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“WE WERE ALL OVER THE PLACE LOOKING FOR ANSWERS 

WHEN WE FINALLY TURNED OUR ATTENTION TO THE 
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Eighteen months of hard work were at risk, not to mention the future of his
company. 

My manufacturing client had achieved his first goal which was to remove
himself from day-to-day operations. He was (and still is) the best in his
company at everything from sales, to part cutting, to troubleshooting, to
handling customer complaints - everything. He could do it all and did. He had
devoted his time and attention to working in the business handling problems
as they arose, but he knew that if things didn’t change, the capacity of his
company would forever be limited to his ability to get things done. 

Over the eighteen months it took to achieve his first goal, he made significant
changes. 

He cut the hours spent dealing with day-to-day problems from 50 hours per
week to less than ten. 

He developed good books and used his reclaimed time to plan for growth. 

Among other things, he established a cash reserve to fund planned increases in
inventory and accounts receivable. 

He developed and implemented the processes necessary to scale up
production. 

He improved the company culture along with the quality of his team, and he
hired a top-notch saleslady. 

Perhaps most exciting, he identified specific target markets, wrote out persona
profiles, and developed a unique, value-driven offer to appeal to each one. He
implemented a well-thought-out inbound marketing strategy to attract
customers: A new website, weekly blogs, regular podcasts, and free resources. 

It was working. 
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Everything was going according to plan. He had cash, sales were growing, his

team was fixing problems without him, and he was rolling out a marketing plan. 

Everything was great except for one thing. 

His facility was at full capacity. To meet his projected sales, he would need three

times more space than he had. 

With things running smoothly, he set to work considering his options. He spent

several months looking at building a new plant, and he was evaluating the

purchase of a competitor when a recently vacated facility came on the market. 

The vacant facility was over three times as large as his current plant, located on

an interstate highway exit only six miles from his current location, and the rent

was the same as his existing facility. It was almost too good to be true, but it was.

He jumped on the opportunity and committed to a five-year lease. Perfect! 

He and his crew made the move to the new facility themselves. CNC machines,

conveyors, dust collectors, paint booth - everything had to be moved, positions

and started. The move took longer and consumed more cash than anticipated,

and it resulted in a drop in sales due to lost production time. However, by the

end of the fourth month, they were up and running at full capacity in the new

plant. 

That’s when the problem showed up. 

EVERYTHING  WAS  GREAT  EXCEPT . . .
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THE  PROBLEM  APPEARS

After months of distraction, my client had returned his attention to profitability
and cash flow. What he found was alarming. 

He called to tell me his “green line” had fallen behind his “red-line.” His green-
line, as you might suspect, is total sales for the month to date, and his red-line is
 a measure of total expenses for the same period. Comparing the two is a quick
way to judge performance, and the green-line should always be ahead of the
red-line.   

The comparison is not as accurate as month-end financials but can identify
problems early, and it had identified a big one: He was losing money. 

The day he called me was the first time in years that the red-line was ahead of
the green-line. Why? What had gone wrong? 

DIGGING  FOR  ANSWERS

With all the changes surrounding the move, we began to suspect all sorts of
reasons. It wasn’t panic, but it was close. 

Maybe the shop wasn’t organized right, maybe stations were too far apart in the
big building, maybe we were making too much scrap, or maybe the new guys
weren't as good as we thought, or the overhead had somehow crept up on us?
Maybe the move was a bad idea, and he had just signed a five-year lease! 

We were all over the place looking for answers when we finally turned our
attention to the fundamentals, his numbers. 

My client always had good books and had spent part of the last 18 months
making them really-good books. We could trust what his profit and loss
statement showed us, and it was obvious. 

Although there were some cost overruns due to the move, overhead costs were
almost exactly on budget. The target for direct labor costs had been around 25%
of sales for the past year, and the actual costs at the new plant were 27%. Not
perfect, but not terrible either.  
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Then we found the culprit. Material costs, which had been 38% of sales, were
now at 65%! We had identified the problem, and it had nothing to do with the
move or the new shop, except that both had distracted us. We looked at scrap
and counted inventory to be sure the 65% was an accurate number. It was. 

How had we missed it? 

He had begun the move with cash reserves, and his sales had dropped during
the move. Lower sales meant that he was collecting more cash from old
accounts receivable than he was tying up in new sales. Because of the
distractions and the cash available from reserves and old accounts receivable,
we just hadn’t noticed. 

Once money got tight, and we started looking, and the problem was obvious:
Material costs were out of control. 

The rising costs were due to import restrictions and an anti-dumping lawsuit that
affected the materials my client used. The increases had been rolling in steadily
over six months but always in small increments. My client knew about them but
did not realize their impact. 

Our complex problem was now a simple choice. We had to get material costs
down or raise prices. Although we are still working on it, it quickly became clear
that we could not get material prices down. 

That left one option: we had to raise prices. 

THE  PROBLEM  SOLVING  POWER  OF  GOOD

NUMBERS

As we all know, raising prices in a competitive industry is nerve-wracking. 

We are reluctant to do it because we are afraid we will lose customers.
However, difficult circumstances sometimes make for simple choices. 

In this case, only one of three options was good. We could continue to go broke
slowly selling below cost, we could raise prices and go broke quickly 
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HOW  ABOUT  YOU?

Are distractions keeping you from important decisions? Would you know if you

were losing money on each sale? Would you know why? Would you know what

to do to correct the problem? Would you have the confidence to act in time to

save your business? 

if our customers abandoned us, or, maybe, just maybe, they wouldn’t leave, and
we could move forward selling at a price that allowed a profit. 

To his credit, my client made his decision immediately after identifying the
problem and the options. He didn't waste time waffling or what-iffing the
decision. He raised prices to the point at which material costs were 40% of the
sales price (which he determined by dividing actual material costs by 40%). 

As of this writing, it has been about two months since he raised prices. His green-
line is above his red-line, he is making a profit, and rebuilding his cash reserves.
To our knowledge, he has not lost a single sale due to price. 

If not for good numbers, we might still be running around the shop rearranging
machines and conveyors, pressuring the team and raising the overall anxiety
level of the company. Instead, good numbers from proper bookkeeping
informed a simple but tough decision that saved his business. 
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     Martin Holland is the son of a successful entrepreneur. He grew up hearing about

margins and markets, R&D and sales, risk and return on investment. He learned to love

the language and rigors of business and grew to believe that business is both the most

human of all endeavors and the highest calling. After selling a company in 2011, Martin

became a coach in order to help other owners build profitable businesses that do not

require their day-to-day involvement. 

     A native of Norman, Martin earned a B.A. degree from Hastings College in Hastings,

Nebraska and a Masters in Business Administration degree from the University of

Oklahoma. Over the past 7 years he has written business plans that have raised over

$52.4 million in bank and investor financing. He has helped 157 (and counting) business

owners reduce stress and increase performance through clarity of purpose, better

marriages, more money, and more free time away from the business. 
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