Growing Smarter

Three Strategies for Managing Your Growth Successfully

Text by Kevin Eshoe

There's a good reason why $0% of the com-
panies in the landscape indusery do under 1
million dellars in annal sales.  Early success
in Ercm.'inla. buigineds doses mot |:|:|.‘n.ll-;.|.ri|}' lead
to success laver on. The tacics char produced
vour carly successes are nof the same ones
you need 1o grow profiably. Thar's because
increased sioe = in terms of wles volume
- changes the game of running a business,
Smaller companies run very successfully
using an operavor style.  Operators control
everything, know where evervthing is, prefer
seat of the panes decisions making, and value
people with the same "just do it” atiicude that
the operator applies to geuing the work done.
Larger companies are unable to run profitably
using an operator style; they instead must use
a manager style to produce profits.

Managers do not contrel, they instead svs-
tematize and plan 1o produce profics. The
fundamental management rule s - look
before vou leap. The operators maxim on
the other hand is; leap, then we'll book as we
are going. As a result eperators can produce
great resules and grean disasters, 5o why don't
operators change and why don't we see many
maore multi-million dellar landscape compa-
nics! The trush is, most operators prefer 10
be operators. They enjoy shooting from the
hip and have a hard time planning, This
does nor mean that they do not grow, they
de. And when they do their style gers dhem
inte trouble. In the best of cases, the mouble
they ger into forces the operatar to rewrear and
tegroup, often by reducing sales and sraff. And
in the worst of cases, it can sirand the opera-
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tor i a no-mans land” scenario where rhr}'
can struggle for years with mediocre profies,
before going out of business,

Operators = by definition = grow “our of
contral.” “Out of contral” means gﬂn’dh
withour the checks and balances of a plan.
l.‘l.l;k.i:llg a Pi:n, W OWRET OF MANAEET can
effectively address the challenges of increased
u_:ump!:xil}',tm.l. rivk. ('.Ll1n]:|nily1||d:'il.k can
turn unconcrolled growth into the worst-case
scenario, Let’s take complexity first, As sales
increase, 5o do the number of intcracrions
amunquruplc and customers, While saleswall
always increase in an arschmetic fashion, com-
Flﬂtit:f’ Erows gwm:lriﬂﬂ:r, In si.m],:lh: terims
this means there are a lot more problems w
handle everyday for the operator. The second
challenge is increased risk. The consequences
and costs of 2 bad decision increase with size,
Simply pur, smaller companies make smaller
mistakes, and can recover more rapadly than
larger companies. Risk compounds com-

Part |

problem and musiakes, there is an increasing
probability thar one of these will be a very

costly mistake,

A simple example illustrates the namre
of increased :thmp[t'!:il}- that comes with
rapid growth, Table 1 shows the growth of a
S0, (W0 COMPAny over firve years, The furit
row shows annual sales, the second row the
Eruwth rate, The third row shows annual wales
increases, Rows four and five show average
customer sales size and ales by FTE (refer to
the definition larer on in this article), From
these numbers it is sy 1o calewilate the
increased number of people and customers,
Row eight, uses as a baseline a single inferac-
tion per day berween the operator and his
people, and the operator and his customers,
As you can see by the end of five years, while
sales have tripled, complexiny has increased
by almost fourceen mmes! This increase in
complexany is the direct cause of profr declines,
Mo operator can end-run this phenomenon,

plexicy. Mot only are there more poreniial — They can enly plan for i,
TARLE 1

1557 199 1999 To00 2001 i)
Sales SA00C00 S 5RO000  RATE000 SETAED S0 047440 51485072
Growh Rate 0% 0% s 0% 30
nnwed Soles Incrense SUR0000 5156000 S202800  SEAM0 SaLTR
bweroge Sole S5,000 55000 SH000  H5000 % 5,000 55000
Sales por FTE 560000 540000 S60000 540000  S&0000  5a0000
Hember of custamers joa 1040 135.2 1758 128.% %10
Hember of peogls &r B.1 1.3 1.6 19.0 HE
Kember ¢f annul interstisas 20 30 340 40 30 340
Complexity 192,000 1r4 480 S4E.3T1 6,047 1,566,208 7,446 BE3
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Tocontrol growih and maintaim prohts, opera-
tors need a simple planning svitem. In Pare
I and 11 of this article, we offer some simple
planning approaches and philosophies, and
provide examples to help any operator put on
the manager's hat. There are three basic strate-
gies in the planning system. These siranegics
are titled organization, marker position and
capital. In Past [, we discuss organization
and marker position. In Pare 11, we outline
approaches for managing finances and capiral,
To begin, let's define the problems associated
with the lack of straregy before outlining the

planning approach.

ORGANIZATION: You not only need
people o grow, you need organized people.
The first focus of planning must be = people,
Smaller companies succeed Becasere the owner
makes all the important decisions and every
job iseveryone’s job, These same Facrors cause
larger companies to grow “out of contral”. [t
is not possible to ran a larger business where
the operator is a bottlencek and jobs overlap
randomly. Diecision-making &s wo slow and
inflexible, and when all jobs are everybody's
job, they end up being nobody's. Groweh must
be controlled within a staffing plan and an
organization charr.

The organization char: Manned specializa-
tion s part of controlled growth, There are
thres primary functionsin a growing business.
These are sales, upcﬂl!inns and admanistras-
tion. Adopringa managerseyle means thar the
OPETILON MSE ZIVE Lp Wi of these functional
hars 1o focus on one, This doesnt mean that
the operator is un-invelved in the ather two
arcas, Insimply means thar the operaror must
chaose one Jnh amd hire pccrr.lh: for the ather
rwor jobs, The best job for the owner in my
opinion is the sabes job, The companies that
grow most profitably in the industry - in my
experience - are those where there are two key
people in the beginning, These people are
alter :gcli,w]'!u :Ip]il! sales and prru:lul;[:inn and
delegare full sesponsibiliey 1o the ather to run
that function. And if they are smart they have
at least one full vime staff person in the office
to handle the paperwork before they reach
one million dollars in annual sales.

The staffing plan. The growth of staff cannor
outrun the growth of sales. Planning for the
right staffing levels requires the use of two
key ratios ~ the readize maee and the saies per
FTE rare. The realize rave is caleulaned as fol-
lows: Annual sales divided by the number of

paid production hours, The sales per FTE
rate caleulation i Annual sales divided b
the number of full time equivalent people
o payroll. The rulbe is grow staffing only as
fase as you grow sales. 1F these rwo ratios are
i]-octinirls in & E'i\rn VEAT 20 re your prodits.
To esrablish a staffing plan use the two ratios
as illuseraced below. Refer to Table 1 = Years
2001 - 2002,

STAFFING FLAN

2007 2002
Sobes S1,042.440 51485172
Growlh rale 0% 0%
Annwal soles Increase § 342,732
Preduction Hours 40,000 51,002
FIEs 185 05
Realize rate 578,56 S18.5
Sales per FIE SELISE 561754

In 20010, a pmﬁlu::lln' vear, the company paid
40,000 production hours 1o foremen and
crews, and emploved a toral 185 Full rime
equivalent people during the vear - including
theowner/manager. Thiscalculates intoareal-
ize rate of $28, 56 per hourand a sales per FTE
rate of 361,754 per person. Knowing these
numbers the manager can establish a staffing
plan that uses these rates as a planning check
and balance ro plan for the righe staffing level.
As you ean see from the example, in 2002,
a 30% growsh rave ranslates inro $342,732
more sales. The ratos tell the manager thas
the maximum allowable FTE staffing level is
24 people and 52,000 production hours, The
manager can now control groweh by planning
fior, and monitoring these tanges rates. Exceed-
ing these raves reduces profits,

MARKET POSITION: You not only need
nore customerns to grow, you need moreof the
right customers, The second focus of the plan
must be = customers. Smaller companies sug-
coed fecawe of long-term relationships, pric-
ing, and word of mouth advertising. These
same factors cause larger companies to grow
“out of control,” Cher-reliance on long-term
relationships and pricing structures reduces
flexibiliny and profiss. v is not possible 1w
Brow 2 business where older customers and
eutdated pricing schemes eat up profits that
need 1o be funncled inte new equipment and
staffing. Growth can only be accelerared by
updating pricing and developing niches that

have the effect chLt'.:n'ng out customers who
no longer fir with your route of production
STRUCILTE,

Pricing/Productivity; Prices must keep pace
with rising costs and productiviee perfor-
mance. Planning for price increases must be
apar of every plan. This does nor mean that
vouwill make price increases everywhene and at
the same rate, because productivity gains must
be worked into the equation, Planning for
price changes requires the wse - again - af the
reurlize rate, The rule is: pricing or productiviry
inbcredses st pay for the increases in vour cost
structure. Todetermine your pricing plan use
the sealive rate as illustrared in the example.
Again refer vo Table Cine = year 2001,

REALIZE RATE

b1 1]} Artual (lent & Target Rare
Invgiting 40,000

Hours 1550

Realize Rote 52580 § 1856
Difference LT

Price Imcrease 10.7%

Decrense Howrs 14%

Increase rate F.E%

As vou can see im 2001, a review of the client
lise shows thae client A contributed $40,000
in invoiced sales ar the cost of 1550 produc-
tion hours. This produced 2 $25.81 per hour
realize rare, far below the target rateof § 28.56.
Thereareat three ways toincrease the rate, The
first 15 1o install a price increase of 10.7 % (the
$2.75 difference divided by the 825,81 realize
ratel. The second is v achieve a productivity
gain of 9.6% (reduction of hoursby 149), The
third issome combination of price increase and
productivity increase ro adjust the rare. Price
planning includes an account-by-account
review to determing targer-pricing levels for
both existing and new business. The manager
can now control growth by derermining con-
tract pricing and productivity goals.

Miche Development: Customers must appre-
ciate your price f product proposition or they
should be cleared from vour base. Planning for
growth means cargeting markets, not revenue
addiions. Controlled growth requines niche
development. A niche is a marker segment
whiere vour price  product offering is appre-
ciated by a particular class or customer type.
Adding or keeping unappreciative customers

continaed on gage 1N
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mdm?mﬁnin:h::hnrtmlhu%lnm. I the
shert renm vou may reduce prices toges the work
and crowd profitable work ous of your schedule.
I the long term, the problems generared by this
customer €lass increase hours, and eats up profits
and patience, Manning requires the use of the
B 200 M0 marein. Fefer vo Table 2 below.

Table 2 shows customer class in descending order
of sabes volume in the first column, Class A cus-
tomers are large customers. The range column
describies the percentage of the customer list in
thar class - the top and mid-top 20%. The Sales
volume column describes the wial volume of
sales For thar class as a percent of the company’s
total revenues. The Action columin describes the
rule for developing the niche or clearing in our.
Toconduct the analysis, arrange your customers
ar agcounts in descending order of annual sales
volume. Segment che top 20% of the list into
Class A, the second 20% into Class B and so on,
'ﬂ\\g ﬁql: rule 15 to increase pﬁﬂﬁ of Pﬁdu{lik‘il‘y
by the “Acion” percentage in the thisd column,
The secomd rule is 1o increase the focus on pric-

TABLE 2

Cusbomar Chass fonge

A Top 20%

B Mid rop0%

¢ Mid battom3 (s
1] Bostom30%

Salas Volome Action
80% H
0% ¥4
0% 0%
10% 5%

ing actions s you “go down” in class on the list.
For example, for the battom 3% of the lisc, all
the 15% action may be in the form of a price
imerexce, whiereas all the 2% aciion at the top af
the list may come i the form of 3 productiviey
gain (hours reduction). The manager can now
eantral growth and profics by tasger price and

productivity increases.

Lastly. the manager can control growth by
focusing efforts in developing a true selling
funcion. If you recall the arganization chare
strategy from earlier inthe article, you remember
that the eperater is now freed up o wear one hat
and pursue 1 focused sabes effor full dme, This

approach s far better than relying on word of
mouth :d'w,'rtis:ing o gronw your niche and yaur
profics, All these stravegees are designed o creare
a planmed and contealled growth effoer

I Pare 11, we will focus on the vhind stracegy
— capital. In Pare [1 we describe several key plan-
ning ratios that address budger building and the
derermination of a realsstic equipment spending
plan. For the speratar, exccuting simple planning
checks and balances can miean the difference
berween our of concrol growrh and s anendant
prafit problems or suceess both financially and
persanally,
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