


process, time keeping methods and organiza-
tion structure to drive the tumaround. The
owner will tell you that the changes they
made were not without pain.

The benchmarking process

i~ Apples to apples comparison with a high
profit “standard”: Compare your P&L, payroll
and balance sheet ratios with the best in class.
Do not compare your results with the average
company results unless of course, average is
what you desire to be.

Conducting an accurate benchmarking
analysis may require you to recast your finan-
cial statements to match the “standard” chart
of accounts used by the benchmark source. If
you do this you will be comparing “apples to
apples.” You may want to refer to the standard
chart of accounts used on www.kehoebiz. It
is not possible to benchmark properly if the
comparison is apples to oranges.

1> Ratio analysis of better than / worse than the
best in class "standard”: Use key ratios to con-
duct the benchmarking analysis. Ratios are the
most reliable way to make a benchmarking
comparison because they remove many of the
variations that occur from region to region,
city to city, and even within the same city
when it comes to sales, costs and investment.
The analysis must include financial, invest-
ment and operational ratios (see “Key ratios”
sidebar). It's essential to know where you are
performing worse than the gold standard.

1> Cause and effect analysis of the werse-than
results: Identify the sources of the worse-than
ratios. These can be best understood by using
the Profit Box. (See “Profit box” sidebar.). The
Profit Box is a drill-down tool that can help
you focus on which of the four drivers of
profit — sales volume, direct cost, fixed cost
and fixed assets — is your primary pain. You
cannot determine the right improvement plan
without a solid diagnosis of your condition.

PROFIT BOX

- Asset investment: Low-sales-to-
fixed-assets ratio indicates too few
sales per the fleetfequipment cost.
The causes can be poor preventive
maintenance, an out-of-control
shop, poor routing, poor field

management and schedule control.

= Direct costs: Low-gross-profit-to-
sales and low-sales-to-labor-hour
ratios indicate high job cost. The
causes can be low labor rates, poor
estimating process, lack of

= Fixed costs: High-fixed-cost-to-
sales and high-sales-to-FFTEs ratios
indicate high overhead. The causes
can be lack of internal systems,
ineffective organization structure
and too many non-managers in
management positions.

i Sales volume: Low-sales-to-fixed-
assets, high-fixed-cost-to-sales and
high-sales-to-FFTEs ratios indicate
“slow” sales volume. The cause
usually is lack of defined sales staff
and pipeline reporting systems.

purchasing controls and poor
labor/clock management.

Teraaround plan

Prioritize your pains. Avoid the trap of ad-
dressing too many pains at once and attacking
just the low-hanging fruit. Instead, fix the pri-
mary pain first. The truth is all companies
have pains and, to a very large extent, still
function every day despite them, albeit at a
lower level than best in class. By applying an
80/20 approach you can focus on one issue at
a time. Don't worry, the rest will be there
when you finish the first fix.

These are the basics of benchmarking - a
powerful management tool. What's next for
the company that went from 4% to 10% net
profit in 24 months? Well, 15% is next. Of
course that will be harder than the 4% to 10%
leap. But the owner prefers that kind of pain
to the low-profit kind. =

The author is president of Kehoe & Co., a business
management consulting firm, and will partner with
Landscape Management magazine on a comprehen-
sive benchmarking study this winter. The study will be
published during 2007 so you can compare your ratios
with the “bestin class.”



