Chapter 4
Krnow Your Costs
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Know Your Costs

Caution: Never assume
that you know your costs
and by all means don't
guess. It's too important
to your success

Measure your costs
often, they change!

Know your costs

You cannot be profitable in your business if you do not
know what your costs are. | speak to many shop owners
and most have no idea what their costs are. Many think
they know but most are guessing. There is nothing more
important to your success than knowing your costs.

Knowing your overhead costs as well as the time it takes
to accomplish specific job tasks like repairs, hardware
removal, etc. are vital. There are many methods
available to measure and reaffirm your shop costs, just
be certain that measuring these costs becomes routine in
your shop. Measure your cost often, they change.

I’'m sure that many of you are operating computer
accounting systems and have reports that show you your
costs. However, for any of you who are not doing that,
use the simple work sheet on the next page to figure your
operating overhead.
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Know Your Costs - Calenlating Your Break even Costs

Payroll Expense

Advertising Expense

Shop Materials Expense

Shop Tools Expense

Utilities Expense

Phone Expense

Waste Disposal Expense
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Total Expense

How many hours did my business operate this month?

To figure business hours multiply days opened X hours of operation for each business day you where open.

example: open 21 days this month X 8 hours per day = hours of business per month

Next calculate the cost per hour for you to operate. Simply divide your total expense (blue block)
by the hours of operation (purple box).
My cost per hour to operate is? $ -

This is your critical breakeven point! You must exceed this amount to make a profit.

A typical service business should exceed their breakeven amount by a minimum of 20%

Multiply the yellow box X 20% or whatever ROI you wish to receive on your time and money investment.

My minimum hourly shop rate is? $ -
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Krnow Your Costs

Do time studies.

Never guesstimate the time Never guesstimate the time you think it is going to take to
you think it is going to take accomplish a task. Chances are you will be wrong.

to accomplish a task. Simple, easy to do, time studies will provide you with an
Chances are you will be accurate evaluation of costs and time and their outcome
wrong. will often surprise you. We use our work orders to provide

average time estimates to do specific tasks . It does not
matter how you collect and/or average your time so long
as it is collected and used. If you continually collect
information you will have a good average time estimate
on what it takes to do similar tasks. Remember that you

Remember that you don't don’t have t.o calculate the tlme it takes to do every job in
have to calculate the time your shop, just measure routinely. Once a month, once a
it takes to do every job in quarter or even once a year, whatever schedule works for
your ShloF” Just measure your business. Just be certain that you measure!

routinely.
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Krnow Your Costs
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PLEASE FILL INALL INFORMATION AS EACH
STEP IS DONE

Our work order travels with each piece as it travels through the shop. It is very easy to use the same
work order as a place to record your time. File these time study work sheets and review them to establish
average time estimates on similar furniture items.



Know Your Costs

If you are not making
money in your business...
then it is a hobby!

When using this pricing
system you must learn to
think of each job as a series
of timed tasks to be
performed. Once you begin
to think in minutes instead
of dollars then apply your
hourly shop rate to find a
minimum price to work
from.

Now that | have the information, what next ?
There are many ways to use the information that you
collect. Each business is unique, large or small,
employees or no employees, all of these things will factor
into how you can best utilize the data collected. Our
business as an example has employees so we track our
work and our costs by department (stripping, repairing,
finishing, etc.). Remember that there are no limits to
what you can do with your information, but the primary
goal is to know the time it takes to do a task. Once you
know this, then you can calculate how much it will cost
your business to complete the task profitably. We have
now discussed how to collect all of the information you will
need to begin profitable pricing in your business.

Now for the big question; how do | price my work?

If you have followed our suggestions and filled in the
previous forms then pricing your work has just gotten
easier.

In order to utilize this information we need to begin
thinking about jobs as individual tasks and the amount of
time it takes to do them. Once we can calculate the time
required to do a job then use your minimum overhead
rate from page 27. Calculating your base cost using this
system will ensure you of making a profit.

Now lets practice!

In the following chapter there are line drawings of
common furniture. Use these work sheets along with your
time studies and other information to help in estimating
the average times to accomplish specific tasks.
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