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How to Take Control of How
Much Money Your Business Makes
Yes, there are uncontrollable factors affecting the profitability of your business. You can’t
do much about the state of the economy or whether or not there is a labor shortage. You
can choose to lose sleep over the unpredictable nature of being in business. You can
cross your fingers and toes, hoping that your financial statements will show a profit for this
year in spite of skyrocketing rent and labour costs.
Or you can recognize that much of life is unpredictable and that success comes to those
who focus on what they can control.
As an external CFO who works with various businesses in a variety of industries, I see
business owners overlooking the factors they can control every day. But once I explain
that profitability is not a matter of luck and show them what they can do to make more
money regardless of external uncontrollable factors, they are able to turn their businesses
around. Most are nothing short of amazed at the profits they are able to generate by taking
control.
The following information is based on the key concepts I use with clients who enroll in my
Profit Improvement Program. After working with many clients just like you, I’ve developed
a successful, proprietary process you can use to control the profitability of your business.
Clients who have gone through this affordable program with me have seen amazing
returns on their investment. We have seen results as high as 800% in the first year of
implementation!
My Profit Improvement Program is based on the fact that there are really only four ways to
grow your business. Once you understand these, you can accurately evaluate the potential
profit in your operation and create a strategy that allows you to make the changes required
to realize that potential. You’re probably eager to know exactly what you can control in
your business. That’s not where I start though. Because before you take action to improve
your profitability, you must know what you want to achieve and how far you are from
achieving it.
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Setting Direction
Do you think you can achieve success by luck? Will things just magically happen? Maybe.
But likely not. I can’t stress enough how important setting direction through goal setting is
to taking control. A business without a goal is like a ship without destination.

Why Should You Set Business Goals?
Setting business goals will allow you to:

•

Focus on what is most important to accomplish daily, weekly and annually.

•

Give your team a unified direction.

•

Help you with ongoing business decisions.

•

Focus your resources.

•

Motivate your team and boost their overall job satisfaction.

•

Achieve your vision for your business.

•

Make it easier for you to achieve your personal goals.

Why Most People Don’t Set Goals
Studies tell us that approximately five percent of all people set goals. My research tells me
there are a few common reasons why people tend to avoid this key practice:

•

Unaware of the importance of goals

•

Don’t know how to set goals

•

Fear of failure

•

Fear of humiliation

•

Don’t see the value in goals
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The Best Way to Set Goals
There have been many books written by many different experts on goals. I have read
numerous of these and think the most valuable lessons are as follows:
1. Commit your goal to paper. A goal is not a goal unless it is written down. Unwritten, it
will simply remain a wish. It does not matter if you use paper and pen or a computer.
2. Tell people what your goals are. Share them with your spouse, friends or family. This
will make you accountable for your actions and will move you closer to achieving your
goals.
3. Think big. If you are going to set goals, set big goals. If you don’t reach them, you may
still end up achieving more than you originally thought possible.
4. Keep your written goals visible and review them regularly. Do not simply put them in
your drawer to be forgotten.
5. Use your goals as benchmarks for your success. Always work toward them, even it
means taking baby steps.
6. Use the S.M.A.R.T. formula for goal setting. This acronym stands for:
S = Specific
M = Measurable
A = Attainable
R = Realistic
T = Timely
All goals must be specific, measurable, attainable, realistic and a have a time
element ascribed to them.
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Setting Your Business Goals
Using the S.M.A.R.T. formula, think about your business goals. Once you have thought
them through, write them down for the following three time frames:

•

Short term – over the next nine months

•

Moderate term – between nine months and two years

•

Long term – beyond two years

Your Financial Goals
Your business goals may or may not include references to the following specific financial
parameters. However, these parameters will help in developing your profit improvement
strategy.
Use the following table to document your financial goals as they relate to your business:
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Your Vision for Your Business
Your vision is what your business is going to look like when it's finished, or what it will look
like in its optimal state. This could include how big it will be, what type of work it will be
doing, how much money it will be making, etc.
Put another way, your vision is the picture of the company in its preferred future state; it is
a description of what you would like the company to be and what you would like the
business to give to the world.
A vision statement is a statement that outlines what you want the company to be. It
concentrates on the future, is meant to be a source of inspiration and provides criteria for
making decisions.
Research suggests the best vision statements describe outcomes that are five to ten years
away, although some look further out than that.
Your vision statement should articulate the best possible outcome. Some people say it
should be described in the present tense, as if you were reporting what you actually hear,
think and feel after your ideal outcome has been realized.
Experts also maintain that your vision statement should be emotional, describing how you
will feel when the outcome is realized. Including an emotional payoff in your vision
statement infuses it with passion and makes it even more compelling, inspiring and
energizing.
Your vision should be summarized in a powerful phrase. For example, until recently,
Microsoft’s vision was, ‘a personal computer in every home running Microsoft software.’
This simple yet very powerful phrase can be used throughout the organization (hallways,
internal web pages, plaques, etc.) to remind everyone of the vision.
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Crafting Your Vision Statement
In order to help you clarify your vision and create your vision statement, think about what
your company would look like in five years if it were everything you want it to be. How
would you know you have achieved success with your business? What kind of
organization do you want to be? What do you really want to do or create? What would be
worth committing to over the next decade?
Now that you’ve thought about your goals and have a vision for your business, it’s time to
look at where your business is today. The gap between where you want to be and where
you are right now is the gap that you will close by taking control.
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Your Business Today
You probably started your business for one or more of the following reasons:

•

You had a great business idea and/or opportunity that you wanted
to capitalize on.

•

You were tired of working for someone else.

•

You wanted to fulfill a long-time dream.

•

You thought you could make more money doing ‘it’ yourself.

•

You decided you wanted more control over your life and your finances.

•

You lost your last job and vowed never to be in that position again.

So how are you doing in your pursuit? Is it working for you the way you thought it would?
Is it working the way you hoped?
Knowing where your business is today gives us a starting point for charting a path to a
more successful future. Just as in the television show The Amazing Race, you
need to know where you are before you can get where you want to go. Understanding the
present ensures that you will be able to integrate your profit improvement strategy with all
facets and functions within your business.
Take some time to honestly assess where you are today.
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Taking Control of Your Profitability
With a clear picture of where you’re going and where you are, it’s time to look at the
factors you can control to take control of your profitability.
Believe me when I say that the profitability of your business can be managed and
purposefully grown. In fact, it must be managed if your business is going to reach its full
potential.
There are only four factors affecting the profitability of any business, including yours, and
you have some level of control over all of them. These profit drivers are:

1. The price you charge.
2. The quantity (or volume) you sell.
3. The costs you incur directly in producing the products and services you sell. These are
variable costs because they increase or decrease as your sales increase or
decrease.

4. The costs you incur whether or not you make any sales. These are fixed costs
(sometimes called overhead) because they do not change with changes in sales
volume – at least not on a day-to-day basis.
In order to make more money, you may have to increase your price, increase your volume
or decrease your costs. It sounds simple, because it is simple.
I don’t recommend diving in and changing your prices or switching suppliers. Action
without a plan is never a good idea, especially in business. Without some understanding of
the potential ramifications of a particular action, you may end up taking some serious risks.

But doing nothing isn’t the way to go either, especially if you did nothing last year. And the
year before. (I like to say that doing the same thing year after year and expecting different
results is the definition of insanity!)
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You cannot just hope for your profits to increase, because they won’t. Profitable
businesses have owners or chief financial officers in the driver’s seat, steering intently
toward planned growth.

A Proven Process
There is a step-by-step process that can be applied to your business to discover the
unique path that will result in the growth of your enterprise.
This process begins with an understanding of what drives profit and how you can affect
those drivers in order to achieve your goals.
There are only four ways to increase the profitability of your business.

•

Increase the number of customers you serve.

•

Increase the number of times customers come back.

•

Increase the average value of each sale.

•

Increase the effectiveness of your operations.

Within each of these areas there are many actions you can take. For example, to increase
the average value of each sale, you can increase the price of your product or service, or
you can create packages that will increase the amount each customer buys in a single
visit. Regardless of which route works best, the important point is that a small increase in
the average value of each sale will affect your gross margin and your net profit. Here are
just a few possibilities in each area. There are many more – just be creative in how you
think about applying them in your business:
Increase the number of customers you serve.
•

Improve marketing messages and verbal and written marketing communications.

•

Implement formalized sales systems and techniques.

Increase the number of times customers come back.
• Improve customer service programs.
• Implement frequent shopper programs – e.g. buy six, get one free.
CFO & Business Advisory Services
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• Practice cross selling, offering different products or services to your existing
customer group.
Increase the average value of each sale.
•

Implement price changes but only after considering effect on volumes.

•

Implement or change your packaging and consider bundling products or services
together to sell more at one time.

•

Implement bulk pricing to promote volume purchases

Increase the effectiveness of your operations.
•

Document your internal processes to uncover inefficiencies.

•

Make your processes more effective and efficient.

Trust me when I say a modest increase in each of the above areas — a few more
customers, a few more visits per customer, a slight price hike or a couple of changes to
your operations — can result in a dramatic increase in profitability.
The best way to determine where to take action — from my perspective as a CFO, it’s the
only sure way — is to listen to your numbers.

Listening to Your Numbers
In my experience, most business owners don’t listen to their numbers. At least, they
aren’t listening hard enough. Your numbers are more than just requirements for the tax
department. In fact your numbers need to be for you to help your manage and run your
business effectively.
Every piece of information you need to make decisions regarding your business can be
found in your numbers. Want to know where to spend your marketing dollars? Your
numbers can tell you. Thinking about streamlining and dropping some products or
segments? Listen to your numbers to discover which ones to let go.
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Managing a business requires access to details so you can analyze your products and
services, your cash flow or any other aspect of your operations. This analysis is the only
way you can get the information to make effective decisions.
Information divided into pre-established categories can shed new light on your business.
For example, it’s all well and good to know the profit margin for your entire business for the
year—a number you can get off your year-end statements—but what can you do with that
information?
By digging deeper, you can discover the profit margin of product A and compare it to the
profit margins of products B, C and D. This allows you to make decisions about your
product lines in order to increase future profits.
Through a detailed breakdown of information, you can discover:

•

Opportunities for growth

•

Which products or segments to drop or promote

•

Where you may be able to, or need to, increase your prices

•

Areas for cost reduction

•

Problem areas that need your attention

Try getting all that from your year-end financials. It won’t happen!
Here’s what you need to do:
1. Decide what information you need to achieve your business goals.
2. Establish a system to collect that information.
3. Generate useable information frequently so it is always current.
There is no end to the types of information you can collect about your business but setting
up to obtain the numbers you require isn’t always easy.
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I recommend taking small steps and slowly creating information management systems.
You don’t have to begin collecting every piece of information immediately. A little is always
better than nothing, so just begin with one change and see what happens.
For example, a client actively pursuing growth divided his customers into four market
segments. Then he kept track of sales made to, and profits realized from, each of those
segments. After several months, he noticed that the numbers were clearly telling him that
a hot segment of the market was responsible for relatively small sales.
Somehow, he’d missed taking advantage of the growth in that particular market segment.
His numbers were practically shouting: Here is an easy way to increase profits! Luckily,
he’d tuned in to the message soon enough to take advantage of the situation.

The client responded by directing his sales team to focus on that market. Not surprisingly,
sales increased substantially. One small step, one big return. Next year, he can, if he
wishes, add to the amount of information he collects to further strengthen his management
capabilities.
This process requires effort on your part. While the actual duties can be delegated, you
are the one who needs to determine what information will provide the most benefit, how
you will keep track of it and what reports need to be generated.
More importantly, you are responsible for putting what you learn from your numbers into
action.
Don’t let the thought of the extra work keep you from making changes to your accounting
system. Start collecting additional information today and see what results.
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Determining Your Profit Improvement Potential
	
  
With clear information derived from your numbers, it’s time to determine your profit
improvement potential.
Improving profitability involves developing strategies and taking action to impact the profit
drivers that are within your control.
Increasing profitability requires a well-thought-out strategy based on calculation and the
development of what-if scenarios because a change in one factor is going to affect other
factors.
For example, what if you increase the price of your products and/or services by 20
percent? How will that affect your volume? If the number of sales drops, will profits
increase? Only the numbers will tell.
There’s no point sitting in the driver’s seat if you don’t have a map. A profit strategy is your
map, built on the unique requirements of your business. It allows you to make informed
decisions as to which actions you will take in order to increase your profits. Taking control
with a strategy begins with determining your profit potential.
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The Profit Formula
The profit formula and the six drivers of profitability are as follows:

1. Average Prices
2. Average Transaction Size – the number of units per transaction
(Together #1 and #2 determine the Average Transaction Value.)

3. Number of Transactions
Total Revenue = Average Transaction Value x Number of
Transactions. Drivers #1, #2 and #3 determine Revenue.
4. Average Cost of Goods Sold
Cost of goods sold is a variable cost as it changes with the volume of
revenue. Gross margin or gross profit is the difference between total
revenue and total cost of goods sold. Gross profit or gross margin % =
Gross Profit / Total Revenue.

5. Direct Expenses
These are overheads that are directly associated with, and can be easily
traced to, revenue-generating activities. They may be variable or fixed.

6. Enterprise Overheads
These are the other expenses not classified as either cost of goods sold or
direct expenses. Overheads are necessary for running the business and
can be either fixed or variable.
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Determine Your Potential
It’s time to roll up your sleeves, get to work and develop the profit improvement plan for
your business. The following table is one I use with my clients to determine their profit
improvement potential.

Components of Profit

Present Change Possible
Position Factor
Position

Number of customers

X

=
X
=

X

*Multiply this by the average
purchase frequency

X

=

=

=

X

X

Number of sales transactions
*Multiply this by the average
value of a sale

X

=

=

=

X

X

Total sales revenue
*Multiply
margin

this

by

the

gross

X

=

=

=

–

–

Total gross margin
*Subtract the fixed overhead
from this

X

=

=
=

Net profit
Subtract the net profit in the
Present Position section from
the net profit in the Possible
Section

–

Your Profit Improvement Potential
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Take Control Today
Now that you know how much potential improvement exists in your business and have an
idea of where that improvement will come from, you can create a profit strategy with
detailed action steps. By implementing your plan, measuring results and making revisions
to your actions and/or strategy as necessary, you will begin to see your profits rise.
There are always going to be factors outside of your control. But by focusing on what you
can control rather than what you can’t, you can mitigate the risk external factors pose and
make the most of your business in any situation.
It’s important to understand that this is not an overnight process. I work for months in oneon-one sessions with my clients to help them discover what’s really happening in their
businesses, how their financial performance compares to that of their peers, and how to
simply and effectively make more money.
It takes time to improve profitability but the results are worth it. I’ve seen clients find
hundreds of thousands of dollars in hidden profits. In fact, I’ve seen results as high as
800% in the first year of implementation!
I encourage you to take control of your profitability today.
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has been a Chartered Accountant since 1986, working with
clients and their businesses in Calgary in the role of an
external CFO.
In 1996 Steven founded BusinessWORKS, recognizing that
traditional accounting services were not enough for his clients
in helping them

truly understand how to grow their

businesses. Steven found that, although his clients would
always have to deal with the “year-end stuff”, what they really
needed was someone to act as a business advisor, marrying
the technical expertise of an accountant with savvy, strategic
business skills, leadership and vision – someone to guide their growth and offer advice on
continued improvement.
Establishing BusinessWORKS’ CFO and business advisory services was Steven’s
innovative response to those needs. Now, no longer the “year end guy”, Steven works with
business owners to achieve their goals for the future, improving profits, managing cash
flows, raising financing, developing business dashboards and more – all in his trademark
easy-going style.
Steven’s CFO and business advisory services have been profiled by the Globe and Mail
and in 2005 he received an award from Canada’s leading accounting publication, The
Bottom Line, for demonstrating to other accountants ‘how to make a very big difference to
their clients’. Both the Canadian Western Bank and the A.F.S.C. (Agriculture Financial
Services Corporation) in Calgary have sponsored Steven to deliver seminars based on his
innovative approach. Steven brings over 25 years of consulting and advisory experience to
his clients, along with his love of helping business owners grow and succeed. Steven can
be

reached

at

(403)

228-2535

or

at

steven@businessworkscas.com.

Visit

www.businessworkscas.com to learn more.
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