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Is Your Trades Business Achieving Its Profit Potential?

Benchmark Your Performance – Then Review What You Are Charging 
Being busy does not necessarily mean your business is achieving its profit potential.

You might have plenty of work, capable employees and strong sales – but there could still be opportunities to improve your financial performance.

Two questions are worth considering:

“How does my business compare with the top 20% of businesses in my industry?”
and
“Are my charge-out rates sufficient to generate my targeted profit?”

How Do You Compare With The Top 20%
Benchmarking your business against the top 20% of businesses in your industry category can help identify areas where your performance differs from stronger-performing businesses.

Rather than looking at dozens of figures, the focus can be placed on the key areas affecting profitability.

Importantly, performance gaps can be converted into dollar values.

This can help answer:
Where is the biggest potential profit gap in your business – and what could that gap be worth?

Once the largest opportunity has been identified, you can investigate what may be causing the difference and what actions could potentially improve the result.

Are You Charging Enough?
For trades businesses, charge-out rates can have a significant impact on profitability.

Simply basing your rates on what competitors charge may not reflect the financial circumstances of your own business.

Your charge-out rates should consider factors such as:
· Labour costs and on-costs
· Available and chargeable working hours
· Non-chargeable time
· Productivity
· Overhead expenses
· Mark-ups on materials and external purchases
· Your targeted profit

The important question is not simply:
“What is everyone else charging?”

It is:
“What does my business need to charge to generate my targeted profit?”

Productivity Matters
Not every hour you pay an employee can be charged to a customer.

Leave, training, administration and other non-chargeable activities reduce the number of hours available to generate revenue.

Realistic productivity assumptions are therefore important when establishing charge-out rates.

Actual productivity should also be monitored throughout the year.

If your team is not achieving the productivity assumptions used when your rates were calculated, it may be appropriate to review your charge-out rates rather than waiting until the end of the financial year to discover that potential revenue has been lost.

Turn The Information Into Action
Benchmarking and charge-out rate calculations can work together to provide a clearer picture of your business:

BENCHMARK → IDENTIFY THE GAP → QUANTIFY THE OPPORTUNITY → REVIEW CHARGE-OUT RATES → MONITOR PERFORMANCE → TAKE ACTION

Consider asking:
· How does our performance compare with the top 20%?
· Where is our largest potential profit improvement opportunity?
· What does that opportunity represent in dollars?
· Are our charge-out rates appropriate for our costs, productivity and targeted profit?

These discussions can help move the focus from simply reviewing what happened last year to considering what can be done to improve future financial performance.

Please do not hesitate to contact the Accountant in our organisation whom you normally deal with.
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