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Controlling Costs to

Control Profits

by Mark E. Battershy

ery pressure cleaning
business has a best customer. In
fact, studies have shown that 80
percent of the income of most busi-
nesses usually comes from 20 percent
of its customers. But how can any
pressure cleaning contractor or
equipment distributor tell whether
that best customer is generating its
fair share of bottom-line profits?
Could your best customer be costing
you money?

Only a few pressure cleaning
businesses actually utilize cost
accounting or make organized efforts
to control costs in their businesses.
Surprisingly, however, many of
those who overlook the benefits of
using cost accounting as a tool for
improving their operation's bottom-
line are quite successful. But are
they as successful as they could be?

A distributor may 2markup® the
goods sold by a fixed percentage that
they label as 2profit.° A contractor
may tack on a fixed amount to each job
or service performed while the man-
ufacturer usually adds overhead costs

to each bid. How do you price your
products or services for profit?

Unfortunately, few contractors
or distributors seem to have any
realistic basis for their 2profit® addi-
tions. Some contractors and deal-
ers might employ 2costing® to help
them understand the real cost of
each service performed. Knowing the
cost of a product or service is the first
step to setting profits.

A recent study of the Annual
Ratio Studies compiled by H.R.
Margolis Company, certified public
accountants, and released by the
Printing Industries of America
revealed that in the graphic arts
industry, the most profitable
companies incurred significantly
lower support expensesbthat is,
for administrative activities, mar-
keting and sales, estimating, cus-
tomer service, purchasing, and
schedulingbfor each dollar of
earnings produced.

Obviously, printers are not the
only ones who can benefit from
keeping track of or accounting for



costs. There are, for example, a num-
ber of strategies useful for control-

ling the costs in your pressure

cleaning business. And, best of all,
not all of those strategies require

large outlays of either time or salaries.

Cost Accounting

Cost accounting is defined as the
process of allocating all costs asso-
ciated with generating a sale or per-
forming a service, both direct and
indirect. Direct costs include any
materials, direct labor (the total
wages paid to the workers who actu-
ally perform the service), costs paid
to others, etc. Indirect costs include
all other costs associated with keep-
ing the pressure cleaning opera-
tion's doors open for business.

As profit margins have shrunk,
many contractors, distributors, and
manufacturers have begun to dis-
cover just how valuable cost account-
ing can be as a tool in their business.

By knowing the total costs as-
sociated with the performing of the
services offered or the products pro-
duced or offered by the business, an
owner or manager can determine
which are the most profitable.
Thus, the efforts of the business
owner and the business's employees
can be focused on those areas, rather
than on ones that offer little or no
bottom-line enhancement.

In the Beginning

Before any contractor or distrib-
utor can determine whether cost-
cutting will increase profits, more
information about their business
is needed. Proper recordkeeping is
the start. After all, business records
provide the financial data needed to
prepare a budget, profit and loss
statements, break-even calculations,
and operating ratios.

Whether prepared by an accoun-
tant or the result of a computer-
ized bookkeeping system, every
business owner should already have
access to the financial statements of
their business. Those financial state-
ments can be used to control the
costs of the business. That's right;
those basic financial statements
provide a wealth of information
that will help everyone to better
understand both the direct and
indirect costs of the pressure clean-
ing operation.

Most profit and loss statements
show the various expenses for one
accounting period as well as a per-
centage figure. It is not at all difficult
to see that if utilities represented
two percent of expenses last month
and nine percent this month, that
something more than someone leav-
ing the lights on is happening and
needs attention!

How Much Does It Cost You to
Open the Doors?

As mentioned, few distributors
and contractors are aware of what
their true costs of operating are or
where those costs occur in the busi-
ness. In fact, very few business own-
ers can honestly answer the question,
aHow much does it cost you to turn
the lights on?°

A good start involves identifying
the areas in your business on which
you and/or your employees spend
time and money. While you may feel
that you don't need to justify spend-
ing either that time or money, chances
are that you've blind-sided yourself
to lost profits. In fact, in certain oper-
ations, your failure to trim costs or
acceptance that this is the only way
it can be done may have a notice-
able impact on your bottom-line.

It doesn't take a cost accounting
system to reveal that customers can
vary greatly in the demands that
they make on the business's re-
sources. Traditional costing systems
usually put support costs into a
pool that is distributed across the
operation's cost centers, a proce-
dure that many experts say can
distort the true cost of performing
a service or producing a product.

Consider, for example, a customer
that requires ten estimates and ten
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