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How to become more profitable

If you fail to control your business costs, it
may place unnecessary additional pressure
on your cash flow. At best, this may affect
your ability to run your business, it will be
less profitable and your earnings won't be
as high as they could be. At worst, if your
business costs are allowed to spiral out of
control or they stay the same but your sales
dip, your business can quickly run out of
cash. Soon your business could fail.

Reducing spending must remain a key
priority for your business. There should be
a valid business reason for everything you
buy and you need to deal with suppliers
who can offer you best value. It's not just a
guestion of cheapest price, because quality
and service are also key considerations
when choosing suppliers.

Your prices will also determine how
profitable your business is, of course.
Setting optimum prices can enable you to
increase your margins, while ensuring that
customers won't be put off. You need to
assess your prices regularly to ensure they
remain optimum. Sometimes increases
will be necessary, if you're to protect your
margins. You may even be able to find
ways to boost your sales so your business
pecomes much more profitable.

So, how might your business be able to
pbecome more profitable? Let's begin by
addressing your costs.

Minimising spending must remain a key priority for your
business. There should be a valid business reason for
everything you buy and you need to deal with suppliers

who can offer you best value.
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Reducing your business costs

Controlling your costs should be a priority for your business. You should
regularly look at your costs to try to identify places where savings can be
made. Having your costs detailed conveniently within a spreadsheet or (or
alternatively) bookkeeping software will make the job much easier.

Try to understand where your costs are rising
significantly. How much have they risen and
why? Crucially, is any money being wasted?
Could you get better value in some areas?

If necessary, seek input from your staff,
because they may be able to suggest ways
you can save money.

Cost cutting can involve having to make
sacrifices, compromises and some tough
decisions. You should be aware that cutting
costs too drastically or in the wrong areas
can damage your business. Be mindful of
the effect it can have on your staff, suppliers
and customers. Caution is advised, and
guidance from your accountant can really
help. Getting it right can leave your business
much stronger and more profitable.

How much have they risen
and why? Crucially, is any
money being wasted?
Could you get better value
in some areas? If necessary,
seek input from your staff,
because they may be able
to suggest ways you can
save money.

Cost cutting can involve having to make sacrifices,
compromises and some tough decisions. You should be
aware that cutting costs too drastically or in the wrong
areas can damage your business.
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Getting better value from suppliers

It's important to establish good
relationships with valued suppliers.
It's not just a question of how
much they charge you, but also the
quality of what they supply and the
services that go with it.

But just because you have a good
relationship with a supplier, doesn't mean
you can afford to ignore your costs.

Nor should you disregard alternative
suppliers who might be able to give you
the same quality and high-quality service
for a lower price. You may regret choosing
a cheaper supplier if your continually being
let down by poor quality or customer
service. Focus on value not just price.

Whether you stick with the same suppliers
out of habit or because you like them or
even because it involves less hassle,

iInertia when it comes to your suppliers can
make your business less profitable. Keep
an open mind.

You should take a closer look at your costs
to try to identify areas where you could
and should be getting better value.

You could speak to your current suppliers
first to ask them how you could save
money and get better value from the
relationship. If that's not possible, quietly
begin your search for new suppliers.

Find out what they can supply, how much
they charge, what their terms are and what
services you can expect. What do other
customers think of them?

Whether you're negotiating with new

or existing suppliers, you need to be
professional, firm yet fair. Both parties must
be happy with the deal if the relationship is
to work.

You should take a closer look at your costs to try to identify
areas where you could and should be getting better value.
You could speak to your current suppliers first to ask them
how you could save money and get better value from the

relationship.
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Are you charging enough?

Perhaps understandably, some business
owners are reluctant to increase their
prices too much or too often, for fear their
customers will desert them in droves. In
some cases, this can be a risk, so caution
IS advised.

Having sound knowledge of your market
Is essential when considering your

prices. You must know how much your
competitors charge and how much
customers are willing to pay in your
market. Before changing your prices, if
necessary, update your market knowledge.

Customers who appreciate the value they
get from your products or services might
also understand that you have to increase
your prices from time to time. Good
communication with your customers is
essential at all times, but especially if you
need to increase your prices.

You must know how much
your competitors charge
and how much customers
are willing to pay in your
market. Before changing
your prices, if necessary,
update your market
knowledge.
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Growing your sales

If you can't sell any more to existing
customers, try targeting new ones,
possibly a different demographic or those
in new locations (including overseas)

or new sectors if you sell to businesses.
Another option could be to explore new
channels, so, for example, selling your
products online if you currently sell offline
(or vice versa).

Developing or introducing new products
or services could make a big difference

to your revenue, while you could try
something completely new by diversifying
(possibly into entirely new markets).

You may be able to turn your business
iInto a franchise, while buying or merging
with another business can help to fuel
significant growth. Whichever growth
strategy you choose, your business must
prepare, plan and budget for growth, and
reach out for professional advice and
support where necessary.
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By Bivek Sharma,
Head of Small Business Accounting at KPMG

“Businesses of all sizes can waste money. Sometimes wasteful habits build up over time and

they're evident in just a few areas or throughout in the worst cases. Waste can be caused by lack of
knowledge or awareness. Sometimes business owners have so many other things demanding their
attention that managing costs falls down the list.

“Wasting money by buying stock that doesn't sell is common in retail, while manufacturers can
waste money on materials, whether buying too much or paying too much. This ties up working
capital — money that could be put to much better use.

“Businesses also waste money on badly placed adverts, overly fancy websites and expensive leaflets
that don't deliver sales. Money can sometimes be wasted on wages, when working with freelances
is more cost-effective. Many businesses outsource to save on managing IT, marketing, recruitment,
accounting and tax.

“Less business travel and arranging video meetings where possible can also deliver significant costs
savings, as can improving processes and systems. Premises are most business’s second-largest
overhead (wages are normally first), and you could be wasting money on rent, rates, utilities,
telecoms and insurance, when shopping around can bring savings on your fixed costs.

“Owners should assess their costs regularly and look for ways to cut costs and boost efficiency. It
can make your cash flow healthier and your business more profitable. Even small changes can make
a big difference.”

Developing or introducing new products or services could
make a big difference to your revenue, while you could try
something completely new by diversifying (possibly into
entirely new markets).

“You need sound knowledge of your business and market,
and some caution is advised. You can even produce
different forecasts based on varying assumptions about
your sales and costs.

© 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
("KPMG International”), a Swiss entity. All rights reserved

© 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
("KPMG International”), a Swiss entity. All rights reserved.




0800 028 1028 | kpmgsmallbusiness.co.uk Join us for more updates and insights:

The information contained herein is of a general nature and is not intended to address the

circumstances of any particular individual or entity. Although we endeavour to provide accurate and

timely information, there can be no guarantee that such information is accurate as of the date it is 'Y
received or that it will continue to be accurate in the future. No one should act on such information In
without appropriate professional advice after a thorough examination of the particular situation.

© 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of
independent member firms affiliated with KPMG International Cooperative (‘KPMG International”),
a Swiss entity. All rights reserved.

small business
accounting

The KPMG name and logo are registered trademarks or trademarks of KPMG International
CREATE | CRT077574_SBA_Guides | Make your business more profitable | March 2017


http://linkedin.com/company/kpmg-small-business-accounting
http://facebook.com/KPMGSmallBusiness
https://twitter.com/kpmg_sba

