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Grow profits by doing things smarter

The most significant profit improvements often come
from reducing costs. The challenge is how to do it
whilst avoiding the laws of unintended consequences
kicking in and actually increasing costs. This is often
what happens when blanket budget cuts are suddenly
implemented. Resist the temptation.

How will employees react?

Significant improvements in profitability will only come
from the active support and involvement of
employees. However, when employees hear about
company plans to increase profits often their first
thoughts are negative. “Is my job going away?” “Are
more controls going to be imposed on me?”
Experience tells them that both are likely when cost-
cutting actions are suddenly announced out of the
blue.

Communicate, tell employees why & how
The solution is to build and consistently execute a
strong communications plan before actions are taken
or announcements made.

The initial task of the employee communications plan
is to tell everyone why there is a need to look at doing
things differently. This should include information that
everyone can understand about the business: its
products, finances, customers, competition and the
overall marketplace. It's vital to ensure that
employees understand the importance of profitability
and why things need to change before telling them
how the programme is going to work.
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What does success look like?

When employees understand, the programme can be
announced along with a very clear description of what success
would look like. An example could be: “Reduce costs as a
percentage of revenue by 2% in the next six months and by 4%
within 18 months”. Progress towards the success measure
needs to be regularly communicated and used as a touchstone
to test options.

Get one owner and start with the easy stuff

Empower one person to be the overall manager responsible for
driving the programme and give them a well respected, board
sponsor. To prove that you are serious, also give the
programme manager a budget and a regular board slot to get
decisions made and to update the board on progress.

The first task of the programme manager is to build a cross-
department team. Each team member must want to help
identify and implement actions to do things smarter and thereby
improve profitability. To keep things focused on costs do not,
initially, work on growing revenues. Start by looking at things
that frustrate team members and things that they care about.
For example:

Delays and activities that don’'t add value
Errors, reworks and fire fighting

Which customers are most/least profitable
Pain points between departments
Customer complaints
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Start with the easy stuff. This will help to demonstrate success
while building knowledge and experience to work on the more
difficult actions. Remember that anything that is not working
well is likely to affect profitability in some way.
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Try testing every proposed action against the following
criteria. Only implement those that get 5 yes'’s.

1) Will it support the businesses goals & strategies?
2) Do other impacted departments support it?

3) Will the net effect increase profitability?

4) Will any impact on customers only be positive?
5) Is it very easy to implement quickly?

Save any good ideas that don't quite get 5 yes'’s for
review at a later stage.

What about the customers?

Having started with what frustrates people internally,
the programme then shifts to an external customer
focus. Start by mapping the process path that a
customer follows as they work with the various
departments in your organisation. Map from the
Marketing and Sales contacts right though to paying a
final invoice.

An experienced cross-functional team will spot the
problem areas quite quickly and the examples (list A-E)
will help identify issues and activities that add little or
no value. Expect more that 75% of issues that
generate avoidable costs to be at the handover points
between different departments.

The following questions might be helpful to set priorities.

What would a customer say if they saw
that we did this?

How does this activity help customers?

Is this activity important to customers?
What would be the impact on customers if
we did this better?

Could we use this to attract/retain more
customers?

Implementation & Continuous Improvement
Things that people care about get implemented if they
are empowered to make them happen. In the right
supported environment the programme team will
welcome the opportunity to demonstrate what it can
achieve and its contribution to improved profitability.

The profit improvement programme needs formal start
and end dates and should not run in the same form for
more than six months. Its final task is to recommend and
implement how to continuously build on the
improvements made. The solution tends to be specific
to each company because it's created by the people
who best understand the business — its employees.
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What have other companies discovered?

The biggest customers are not always profitable. In
several organisations, there was a common assumption that
high revenue equalled high net profit. Looking at big
customers across the business produced a few surprises.
Deep discounts, extra technical resources, delayed
payments, 'specials’ and large amounts of management time
consumed all of the profit. One manufacturing company
discovered that it lost money on half of its top accounts.

Targeted profitable customers have to be treated

differently from non-targeted, unprofitable customers

One company regularly sent its engineers on 50 mile trips at
no charge to install devices that cost less than £100. It was
part of the contract for one profitable customer but engineers
did it for all customers, which had a major impact on
profitability.

The goals and objectives of different departments are
incompatible . This has been a significant finding in every
client that we have worked with. One service provider stated
that implementing consistent measurable objectives across its
business was the main factor that caused its profits to
increase by more than 50%.

80% of reports and plans are never read or acted upon

An IT company stopped all reports and plans unless they met
specific value-added criteria and were short. They calculated
that this one action saved at least £85,000 a year and
potentially several times that.

“We never asked why - we just did things, even when

they didn't make sense”. Encouraging employees to
challenge and ask why as part of the culture has transformed
how several businesses now operate. A company in the
south of England identified that over 20% could be cut from
overhead costs as a result of running a profit improvement
programme and challenging how things were done in a
positive way.

Summary

The secret of successfully improving profitability is
empowering and supporting employees to make the things
that they care about work smarter. The outcome is increased
profitability and often happier employees and customers.
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