad? When making this
calculation, don’t forget to add up the additional costs of an
employee such as the additional taxes you pay, along with factors
such as vacation time.

Internships
This is a win-win situation. You can find interns by getting in touch
with a local college or high school. The school gets an amazing
opportunity to send their students for work experience with your
company, and in return, you get free (or almost free) employment.
These interns might very well end up working for you, so making sure
they integrate well with the culture of the office is important. You
can take advantage of the time you have with them to train them on
various tasks. This will eliminate training costs in the future.

Cash is King
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Billing systems cost money. If customers are willing to pay in cash,
why not let them? This will save you the trouble, and potential cost,
of sending out a bill. Most healthcare insurance companies charge a
co-payment of $5 or $10 for every payment to a physician, and often
up to $25 to an Emergency room. Instead of collecting the money
upfront, they send out a bill. Unfortunately, there are always costs
associated with sending out a bill. These costs can include
accounting, labor, and postage. Think simplicity.

No More Free Stuff
I’m pretty certain that most employees would love a good
massage, free lunches, and a night on the town, but these benefits
all add up for their employer. Put yourself in the shoes of your
employees for a moment. If you were offered a massage paid for by
your boss, wouldn’t you take it? I would take advantage of every
single one of these opportunities.
It’s a great idea to bless your employees once in a while, but if
these things are a regular event, the bills will add up fast. Of course,
if you already have these freebies in play, and you cut them without
consulting your employees, morale around the office may drop as a
result. You may end up losing more money with the morale of your
employees, rather than the money you could save by cutting
benefits.
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Techniques for Cutting Costs
Through Technology
Technological development has had an impact on businesses
since the dawn of time. These changes impact every business from
service to manufacturing, for-profit to non-profit, small to large. In
some instances, technology is used to accelerate processes or tasks,
take accounting software for example. Before the invention of
accounting software, everything was done by hand. Now that
everything is automated, an accountant’s workload is reduced to
periodically managing the checking account and preparing financial
statements for their business.
This is a relatively small change in terms of role. On the other
hand, some businesses have changed drastically. Jeff Bezos used to
sell books out of his garage; now he gets other people to sell books
out of their garages for him. The internet has done a lot to help cut
costs using technology. Database management, Artificial Intelligent
Design, shipment tracking, robotics, automated scheduling: all these
would be considered alien just a few decades ago.
I’m sure you have heard of Amazon Go. This is Amazon's new
cashier-less grocery store. You walk in, grab a bag or cart, load up
your groceries, and leave—all without paying. Using Artificial
Intelligence, Amazon can detect what you put in your bag and charge
you accordingly. They are not paying staff or security, and the fact is,
they can afford to do this because the money saved on staffing
offsets any losses due to shoplifting. When Amazon received reports
of shoplifting, they didn’t seem to mind at all. While this is one rather
unique example, there are many ways to cut costs using technology.
Let's take a look at a few options.
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Increasing Productivity
The most common trigger for companies to execute staffing
reductions is production decline since this results in a reduced
workload. However, there’s also a positive reason to reduce staff
numbers: increased productivity. A productivity increase can be
anywhere in the business, whether this is in the “front” or “back”
office departments. In Office Depot’s back office, the decision was
made to install error reducing scanners at over 25 North American
warehouses. These detect errors either with online customers, or the
in-house catalogue. The result was a reduction in operating costs of
1% and they intend to triple that amount over the next couple of
years.
Let’s look at front office productivity. Most restaurants now
use electronic handheld devices instead of a pen and pad. These
devices send orders directly to the kitchen, saving time. A hostess
can also handle credit card payments and print receipts right at the
table. In fact, some restaurants have removed waiters all together.
This last move can take away from the restaurant experience but can
also work well at fast food places such as McDonald's.
The use of technology to increase efficiency and productivity will
continue to escalate over time. Even hospitals are trying to automate
medication hand-out procedures. In the CareGroup Inc. healthcare
system clinic in Boston, $72,000 is spent on wireless LAN equipment,
allowing physicians to find client information in a central database.
This database results in 2 minutes saved per patient seen. While 2
minutes may not seem like a lot of time, overall this has saved them
over 1.1 million dollars ($90,000 per doctor). Another example
comes from the Japanese healthcare system where robots carry
documents around the hospital on pre-determined pathways.

Switch to Online Payments
Switching to an online payment system is an excellent technique.
We're not talking about companies that try to convince their
customers to pay their $5 - $10 bills online. No, we are talking about
offering online payment completely free. This is the method rolled
out by many credit card companies, and it’s not because they want
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to help their customers. On the contrary, it's because they end up
saving more money on processing costs with every client who is
persuaded to switch to online payments. In other words, it is worth
making the process free of surplus charges if this results in more
customers using the online system. If big companies, such as banks,
can get just 20,000 of their clients to switch to online payments, they
can make back what they spent to implement the online system in
just 1 year. These savings can go beyond increased profits; many
studies show that clients who switch to online systems tend to
remain loyal customers for longer. This is because they are now used
to your system and is a common occurrence with banks across the
world.

Using Technology to Customize your Clients’ World
It isn’t an easy task working out exactly what each of your
customers wants. After all, every person is different. However,
thanks to artificial intelligence (AI), we are now able to customize a
large proportion of client-facing interactions to conform to our
clients’ specific needs or desires. Media, social media, and news
companies such as The Wallstreet Journal use AI to feed customers
articles that they believe will interest them based on past visits.
Companies such as Amazon collect so much data on their
customers that they can quite accurately predict what a single
customer is going to buy, even before they buy it. Airlines use similar
algorithms to track which flights are filling up quickly and which are
not; then use this information to send flights at a discount to anyone
browsing the internet for travel plans. This saves airlines millions of
dollars per year.
Many studies are showing that companies ranging in size from
giants such as American Airlines and Marriott Hotels to other
companies as small as hair salons have successfully tailored their
client experience. Furthermore, by doing this, these companies have
achieved the highest possible revenue per customer, at the lowest
cost possible, and at the same time providing the best possible
experience according to customer satisfaction.
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Let's take a look at what the Marriott Hotels chain does. Before
some of their long-time customers arrive at a hotel, a planning
coordinator will be assigned the task of calling ahead to ask if they
need any items or services to be added to their booking. They will
often send an email of that customer’s schedule, and there are even
reports of flowers being sent to the wives of some of the men staying
in the hotel. When you customize the experience for individual
customers, they will be more likely to stay with you for far longer.

Using Technology to Examine Complicated
Relationships
Coordinating activities and relationships in a company is complex.
For many companies throwing everything on a spreadsheet and
crossing one’s fingers will not be enough. There is absolutely nothing
wrong with a little guesswork or a gut feeling, but why not use the
technology that’s been developed to help you in the right direction?
Often lighting, plumbing, and HVAC companies have a hard time
predicting their products’ life cycles. There is the technology created
specifically to help predict this.
For example, ForecastX Wizard is a $595 software bundle. It
tracks the life cycles of old products and evaluates replacement
needs. Software such as this saves hours of time previously needed
to estimate which clients are due a check-up.
The owner of Angove Proprietary Vineyard (located in Australia)
uses a $1000 bundle called CFO. He discovered that he was able to
save up to $50,000 per year if he made a little less wine every year
than he previously had been. He reduced his inventory by 10%,
allowing him to make tens of thousands of dollars more per year.
CFO allowed him to more effectively manage and respond to the
complicated supply and demand fluctuations in his company.
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Your Next Steps
We are going to outline some specific steps to help you be
effective at cutting costs in your business. By following these, your
probability of success will be significantly increased.

Determine Specific Opportunities
As you begin to implement, you need to explore potential areas
for cutting costs. Ask yourself this question: “What are some areas in
my company where I could cut costs immediately?”

•
•
•
•
•
•
•
•
•
•
•
•
•
•

Technique 1: Reimagining Travel
Technique 2: No More Retreats
Technique 3: We’re a Paperless Society
Technique 4: Meetings
Technique 5: Who is Doing the Work?
Technique 6: Training Costs
Technique 7: Freelance
Technique 8: Internships
Technique 9: Cash is King
Technique 10: No More Free Stuff
Technology Technique A: Increasing Productivity
Technology Technique B: Switch to Online
Payments
Technology Technique C: Using Technology to
Customize your Clients’ World
Technology Technique D: Using Technology to
Examine Complicated Relationships

Determine Best Practices
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Cost-cutting normally impacts your employees first and foremost.
Sometimes they will need to be sold on the idea for the process to
go smoothly.
Explain to your staff that you will need to make some cuts to
maintain profitability.
Outline the areas where costs are to be cut.
Outline the timeline for implementation.
Outline the reason why. (If you skip this step, you’ll pay the
price because your employees won’t buy into the process.)
Offer a reward or incentive to staff who fulfil their duties to
help cut costs as appropriate.

Determine Your Method of Implementation
The more specific that you can be with implementation details,
the more likely you are to succeed.
What information do you need to gather that will be
pertinent to the success of this project? (E.g., specific costs,
buying patterns, etc.)
Who will be the point person in your organization?
What resources do they need to accomplish their goal?
What deadline is reasonable for them to accomplish it?
What are the benefits rewarded to the point person if they
accomplish this goal?
What are the consequences (for them and you) if they fail in
this?
What challenges stand in the way of successful
implementation?
What can you do to overcome these challenges?
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Your Next Steps
What are you willing to commit to?

Determine Your Cost-Cutting Details
What day will you start cutting costs?
How will you measure/track your results?
How will you motivate your staff to fulfil their duties?

Establish Policies
What policies and procedures should be installed to ensure
the continuation of successful cuts?
How will you train your staff to follow the best practices going
forward?
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