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Five Easy Pieces

( July, 11 2008 )

Can a spreadsheet change your life? This one can. First of five parts.
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If you have been reading “Management Strategies” regularly this year, by now you might have the notion that I’m on a mission. Twice so far — in the March issue and again just last month — I have talked about cost accounting.

I am often surprised at my own interest in this topic, one which is, to all outward appearances, as dry, as dusty, as please-just-rip-my-eyes-out-now a topic of which one could conceive. It is certainly not something that anybody doing work as cool and crafty as that featured regularly in CWB should care about. 

Unless they also want to make money. Ah, money — the great attention-getter!

You will remember that last month’s column discussed a spreadsheet I have developed. Using it, you can know within a matter of minutes — and at any point on a job — how you are doing on that job in financial terms. Since the column appeared, I have had numerous requests for copies of the spreadsheet.

If you read last month’s piece, you also will recall the disappointment I expressed over how few shop owners and managers — despite the often desperate situations they are in when they finally break down and call me for help — actually commit to figuring out how they got into such trouble.

This is why, rather than simply provide the spreadsheet to those who requested it, I asked them instead to wait for this series.

As is true in the shop, having a tool that works is great. But knowing how it works is always better. Such knowledge allows you to modify it and adapt it to almost any situation. The same is true of this tool, this basic spreadsheet we will begin building together right now.

If you see the process through, you not only will have your own costing spreadsheet to use again and again, but you will understand your business’ relationship to money in new — very profound — ways. When that happens, you will never settle for anything less than profitability on every job. Profitability is about money. It’s always about money. If you are ready to accept that and work with it, the next five installments of “Management Strategies” are for you.

If you are still holding out for fame and/or fortune because you are just positive you possess a talent no one else does, I wish you all the best. And a soft landing.
The simple fact is that numbers don’t lie. Just as you won’t shoehorn a custom-made 35-inch cabinet into the 34-1/2-inch alcove you somehow mismeasured, neither will you pay bills which add up to $3,500 across the duration of a job if all you collect is $3,450. And that’s before profit!

Notice I said “across the duration of the job.” If you are doing custom work, you probably already know instinctively that the only way to accurately analyze your costs is on a “custom,” or job-by-job, basis. But you may find integrating the costs of rent, health and other insurances, utilities, taxes — in a word, overhead — a daunting prospect.

You are not alone. The question of how to account for these ongoing, indirect costs gives lots of people pause. In truth, it’s no harder than keeping track of direct costs, those you can easily assign to a job. A little different, yes, but no harder.

Before we get started, let me say that a lack of experience with spreadsheets is no excuse for not following along. This is a relatively simple sheet, a great one for beginners; just have your spreadsheet application’ software manual handy. Before you know it, you will be using them all the time and — dare I say it? — enjoying it.
You can also apply these techniques the old-fashioned way, of course, which is to say, without a computer at all. How you arrive at your result makes no difference. What matters is the accuracy of that result.

Getting Started
The graphic accompanying this article shows the first part of our spreadsheet. As I will remind you throughout this series, we are creating a template, a sheet we can copy and save by a particular job’s number or name.

So, that’s where we will start: With a row across the top of the sheet labeled “Job Number/Client.” Simple enough.

Next we create a place for those direct costs; items where the entire amount can be assigned to one, and only one, job. For custom shops, this most often means materials. But it can also apply to a rented truck, subcontracted elements of the job and special tooling. Anything you expect this one job to “buy,” and for which you hopefully allowed in your quotation, will go here.

I will expand on this later in the series, so for now, let’s set up the cells as shown. You want them to be long (wide) enough to accept a fairly detailed description. I also have doubled the depth (height) of all the cells on the sheet. Chalk it up to my pushing-50 eyeballs, but as far as I’m concerned, a sheet you cannot read easily on the screen is a pain in the neck. This column’s width allows me to enter, say, “4 x 8 P-lam, Rose Ash” in a legible size, with room to spare.

My next column, “Supplier,” needn’t be so spacious. I will just enter the initials of the vendor.

“Order Taken By” is a bit wider, so I can enter a first name. When you call in an order, you should always know whom you spoke to. That way, if problems arise, you can maintain the same, single point of contact. The amount of time this can save over the course of a lifetime in this business is probably equal to several weeks’ vacation. Or maybe you would rather spend that time on “hold?”

Next comes “Cost,” and this is the only column in this part of the sheet that you will total up at the bottom. In this case, there are 11 rows where I can enter costs above this cell, Cell D15. So the formula I will put here to add those costs together is as follows: =SUM(D3:D14)

This simply means you are adding up all those costs. (Consult your spreadsheet’s manual for more info on formulas.)

Like “Order Taken By,” “Received Date” is just a smart column to have. Use it and, if you need the info quickly, you won’t have to dig through a filing cabinet in search of the vendor’s receiving paperwork.

Closing out this part of the sheet, we have a space for “Notes.” I use it initially to enter an anticipated delivery date and update the information to show back-order status or other details. As materials are received, I will note the packing list number from the vendor’s paperwork, saving myself still more potential time sifting through files if there is a problem down the road.

So there is the first part of our sheet. You have about a month to get yours started. If you are new to spreadsheets, this first section is an easy way to get comfortable with your spreadsheet application software — just in time to tackle, next month, the item to which so much of our money goes: Labor.
Counting the Hours 

( August, 12 2008 )

Step Two in our spreadsheet construction process is easy if you are a good manager. If you are not, it will help you become one.
Last month we began to assemble what might best be described as a chain of information. When we are done, we will have a tool that allows us to see exactly what any job running through the shop is costing us at any given point in that job’s progress.

Think of it. Knowing every day where your costs truly stand in comparison to your estimate. With information like that, making money gets a whole lot easier. 

Our tool is a cost accounting spreadsheet — a template, really — that we will be able to use again and again, job after job.

We started with rows and columns for documenting materials purchases; relatively simple stuff to get you accustomed to moving around and working with spreadsheets. Armed with that experience, you are now ready for the next “link” in our chain. Almost.

Though a little more complex, Step Two brings profound rewards. Beyond getting you closer to the finished template, this step will make you a better manager. I kid you not.

Without question, the weakest link in this cost analysis chain we are working on is the quality of our information. If the numbers aren’t good, the information is useless. And the second part of our worksheet is where we will enter information provided by our employees — specifically, the amount of time they work each day on given jobs.

Where we only have ourselves to blame if we enter, say, the wrong price for a piece of material, the responsibility for recording accurate labor data rests entirely with the employee. If just one employee fails to provide that information, the costing process is pointless.

Recording the information is the employee’s responsibility, but holding employees accountable for it is yours — and for many shop owners and managers, this is where the wheels come off. I’m not just talking about cost accounting. Many of us are reluctant managers, at best. Many more are downright unwilling to manage.

That is unfortunate, because effective management is (1) easy to learn and (2) the difference between your company’s success and failure.

Holding people accountable starts with making certain they know exactly what is expected of them. So before we work on the next part of the costing template (the specifics of which we will cover next month), we are going to get your workers “primed” to give you the information you will be putting there. To do it, follow these steps:

1) Create a form on which employees will track their time for as many jobs as they might work on in a single day. Keep it simple. Something like the graphic below is all you need.
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2) Buy clipboards for everyone in the shop (and a few extras for new hires). Label each clipboard with a shop employee’s name. Put exactly five blank time sheets on each clipboard. Include the employee’s name and the day and date for each day of the next full week already filled in, using your computer — NOT HANDWRITTEN.

3) First thing next Monday morning, hold a meeting of all shop employees (salaried and hourly administrative employees need not — and should not — attend).

At the meeting, call each employee’s name and distribute the clipboards. Then, explain that each employee is now responsible for keeping track of each job he or she works on during the day, every day, for as long as they work for you. Each minute must be accounted for on the time sheet, in PENCIL.

Make clear that filling in time sheets at the end of the day is NOT an option, because nobody’s memory is good enough to be that accurate. Jobs and time spent are to be recorded “on the fly” throughout the day. Clipboards are to be kept in a conspicuous place at each employee’s workstation, because you will be checking them regularly.

Finally, make clear that each employee is to have five sheets — no more, no less — on his clipboard at any given time. Have everybody count their sheets just to be sure (and have someone other than yourself check before you hand them out so you are not embarrassed!). Most important, explain that the only way they get a blank sheet for next Monday is by turning in a finished one today. The same goes for Tuesday, Wednesday and so on.

(For holidays, you need only provide a sheet with “Holiday” written across it, though it still should have the employee’s name, day and date, generated on your computer. Then, even in a holiday week, employees will have five sheets on their boards. If your shop works a four-day or six-day week, adjust things accordingly.)

4) Ask for questions. If you get the obvious one (“Why do we have to do this?”), be concise: “Because it is going to make this company more profitable.” Don’t bore them with a big speech about cost accounting.

If you get the rebellious question (“What happens if we don’t do it?”), be more blunt: “I have decided that this is important. If you don’t comply, you will get a written warning. If you repeat, you will be fired. Two strikes on this is all you get. If you are not sure how to record something, come and ask. But not filling it in for fear of doing it wrong is not an acceptable excuse.” Be sure everyone understands this, whether you get that rebellious question or not.

5) Once you have fielded all the questions, turn them loose. Above all, remember that what you are asking is not rocket science. You are giving an order here, not making a request. If your meeting runs longer than 15 minutes, you have lost control of it.

Just a couple of things in closing this month: First — and at the risk of repeating myself — use this opportunity for holding people accountable as a turning point in your management approach. It is in no way unreasonable or tyrannical to require employees to do what is expected of them, and the key to good management is making sure people understand what is expected of them.

Second, be sure you are devoting the time and resources necessary to cost accounting to get it right. If it makes sense to have an administrative person prepare and distribute the time sheets each day, delegate that responsibility and hold him or her accountable for it. If that person is going to leave early one day and will be unable to do it, he/she must let you know so you can make the necessary arrangements. Make this project your top priority because, in case you forgot, you are in business to make money.

Similarly, follow through on your promise to help employees get their time sheets right. Be available for questions. Don’t “meeting them” to death, but consider a follow-up meeting at the end of the first day and maybe another at the end of the first full week.

Most important, stick to your guns. Make good on your promise to do unannounced checking of clipboards — especially during the first few weeks — so people know you are serious. Do not tolerate laziness or procrastination about keeping time sheets. Issue those written warnings when necessary and make clear to offenders that their next strike is their last.

Is cost accounting really this important?

You bet it is.

Marking Time

( September, 11 2008 )

Now that you are getting accurate labor info, you need a place to put it.
This month’s installment in our series on building a cost accounting spreadsheet marks the midway point. But if you have applied your time since the last installment wisely, you are really in the homestretch.

That’s because now, everybody on the shop floor is keeping track of all the time they spend on every job; each minute of each hour, each hour of each day, every day of the week. And once you’ve succeeded in doing that, the rest is easy. 

You achieved this goal thanks to the most basic principle in management, the one without which even the most inspiring, charismatic leader will eventually fail: Accountability.

Some say everything ever tried in managing people is theory at best, that there can be no universally accepted principles because hard-and-fast rules just don’t apply when you’re dealing with the limitless variables inherent in relations between humans. Hogwash.

Start holding people accountable, and you will get answers to ALL your management travails. They may not always be the answers you hope for, and they may lead you to issue warnings or to let people go. But if you truly want to take all the drama out of running a business, the ability to make your expectations clear and achievable – and the will to hold people accountable for meeting those expectations – are really the only skills you need.

Thanks to these skills (and the simple form included in the August installment), you are now getting reliable labor numbers from your people.

You are still doing spot checks to make sure they are compiling the numbers throughout each day, not fabricating them by guess and by gosh at day’s end. You will do these checks and collect the forms daily from here on out, from new hires and veteran employees alike, for as long as your company exists.

In July we began building our spreadsheet with the columns and rows needed for tracking materials costs. Look at the graphic and you’ll see that section is now shaded. The white area is this month’s project, and this is where we will soon put the labor information you are now gathering.
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Begin, then, by labeling the “Employee” column (column “G” on your spreadsheet).

If you are structuring your spreadsheet the same as the one in the graphic, you will have 12 rows between the headings and the “totals” cells across the bottom, giving you room for 12 employees. Don’t worry about entering employee names just yet. Remember, we are creating a TEMPLATE that we will copy again and again for use on every job. We will get into the specifics of entering actual materials, names and data when we do a sample job in November, the last installment of the series.

The next column, which we will label “Regular Hours,” is where you will enter each employee’s hours worked on this particular job. The last box in this column will total the regular hours worked by all employees (as opposed to Overtime Hours). To get that number, you will need to enter this formula in that last cell: =SUM(H3:H14).
(Editor’s Note: Spreadsheet formulas cited throughout this series apply to Microsoft Excel. If you are using a different spreadsheet program, consult your user’s manual to ensure that you are entering the correct formulas.)

Next comes column “I,” which you will label “Hourly Rate.” No sum is needed here, and we will enter each employee’s pay rate on a per-job basis. So here on our template, we leave all the cells in this column blank.

Figuring Overtime
“OT Hours” is another column that will require a sum formula at the bottom. After you label it at the top, enter =SUM(J3:J14), just in that last cell (the one whose coordinates are row 15 and column J).

Right about now, those readers who are new to spreadsheets can begin to see the amazing utility these data collectors provide. And it’s funny, isn’t it — they are nowhere near as complicated as you probably thought.

Now let’s tackle column K, “OT Rate.” As you can see, there are lots of zeros down this column. Each cell with a zero also contains a formula. But you don’t need to manually enter that formula in each cell. I will give you a shortcut for that.

Start in the first cell under your heading, and enter this formula: =I3*1.5.

Let’s break that down: “I3” are the coordinates for the first cell in the “Hourly Rate” column. Excel uses the asterisk as a multiplication sign, and “1.5” is your overtime factor (also known as “time-and-a-half.”)

So, when applied to the hourly rate (which, as noted, we will enter on each individual job), this formula will automatically calculate your overtime cost for each employee.
Here’s that shortcut for entering the formula in each cell:

First, select the cell where you just typed the formula. Then RIGHT-click that cell and, from the menu that appears, choose “Copy.” Now LEFT-click the cell and, holding the left mouse button, move the mouse down the column. This will select each cell as you pass over it. Continue to the next-to-last cell in the column (cell K14), and when it is selected, release the button.

Now, with your mouse over any part of the selected area, RIGHT-click again, select “Paste” and you’re done. The formula has been copied to each cell in the column and the program has automatically inserted the correct coordinate in each cell’s formula.

You can use this same trick in the next column. After you label cell L2 “Employee Total,” enter this formula in cell L3: =(H3*I3)+(J3*K3). Then repeat the trick down this column, through cell L14.

Cell L15 is where, when our template is used on an actual job, we will get the total we have spent for labor at the end of any given day the job is in the shop. Just enter =SUM(L3:L14), and your template is ready to yield that data.

Of course, throughout the process of building this template, you want to remember to save your work. I saved my template as “costing template.” (Sometimes my creativity astounds even me.)

Just two more columns to go this month. The first is “Taxes,” and it covers the taxes YOU pay on your employees’ behalf. The one we most want to capture is our contribution to Social Security and Medicare, to which we contribute 7.65% on the wages we pay out. But if you make any other tax payments that are figured as a recurring percentage on wages paid, you want to add those in as well.

That percentage of 7.65 translates to a multiplier of .0765. So, if Social Security and Medicare are the only taxes you contribute, in cell M3 you will enter this formula: =L3*.0765.

Copy it again as described down column M, through row 14. Then, in cell M15, enter =SUM(M3:M14). On a working job, this cell will show your total costs for payroll taxes on the project.

Finally, we will get our total for the labor section of our spreadsheet, including the taxes just calculated, in cell N3. Enter the following formula there: =L15+M15. This adds the total taxes to the total raw labor numbers.

Next month we will figure overhead costs and how they are applied. In November, we will put our template through its paces by entering data from a sample job.

Look! Up in the Sky!

( October, 13 2008 )

...It’s a bird! It’s a plane! No — it’s your overhead!
I met an actual bean counter a few weeks ago. A former bean counter, truth be told.

Now vice president of sales for a company in another industry, this guy began as a cost accountant at – wait for it – a soybean processing company. Like I said, an ACTUAL bean counter. 

I share this anecdote to point out where my new acquaintance started and what he has become. If more people on the sales side had a first-hand understanding of what it costs to do business, a whole lot more companies would be a whole lot more profitable. That is what our spreadsheet-building efforts of the last three months are about, and this month the rubber really meets the road.
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So far, our cost accounting template has covered job-specific expenses for materials, labor and taxes on that labor. But operating a business costs us in other ways – ways that can’t be directly tied to any particular project. This month, we are going to identify those indirect costs, and make room for them on our spreadsheet.

Also known as “overhead,” indirect costs are the services you buy, the space you rent (or own) and the cost of debt you pay just to enable your company to do the work it does. Totaling them up and accounting for them fractionally on each job is nowhere near as daunting as it sounds. The spreadsheet makes it easy.

Take a look at the Overhead Calculation Form (OCF) on the right. It’s as easy as filling in the blanks. Later, we will do a little division, and you will have a solid number, tied to actual shop production, to cover overhead on the costing sheet. 

Most items on the OCF are self-explanatory, but a few need further discussion.

“Unemployment Compensation Taxes” are generally charged as a percentage of each employee’s wage. But – unless you have laid someone off for lack of work and they have collected unemployment – these taxes (depending on your state) are either miniscule or nonexistent. We include them as overhead so we are sure that, big or small, they are captured and that their cost is distributed across all the jobs we do.

The same is true of “Employee Benefits.” Total your costs for all the benefits you offer to people on the floor, administrators and managers. Similarly, “Admin/Mgmt Salaries (including SS/Medicare taxes)” should be considered overhead, because these folks are not directly contributing to a specific job; they are working on all of them, but in an indirect manner.

The simplest way to differentiate between direct and indirect costs is by answering this question: “Does the expense arise from the job itself, or is it a price I pay for being in business?”

You will notice several spots on the OCF under “Other Expenses.” Each business is unique, so don’t assume the items I have listed include all your overhead costs. Refer to your checkbook and other records to make sure you are capturing everything, and be sure to label them and enter their amounts.

I provide room for both the cost per month and cost per year because different expenses are billed in different ways, and because there is no better test of a particular item’s value than seeing what it’s costing you annually.

A ‘Far-Sighted’ View
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Cost accounting has the reputation of being a highly myopic practice. In truth, there is no better way to both understand the nuts and bolts of your business and to apply that knowledge to the bigger picture, so it can become a profitable machine. 

When you are confident that you have listed all your overhead items and their costs, sleep on it. Taking an additional day or two will often save reworking the numbers to include that forgotten annual spray booth maintenance or something else you have overlooked.

Divide the total of your projected annual overhead expenses by the number of hours you realistically expect to be worked ON SPECIFIC JOBS in the coming year. Note that BOTH of these are PROJECTIONS. It’s okay to use your current rent figure. But if you are in the middle of an annual lease and know your rent will go up sometime in the next 12 months, make your best estimate of your total for the year with that in mind.

Likewise, you are PROJECTING total shop hours to be worked in a typical month and across the next year. Base your projection on reality, not hope. If your shop is on a 40-hour week, use 36 weekly hours for each full-time worker. It’s better for your profitability to divide your overhead by fewer hours than will actually be worked than by more. The lower number helps ensure your costs are covered. One that is too high risks not covering them (and pretends that you have a shop full of workaholics).

(Note: I have entered “1” as “Projected Shop Hours” on the blank OCF to avoid an error message about dividing by zero, which appears in the “Overhead Rate” boxes when “Projected Hours” is left blank.) 

Creating the OCF is easy, and it’s a spreadsheet you will need to keep current as you do cost accounting on every job. Rather than give you step-by-step guidance for preparing it, I’d like you to try it yourself. If you have been working along with me on the costing spreadsheet to this point, the OCF should be a piece of cake. (Shoot me an e-mail if you have any trouble, but at least give it a shot.) For the added experience it provides in creating spreadsheets, I think you will be glad you did.

In the meantime, let’s return for a moment to the costing template on page 23. Last month, we completed it through “Labor Total,” cell N3. In the accompanying graphic, that column is now shaded, along with the rest of our previous work. This month, label the final seven columns as shown. When done, go to cell O3 (below “M + L Subtotal”) and enter this formula: =D15+N3.

Enter the quotient of the OCF, “Overhead Rate” in the next cell, P3. Then, in Q3, insert this formula: =H15+J15. It gives “Total Hours” by combining regular and overtime hours worked.

I said earlier that it is always better to project too few hours worked over a month or year than too many. Overtime is a big reason why. To get “Cost of Overhead” in the next column, we are going to include overtime hours in the calculation. 

Overtime is difficult to project. By including it in our cost analysis, we better determine what we can and should be charging for our work, based on what it really costs to run our business. “Projected Shop Hours” on the OCF should be estimated based only on “regular” hours, because when doing a quote, your labor estimate is based on the “regular” shop rate. But, estimating and analyzing are two different things. Including OT hours to get the cost of overhead at the analysis stage helps: (1) account for some of the cost of overtime, and (2) develop a record of the total hours your shop is really working, making future “Projected Shop Hours” estimates more accurate.

So, enter the formula =P3*Q3 in cell R3. Now we are really close. Here is your homework:

1) Prepare an OCF template.
2) When it is finished, save it as the blank template, then save it as “OCF 08.”
3) Fill in “OCF 08” and meet me here next month to put everything together — and to take our costing sheet out for a test drive. 

Finally, The Fun Begins

( November, 12 2008 )

Your hard work over the past few months is about to pay off — for the rest of your company’s life.
We started a journey four months ago. When it began, I promised that the result would permit you to know everything necessary to improve your company’s profitability. Based on your e-mails, most of you who started the journey are determined to complete it. I congratulate you, and can assure you that this month, your reward is at hand.

The cost accounting spreadsheet we started building back in July has taken you down roads, which, as a business owner, you probably knew you needed to travel, but were never quite sure how to navigate. 

But now, even before we test drive our spreadsheet by “plugging in” a sample job, you can already see the importance of an organized approach to doing business. You have a new appreciation of the simple reality that, by carefully tracking every money-costing facet of every job you do — and they all cost money — you are collecting real-time information that not only might save your profitability on this job, but also increase it on the next one.

Along the way, you have also learned how to get crucial information from your employees. That means you know how to manage people better.

Nearly all of our spreadsheet is shaded (see “empty” graphic), meaning we are almost done. We have just three columns remaining, all of which you labeled last month: Amount Billed, Total Costs and — drum roll, please — Profit or (loss). Talk about summing things up, eh?

Cell S3 (just beneath “Amount Billed”) requires no formula, so move to T3 and key in this one: =O3+R3. Then, in cell U3, finish your template by entering the formula =S3-T3.
Save your template on your machine with a name that will remind you that it is just that; a template. And just as a backup, put a copy on a disk or flash drive. And speaking of drive, are you ready? Let’s take this thing out for a spin!

Blank Template
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A Trial Run
First, with the sheet open, save a new copy for our sample ride. Under “File,” click “Save As” and rename the sheet “costing test.” Now look at the graphic with that name, and let’s walk through the entries on it.

I have imagined a simple p-lam counter project. For our purposes in testing our sheet, it doesn’t matter what the project looks like, so I have taken the simple approach. Even so, there are tips here you will want to follow through on as you do costing for every job, from the very simple to the highly complex.

First, notice that I have prefaced each material item with a quantity number. This practice not only allows you to write out the order in advance and recite it when phoning it in, it saves us a multiplier (read: space, and an extra formula) on our sheet. By simply entering the total for the materials on each line, regardless of quantity, we force ourselves to check that each pricing times the number of pieces purchased lines up with the amount billed when the invoice comes. If not, we have a problem, and we know our next step is to call the vendor.

The next few lines are self-explanatory, with one recommendation: Always work with the same inside rep at each vendor. Developing such relationships will garner you better pricing and service. Jumping from rep to rep only extends the time it takes for you to become “known” with vendor reps. A single point of contact ensures the most seamless, accurate transactions.

The “Notes” column may well be your first opportunity to format a cell. When you type in a note like the one shown, the text of that note doesn’t automatically jump to the next line until you ask it to. So if your note is too long, the cell will stretch and obscure the cell(s) next to it.

To solve this, right click on the cell in question, select “Format cells,” choose the “Alignment” tab, and check the box that says “wrap text automatically.” Pretty simple, huh?
A similar issue you may run into is how the spreadsheet interprets the number you type. If it “thinks” the number is a date, for example, an employee’s hourly rate of $17.86 will get garbled, to put it mildly. Use the right-click trick again and choose “Format cells,” but click the “Numbers” tab and from the Category list, choose “All.”

As you fill in the Employee, Regular Hours, Hourly Rate and OT Hours cells, the next group of cells fills in on its own, right through Cost of Overhead. All that’s left in order to see how you did is to fill in your selling price (“Amount Billed”) and look at the last cell.

That’s all there is to it!

In the midst of it all, creating this template seemed like a lot of work, didn’t it? But now that you see its power, I have to ask: Did you ever dream that figuring out your true costs could be so easy? 
Custom woodworking firm learns costing is important
( November, 10 2009 )

It might just be the best buzz anyone can get: After extolling the virtues of a particular practice, you find out someone not only has been listening, but also, unsolicited, offers to share testimony about how well it works.
Whether you are a preacher, a teacher, a coach or a manager, such validation is a pretty gratifying thing. So I am happy indeed to present — at their behest — the story of Mike and Alisen Dopf, co-owners of Ingrained Style Furniture in Calgary, AB, Canada. “We specialize in custom, solid wood interior woodwork for the commercial, hospitality and residential markets,” Mike says.

“Due to our solid wood differentiation, we are automatically placed in the higher end market. However,” he adds, “we do also possess the skills and machinery to work with p-lam and veneers.”

Ingrained Style does everything from complete lobby or hotel bedroom fit-outs, to restaurants, to residential furniture, to wood doors and millwork. You can see some examples of their work on the company’s Web site, IngrainedStyle.com.

Earlier this year, Alisen wrote me to say that the recent “Management Strategies” series about cost accounting (it began in July 2008 with an article called “Five Easy Pieces”) was just what their shop needed, and she and Mike wanted to tell others why.

“I had been tracking labor and materials for about two years, but had no idea what to do with the data holistically,” Alisen says. “I started with your spreadsheet for tracking time on the floor.”

Readers will recall my warning that employees, told they must begin accurately tracking the time they spend on every project, will continue to move from job to job and task to task just as they always have, then fill in their time sheets before going home, confident they can accurately reconstruct their workday.

The trouble is, they can’t. They will try to make it look like they filled out their time sheets on the fly, but they will always give themselves away by making their total hours add up to exactly eight.

Sure enough, Alisen says, every one of her crews’ time sheets “magically” added up to eight hours per day.

But she wasn’t fooled.

“I switched to a time clock, which works like a charm,” she says. “I made sure everyone knew they wouldn’t get paid properly if they didn’t swipe properly, and that I wasn’t going to double-check employees for a missed swipe.

“Now,” she adds, “I have perfect payroll and cost accounting hours for every job.” What’s more, the timekeeping software that came with the clock downloads right into Quickbooks, so payroll and cost accounting are easier still.

“We saw the results of the costing system the first day,” says Mike, “but it took about a month of running different types of jobs through our workshop before we pinpointed what needed to change.”

Wow. I mean, could it be?...

“I do a very thorough job of estimating, by breaking down how long each manufacturing process should take,” he continues.

...It sure sounds like...

“So when the workshop went over on hours, instead of estimating more, I worked with our guys to find the bottleneck in the process and fix it, not simply give them more time.”

...Yes! Not one, but TWO managers who actually manage!

The best part is, they’re married. Maybe the species can come back, after all.

No Longer a Choice, But Survival
“We have to do this,” Mike explains, “because of the recession and the amount of competition. We simply can’t charge more than our competitors are for the same product, materials and quality. So we better do the job in the best possible time we can achieve.”

Mike’s point is crucial. If there is one dangerous tendency I have noticed in custom shops, it is buying into the idea that because a piece is custom-made, there is no telling how long it will take to produce. This may be a good sales line, but when it comes to being profitable, you practice it at your peril.

Every project, whether completed as a custom operation or on a production line, is the result of repeated, familiar and, therefore, quantifiable tasks. The figure we are after is the time involved — how long it reasonably takes to do the tasks in question until the job is done.

The degree to which any shop is profitable — and I don’t care what it makes — can always be correlated to how well managers know those numbers and how successful they are in holding their people accountable to them. Just ask Mike.

“Our estimated and actual costs are now dovetailing,” Mike says, “due to the work on the manufacturing side to fix the bottlenecks.

“Overall,” he continues, “I think we did raise our prices a bit to account for our ‘real’ overhead costs, instead of our estimated costs. And our quotes are now standardized, because we know each process takes a certain amount of time. We just multiply that by the number of items to be done.

“Pretty cool,” he enthuses, adding the Canadian exclamation mark, “eh?”

Perhaps cooler still is what cost accounting taught the Dopfs.

“We were shocked to find that ‘sure winners’ — jobs we had counted on for years to make us money — were break-even jobs at best,” Mike says. “Also, some of our supposedly ‘low-margin’ work turned out to be our best profit models!”

Costing, he notes, has “completely changed how we market ourselves and which product lines we actively promote.”

“I don’t care how nice your books are,” Alisen adds, “if you don’t have this information, you are operating in the dark.”

Next month we will finish our visit with Mike and Alisen, as they discuss exactly how cost accounting has changed Ingrained Style’s approach to selling work and its effect on their long-range business plan. And they will share one more number no shop should be without.

