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Open Book Management:
Do your employees know the score?

Rick Carpenter, Central States Mfg. , Inc.

Frame Building Expo

3/8/2011
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The Game of Business

How do you keep score????
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Questions for discussion:

How do you keep score today?

What is the difference between sales and profits?

Is profit good or bad?

What happens to the profits we earn?

How much profit do you earn on a typical unit that you sell?
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The Goal of the Game of Business

We Want To Create and Distribute Wealth
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Two Higher Principals

1. You get what you give.

2. United we stand, divided we fall.
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We Teach People How To Make Money.

How do your employees view business:

What is the difference in sales and profits?

How does your company make money

Can they understand the scorecard?

How much profit do you earn on a typical unit that you sell?
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Profit and Loss Statements
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John Doe Construction
Profit and Loss Statement

Dec-10
YEAR-TO-DATE

REVENUE
CONTRACT REVENUE $1.626.636.36 100.00%
LESS: COST OF MATERIALS $1.134.016.00 0. 7200
GROSS PROFIT 30,28

OPERATING EXPENSES
OUTGOING DELIVERY $37,027.13 2.28%
MARK| 24,620 42 1510
DEPRECIATION $20.658. 75 1279
BUILDING REN $24,380.00 1,509
INSURANCE - PROPERTY & CASUALTY ‘sa87.60 olozve
INSUR: - mEDIC, $21.690.61 1.33%
JANITORIAL SERVICES $3,178.80 0205
RECRUITING COSTS $347.03 o.
REPAIRS & MAINTENANCE $6.461.33 04006

ELEPHO! s8.578.08 o539

UTILITIE: $4.871.15 03006
WAREHOUSE SUPPLIES $2/102a3 01306
OFFICE EXPEN $9.306.90 05796
COMPUTER EXPENSE $5,852.09 0.36%
WASTE DISPOSAL s1 0079
SALARIES & WAGES $242,564.20 14.0106
CONTRACT LABOR 14, 24 09206
PAYROLL TAXES $20,796.70 1,280
INSURANCE - WORKMAN'S COMP 624.90 o160
TRAVEL & ENTERTAINMENT 1109
TAXES/LICENSES 0,009
TOTAL OPERATING EXPENSES 28.87%

Net Profit Before Tax 1a29%
Taxes $8.067.16 0.50%

Net income After Tax Ty A— Y
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We Teach People How To Generate Cash

Balance Sheet Management
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We share the profits of the company.

Tie Results to Bonuses. (What gets paid for gets done.)
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Bonus Example:

Gross Profit Improvement

Last year’s results were 30.28%.

This year’s goal is 31.00%.
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Bonus based on Gross Profit Improvement — Goal of 31%

Profit
e
YEAR-TO-DATE
CONTRACT REVENUE $1,626,636.36 100.00%
LESS: COST OF MATERIALS $1.134.016.00 s9.7290
GROSS PROFIT $402,620.56 30289
OPERATING EXPENSES
$37,027.13 2.28%
524,620 42 15190
$20.658.75 12796
$24.380.00 15094
Sda7.60 o.0394
$21.690.61 1339
534793 ©0.0296
$6.461.33 0,400
56578 68 0,539
sal871.15 0.30%
$21102.43 0,139
$9.306.90 o.5796
$5.852.00 o0.369¢
$1.182 90 0.0796
$242,564.29 149106
$14,040.24 0.9294
$20.796.70 12890
$2.624.90 o169
$17,676.04 11090
2044 o.00%
$460,571.33 28.87%
B e X m—
$8.067.16 o0.500
p— T a—C
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Gross Profit Improvement Goal 31.00%

Last year we made 30.28 cents profit on every 1$ of Sales.

This year’s goal is 31 cents profit on every 1$ of Sales.
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Gross Profit Improvement Goal 31.00%

Last year for every $100 Sales we made $30.28 gross profit.

This year for every $100 Sales we want $31.00 gross profit.

Thatis 72 cents improvement on every $100 in sales.
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Bonus based on Gross Profit Improvement — Goal of 31%

Profit and

Gross profit
CONTRACT REVENUE $1.626.636.36  100.00%  $1.626,636.36  100.00:
LESS! COST OF MATERIALS $1134.01600 69729 5112237509 69 00
CROSS PROFIT $402.620.36 30.28% $504.257.27 31.000

OPERATING EXPENSES
CUTGOING DELIVERY $37.027.13 2280

52462042 1.51%
$20.658.75 1279
$675.00 olo4ne
$24.380.00  1.80%
$a57.60 ol6a0%
$21.600.61  1.33%
$3178.80 0205
5347.93 0,029
$6.461.33  0.40%
ses7oes  0.53%
saariis o305
5210243 0139
$0/306.00  0.57%
3118290 0.07%
$2a2.56220 14919
$14.540.24 0929
$20.706. 70 1.28%
INSURANCE - WORKMAN'S COMP 5262400 0169
TRAVEL & ENTERTAINMENT F17.876.00  110%
Net Profit Before Tax TEE
Netincome Amer Tax RPN N
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Bonus based on Gross Profit Improvement — Goal of 31%

John Doe Construction

K > $1.134.016.00

$492.620.36 30209
$37.027.13  2.28% $37.027.13 2.2800
$2a62042 1510 24620 a2 15106
320,658,765 1.27% 520,658, 75 12796
$675.00 0l0ase 5675.00 oloase
$24,380.00  1.50% $24,380.00 1.50%
$487.60 00 S4v7.60 o039
160061 1.33% $21.690 61 1330
53178.80  0.20% 53,178.80 0209
$347.93 0.0256 $347.93 0029
$6.461.33  0.a0% $6.461.33 0.40%
sels7oes  0s3v s8.578 08 o530
3210243 ©0.139% 52,102 a3 0139
306, o o579 $9.306.90 05796
s8i8s2.09 0369 s5.852.00 0369
$118290 007 $1,182.90 o079
$242.564.20  14.91% $2a2.564.20  14.91%
§14.040.24 0929 $14,540.24 0.529)
$20,796.70  1.28% $20.796.70 2280
INSURANGE - WORKMAN'S COMP $2.624.00  0.16% $2,624.90 0169
TRAVEL & ENTERTAINMENT $17.876.04  1.10% $17,878.04 1109
TOTAL OPERATING EXPENSES $470,246.33  28.91% $470,246.33 28919
et erofit Betore Tax S7557a 05 iS5
Taxes s7.830.01 o.a89%
or T s — e r—
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Bonus based on Gross Profit Improvement — Goal of 31%

Gross profit

CONTRACT REVENUE $1,626,636.36 100,005 $1,626.636.36  100.00%
ESS: COST OF MATERIALS $1.134.016.00 _ 69.72% $1.122.379.00
GROSS PROFIT $492,670. 56 50.25% $504.257.27 31.00%
OUTGOING DELIVERY s37.027.13  2.28% $37.027.13 2.28%
I $24/62042  1.51% 524.620.42 1519
DEPRECIATI 520,658,756 1.279% $20,658.75 1279
DUES & SUBSCRIPTIONS 5.00 0l0ase $675.00 0l0ase
BUILDING R $24,380.00  1.50% $24,380.00 25000
INSUR. ROPERTY & CASUALTY 0l03% o0.03%
NSURANC! DicAL s21.690.61  1.33% $21.690.61 133%
JANITORIAL SERVICES 7880 0.20% 53,178.80 0,200
CRUITING COSTS. $347.93 0,029 $347.93 0,029
[t NTENANCE $6.461.33  0.40% $6,461.33 0,400
TELER sos7o68  053% s$8/578.68 0/539%
uTILITIE 87115 0:30% $a57115 0.30%
WAREHOUSE SUPPLIES 3210243 013% 32,102 a3 0.13%
OFFICE EXPE! 5030600 0.57% $9.306.90 0.579
COMPUTER EXPENSE $5.852.09  0.36% $5.852.09 0.36%
WASTE DISPOSAL 51,162 o o079 $1,152.90 0.079%
SALARIES & WAGES $242,563.29  14.91% $242,504.20 14.0196
CONTRACT L. $14.0402a 0929 $14.040.24 0.029%
PAVROLL TAXES. 32079670 1.28% $20.796.70 1.28%
INSURANCE - WORKMAN'S COMP 52,6240 0,169 52,624.90 0.16%
TRAVEL & ENTERTAINMENT s17.878.04  1.10% $17,678.04 1109
TOTAL OPERATING EXPENSES, $a70,246.33  28.019% $a70.246.33  28.01%
et profit Berore Tax 25374 1355 T saoiooa Zo0%

et income atter Tax
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Bonus based on Gross Profit Improvement — Goal of 31%

ohn Doe Construction
Profit and Loss Statement

Gross rofit

Siassiz _owon

let Income After Tax = Y —

FUTURE

Wl Opportunity. Efficiency. Growth.

FRAMING =

YEAR-TO-DATE Increase to 31%
RACT REVENUE $1,626,636.36 100.00%  $1,626,636.36  100.00%
SS: COST OF MATERIALS $113401600 607206 $1122.37000  e0.00%
GROSS PROFIT $492,620.36 30 20% $503.257.27  31.00%
PERATING EXPENSES
TGOING DELIVERY 33702713 2.28% s$37,027.13 2.28%
MARKETING $24,62042 1510 524,620,432 1519
DEPRECIATI s20,058.75 1279 1279
DUES & SUBSCRIPTIONS i75. o $675.00 o.
BUILDING Rt 92438000 150% 4, 1.50%
RANCE - PROPERTY & CASUALTY 7 o03% $487.60 0.03%
INSURAN $21,69061 1330 $21,690.61 bt
JANITORIAL SERVICES $3178.80  0.20% $3.178.90 0:20%
RECRUITING COS 5347.93 00294 5347.93 o.
REPAIRS & MAINTENANCE 3646133  0.40% 36.461.33 0.a0%
TELERHOT ses7ees  053% 5857868 o
uTiLm sag7L1s  0.30% sa/871.15 0:30%
WAREHOUSE SUPPLIES s210243  013% 521102.43 023%
OFFICE ExP 5930600  0.57% 59/306.90 57%
COMPUTER EXPENSE $s85200  0.36% 35.852.00 0:36%
ASTE DISPOSAL $1,18290  0.07%
SALARIES & WAGES $242,504.20  13.91% $242,504.20 14919
ONTRACT L, 14,940.24 920% 14.940.24 0.92%
PAYROL 520.796.70  120% 520.796.70
INSURANCE - WORKMAN'S COMP 32,624 90 165 4. 016%
TRAVE NTERTAINMENT $17,878.0a 1100 $17,875.04 11
TAXES/LICENSES 520.44 0.00% $20.44 0.00%
Bottom Line
TOTAL OPERATING EXPENSES $470,246.33  28.91% $470,246.33  28.01%  Improvement
et Profit Before Tax $22.37405 __158% S sa0100a  zoow _$11.636.91
Taxes $7.83001  oamw

Gross Profit Improvement Goal 31.00%

Last year for every $100 Sales we made $30.28 gross profit.
This year for every $100 Sales we want $31.00 gross profit.

Thatis 72 cents improvement on every $100 in sales.

Represents $11,636 bottom line improvement in our
example.
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How do we hit the goal??

Buy better.

Cut scrap costs.

Sell more value on each contract / sales transaction.
Invoice correctly / avoid invoicing errors.

Eliminate material damage during shipment to jobsites.

Are we measuring the factors that affect this bonus??
Are we communicating the scores to the people that influence these factors??
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Bonus Set Up:

How much are you willing to pay?
How much profit was made from the game?
How often do you want to pay a bonus?”
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Recommendations:

1. Provide for incremental payouts.
(If you hit half of the goal, pay part of the bonus.)

2. Pay often enough to keep people involved.
(We found that quarterly bonuses work.)
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Example Bonus Payout:

Gross Profit Targets Bonus

31.00% 10% of the Net Profit Before Tax
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Bonus based on Gross Profit Improvement — Goal of 31%

hn Doe Construction

Profit an Statement
YEAR-TO.DATE
CONTRACT REVENUE $1,626,636.36 100.00%
LESS: COST OF MATERIALS. $11541016.00 60 7206
GROSS PROFIT $492.620 36 30.25%
PERATING EXPENSES
GOING DELIVERY $37,027.13 2.28% ss7.02713  2.28%
ARKETING 324,620 42 1510 s2a620a2  151%
DEPRECIATI $20,658.75 127% s20,058.75  127%
SUBSCRIPTIONS. $675.00 0.04¢ $675.00  0.04%
BUILDING R $24,380.00 150% s24.38000  150%
INSURANCE - PROPERTY & CASUALTY 5 0.03% $as760  003%
INSURANCE - MEDICAL $21,690 61 1330 s2160061  133%
JANITORIAL SERVICES $3,178.80 0.20% s3178.80  020%
RECRUITING COS $347.93 0,029 $347.03 0029
REPAIRS & MAINTENANCE $6,461.33 0.40% $6.46133  0.40%
TELEPH 5657568 0.53% sesmes  053%
oL 5487115 0.30% $a87115  0.30%
WAREHOUSE SUPPLIES 52102.43 0.13% $2120243  013%
OFFICE EXPE! 59.306.90 0.57% 5030690  0.57%
COMPUTER EXPENSE $5.852.00 0.36% 35852 0.36%
ASTE DISPOSA 51.152.90 0.07% s118290  007%
SALARIES & WAGES $242564.20 14.91% 42,504.29  14.91%
CONTRACT LABO! $14.940.24 0.92% 51494024 0.92%
PAYROLL TAXE $20,796.70 1.20% 520796.70  1.28%
INSURANCE - WORKMAN'S COMP 52,624.90 0.16% 69
TRAVI NTERTAINMI $17,878.04 1100 $17,878.08
TAXES/LICENSES 52044 0.00% s20.4a  0.00%
Bottom Line
TOTAL OPERATING EXPENSES $470,246.33 28.01% $470,245.33  28.91%  Improvement
et Profit Before Tax $22,374.05_135% $34.01094 2.09% _$11,636.91
Taxes $7.830.01 0.48%
et income After Tax v ——
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Example Bonus Payout:
Target of 31% Gross Profit — Pay 10% of net profit before tax.

Net Profit
$34,010.94 X 10% = $3,401.09 Bonus money

Taken from the increase in profits of $11,636.91.
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Example Bonus Payout:

Target of 31% Gross Profit — Pay 10% of net profit before tax.

Net Profit
$34,010.94 X 10% = $3,401.09 Bonus money

Taken from the increase in profits of $11,636.91.

Note: Remember to think of the added payroll taxes!!
Actual cost of the bonus will be about 35% higher.
Bonus of $3,401.09 x 135% = $4,591.48
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Example Incremental Bonus:

Gross Profit Targets Bonus

31.00% 10% of the Net Profit Before Tax

30.75% 5% of the Net Profit Before Tax
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Bonus based on Gross Profit Improvement — Goal of 30.75%

Gross Profit
Increase to 31%

CONTRACT REVENUE $1,626,636.36 100.00%  $1,626,636.36  100.00%
LESS: COST OF MATERIALS $11134,016.00_69.72% $1126.445068 69,250
GROSS PROFIT $a02.620.36 30.28% $500.100.68 30 75%

PERATING EXPENSES
SUTG DELIVERY $37,027.13 2.20% $37.027.13  2.20%
MARK $24,620.42 1519 $24.62042 1519
$20,658.75 12756 s20658.75 1279
UES & SUBSCRIPTIONS 75,00 0.04% $67500 004w
BUILDING RENT $24,380.00 1.50% $24.38000  150%
INSURANCE - PROPERTY & CASUALTY $487.60 0,039 $ag7.60  003%
INSURANCE - MEDI $21,690.61 1.33% s2160061  133%
JANITORIAL SERVICES $3,176.80 0.20% $3178.80  020%
ECRUITING CO: $347.93 0,029 $347.93  0.02%
REPAIRS INTENANGE $6,451.33 04006 S6.46133  0.40%
TELERHOT $6.578.68 05306 sos7es  0.53%
uTiLTES. $4.87115 0300 sas7i1s 030w
WAREHOUSE SUPPLIES $21102.43 013% s210243  013%
OFFICE EXPENSE $9.306.90 0.57%4 5930690  057%
COMPUTER EXPENSE $5.852.09 0.36% $5:852.09  0.36%
WASTE DISPOSAL $1,182.90 0.07% 5118290
SALARIES & WAGES $242,564.20 14.91% s2a2/56420 14919
CONTRACT LABOR $14,940.24 09206 $14.940.24
PAYROLL TAX 079670 1.28% 52079670 128%
INSURANCE - WORKMAN'S COMP. $2,624.90 0.16% s2.62400  016%
TRAVEL & ENTERTAINMENT s17.878.04 110% s17.878.04
TAXES/LICENSES 520,44 0,009 52041 000%
Bottom Line
TOTAL OPERATING EXPENSES 5470,246.33 28.91% $470,246.33  28.91%  Improvement

fuet pront Berore Tax 322,374.05 138% s sooaase  1saw S 757032

Taxes $7.83001  o.am
let Income Atter Tax S e —
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Example Bonus Payout:

Target of 30.75% Gross Profit — Pay 5% of net profit before tax.

Net Profit
$29,944.35 X 5% = $1,497.22 Bonus money

Taken from the increase in profits of $7,570.32.

Note: Remember the added payroll taxes!!
Actual cost of the bonus will be about 35% higher.
Bonus of $1,497.22 x 135% = $2,021.25
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Goals for the Bonuses

1. Used to teach about business.
2. Identify critical areas to focus on for the coming year or
(areas of vulnerabilities).

3. Puts everyone in the same boat and brings us together
as a team.

4. Helps identify problems fast. Everyone is looking for
solutions to get the desired results.

5. Provides excitement and increases the energy level.
(We are always asking ourselves if the bonus is providing

the right motivation.)
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Best Practices

A. Give people a chance to win early and often.

B. Set up different payout levels for each goal. (Remember
this is about motivation.)

C. Make it possible for people to earn bonuses frequently
enough to keep them involved in the GAME.

D. Don't pay the bonus unless it is earned.
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Summary:

Teach employees how to keep score in the game of business.
Tie bonuses to the outcomes you want in your business.

Create wealth for the owners and the employees.
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