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Identify your Best Sources of Business Profits 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

A Rolling Stone Gathers the Profit 
 
At an age when they should (or we just wish they would) hang up their leather trousers and retire, more and more ancient 
rockers are embarking on yet another tour with The Rolling Stones top of the list. Prior to Covid, The Rolling Stones (of course!), 
Madonna, The Who, Neil Young, Rod Stewart, Pearl Jam, Queen, and even Ringo Starr were all performing on stages around the 
globe. Given that many of them are nearing or way past grandparent-age, you might wonder why they’re still bothering so 
many years after their first taste of fame.  
 
The performers will say it’s because they love it and that they ‘don’t want to let the fans down.’ But there’s another hard-nosed 
reason to get their weary old bones back on the tour bus. And it’s this: touring boosts their profits in a way that digital music 
sales and royalties can no longer do.  
 
Top performers can take home 35% of the night’s gate sales and up to 50% of the money made from merchandise sales, 
according to Forbes’ journalist, Peter Kafka. Their record labels are likely to receive none of that, which means the stars are likely 
to receive a whopping payout for their performances. 
 

Singing aside, what can you learn from the likes of Mick Jagger when it comes to your business? 

mailto:admin@cbswtax.com.au
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Customer Analysis & Focus 
 
You need to focus on the part of your business that brings the most profits. The Rolling Stones could have retired decades ago 
and waited for the income from album sales and royalties to trickle in. Instead, they made the decision to continue to tour and 
have generated many millions as a result. In just under three years, for example, the band’s overall concert grosses topped $401 
million, according to Billboard.  
 
The following story also illustrates why it makes sense to focus on the most profitable part(s) of your business.   
 
A major direct marketing company with significant annual sales, reviewed its customer database to determine where its profits 
were coming from, Business-to-Business (“B2B”) or Business-to-Customer (“B2C”). At that time, 50% of its sales were to 
consumers and 50% to businesses. The business was surprised to discover that the profits on the business sales were 500% 
better than those to consumers. Most consumer sales weren’t even profitable even though they represented the majority of 
customers, transactions, and expenses.  
 
The decision was made to focus on B2B sales. It required a significant turnaround in the business: at that time, the company 
employed 500 people taking inbound calls from customers and only 100 people making outbound calls to businesses.  
 
The changes took two years to fully implement. By the end of that period, 95% of its sales were to businesses (B2B) and only 
5% to consumers (B2C) - Sales flourished. The company had been growing at 21%pa before the turnaround but by the end of 
the two years averaged 50%pa. Profit growth was equally dramatic.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
So, what can you do to boost your profits besides cutting costs? For a start, identify your most profitable customers and then 

do everything possible to increase sales to that segment of your business. Focus on attracting more customers like them. 
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Critical Factors to Improving Profitability  
 

For most SME businesses, profit improvement is one of their top 3 priorities. It is vital that business owners and managers 
understand the drivers of profit, as well as the connection between profitability and cash flow. Profitability is affected by sales 
and reducing costs. Within sales there are 3 critical areas: price, volume and customers. Each of these is connected and affects 
sales in different ways. 
 
There are further ways to increase your profitability through monitoring and reviewing your business fixed and variable 
expenses and also your supplier management (your supply chain).  
 
Price 
 
To improve profitability and performance, price sets the scene. It will determine the volume of sales and ultimately attract 
different types of customers. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
The most obvious part of profitability is the selling price. It is essential when determining the price to ensure that the price and 
sales volume allow the business to be profitable. It is therefore, good practice to also review prices regularly and this is even 
more critical in this inflationary and supply chain disrupted economic environment. 
 
There are many factors that you need to consider when setting prices, for example, the balance of pricing across the product 
range. You may have a loss-leader (this is a product that makes little or no profit), which can be offset by other profitable 
products. Pricing should also consider the level of competition and relative pricing – reflecting the position you wish to take in 
your market segment. 
 
When offering a discount to a customer, always remember that the discount may increase sales volume, but it will also eat into 
the profitability of the products. You should record all discounts and review them regularly - and ideally eliminate discounting 
as a general practice. More importantly, given the economy has entered an inflationary environment - businesses should be 
considering appropriate price increases. The impacts of both price reductions and increases are illustrated in the tables below. 
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There are two ways in which you can monitor pricing: gross profit margin and mark up. These can be linked through to your 
pricing strategy. Monitoring both will allow you to make sure they are both in line with the pricing strategy and make changes 
when necessary: 
 

• Always review your gross and net margins against previous periods; 

• Understand customer profitability for each customer and their behaviours; 

• Eliminate discounting if possible; 

• Implement and review a mark-up policy – this will ensure that you are in line with the policy; 

• Analyse sales on a regular basis; and 

• Use key financial indicators to identify any anomalies that may impact the sales price: 
 
(a) Cost of goods sold margin; 
(b) Gross margin; 
(c) Average stock turnover; and 
(d) Mark-up. 
 

For a copy of Business Australia’s “Pricing Strategy in Six Steps” document, please click on the link HERE. 
 
 
Sales Volume 
 
There are two ways in which volume can be increase. The first is through increasing your current level of sales with your existing 
customers, and the other is sourcing new clients. 
 
To increase sales to your current customers, you will need to implement a marketing strategy to entice more sales. Something 
that most businesses fail to see is the ability to up-sell to their existing customers. Making sure that all staff are trained in this 
area could be most beneficial for your business. 
 
Selling targets are a way to monitor overall performance and enhance profitability. Therefore, I advise you to look at this 
carefully as it can have an impact on other areas of the business. Understanding your break-even point will allow for realistic 
targets to be set and ensure profit is maximised. 
 
To help increase the sales volume: 
 

• Understand the current customer buying patterns; 

• Implement a marketing strategy to increase sales volumes; 

• Introduce loyalty programs that encourage referrals; 

• Train staff to up sell and make sure they are aware of the high-profit products; 

• Use break-even calculations to set sales targets; and 

• Always research to see if there are other markets that the business can move into. 

 
 
 
 
 
 
 

https://cbswtax.com.au/wp-content/uploads/2022/06/Pricing-Strategy-Roadmap-Business-Australia.pdf
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Customers 
 

 
 
First and foremost, excellent customer service is imperative to keeping and winning new customers. Understanding their 
needs and wants is a simple step to improving the performance of the business. 
 
Having a Customer Relationship Management system will enable you to keep a wide range of information about your customer 
and their behaviours. If the business needs to increase the selling power, using this tool is the first step and can help you to: 
 

• Understand the needs of the business customer and use this information to improve the customer service experience; 

• Measure customer service levels, for example, there are many free tools such as Survey Monkey to gain these insights; 

• Reward current customer for their loyalty; 

• Consider using mystery shoppers to monitor customer service; and 

• Have regular contact with your customers to make sure your business is front of mind. 

 
 
Customers want to know who you are, what you stand for, and the really important bit how you’re going to make their lives 
better or easier (or both). And the only way you can know this answer - by understanding them as best as you can. 
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A better view of your business approach to a market is by thinking in terms of a customer Value System within which value is 
created by your business’s products and services that are used by your customers. Within that value system your suppliers, sales 
and distribution channels, value chain, business models and customers all interact to create an efficient ecosystem. 
 
Value systems are specifically designed to address the needs of a particular customer segment with a particular product. A beer 
company, for example, sells its products to women, young men, sports fanatics and other groups, but each segment must be 
approached through a distinctive and unique value system. 
 
That said, it is the entire value system from suppliers to product disposal that needs to be optimised when seeking to maximise 
the value we extract from an opportunity, and they can play a critical role in the success of your business strategy. 
 
One painful lesson from the failure of many companies, is that “transplanting” a business model from one product to another is 
sometimes a recipe for failure. Instead, each new product or business opportunity must be run on its own value system, entirely 
optimised for the customers it serves. 

 
 
To prevent tunnel vision and get the most out of new products you must embrace the fact that both products and customers 
must reside within a value system that is specifically designed to maximise the value that can be captured from a particular 
opportunity. 
 
Within this value system, you must find a value proposition that creates customers’ incentive to buy, a market positioning plan 
that sells those benefits and makes them available to the right customers, a value network that’s optimised to deliver the 
promised value and a business operating model that captures a piece of the value created and converts it into sustainable 
profits. Fundamentally, adapting your business means improving your operating model – the key link between strategy and 
execution, as shown in the diagram below. 
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When developing new businesses all decisions count, from the selection of the right customers, and the optimisation of the job 
the product or service offers to do for them, to the determination of the right pricing for those customers, picking the right 
suppliers and the selection of the right sales and distribution channels. In the end, it is the entire value system that must be 
perfected, from suppliers to product/services distribution, if you want to maximise the value that the product/service creates 
for its users and for your company. 
 

In conclusion, each business has their specific challenges when it comes to profitability – and this can be dependent upon 
many operating factors – both internal and external to the business. 

 If you have found this article valuable in understanding profitability and would like to learn more, then please reach out to 
your CBSW contact director for some further assistance. 

 
 
Australian Business Results: Asia Pacific SME Business Survey  
 
A survey was conducted by CPA Australia in November/December 2021 and covered more than 4,250 businesses employing 20 
or fewer employees (with more than 500 SME’s from Australia included in the survey). 
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To obtain a copy of the full Asia-Pacific Small Business Survey report - please click on the link HERE. 

 

To get a copy of the Australian Small Business key findings extract, from the full report - please click on the link HERE. 

 
 
Business Changes & Challenges for 2022/23 
 
A recent Mid-Market business report from MYOB has provided some useful insights into both business challenges and changes 
being implemented by Australian and New Zealand businesses.  
 
Some of the key challenges and changes are summarised below by Australian SME business. 
 
Challenges 
 
The top five that were identified by businesses surveyed were: 
 

• Shortage of skilled employees (37%) 

• Risk of on-going business interruptions due to COVID-19 restrictions and related employee absences (36%) 

• Maintaining a steady operating sales revenue (35%) 

• Disruption of supply of goods from overseas (31%) 

• Business operational and compliance requirement costs (31%) 
 

https://cbswtax.com.au/wp-content/uploads/2022/06/CPA-Australias-Asia-Pacific-Small-Business-Survey-2021-22.pdf
https://cbswtax.com.au/wp-content/uploads/2022/06/Asia-Pacific-SME-Business-Survey-Australia-summary-sbs-2021-22-CPAs.pdf
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Perhaps since this survey was completed we could now add the challenges now associated with heightened inflation risks, 
pricing of business goods and services and increasing interest rates implications on both consumer demand and business debt 
funding. 
 
Planned Operational Changes 
 
Most Australian businesses are planning more changes in the 2022/23 because of the changed economic and global marketplace 
and the additional impacts of global instability, in particular the Ukraine/Russia war on energy costs and further supply chain 
disruptions.  
 
In Australia, this means a focus on improving productivity and efficiency, as well as increasing or reinforcing adaptability through 
an increase in technology investments, coupled with both structural changes and diversification of the products and services 
they offer to the market – supported by growth in employee numbers. 
 
The top changes that are planned include the following: 
 

• Invest in more technology to better run/manage our business (37%) 

• Hire more full-time staff (35%) 

• Invest more in marketing and advertising (29%) 

• Change/restructure their business model (27%) 

• Provide more/new goods or services for clients/customers (24%) 
 
Key Business Capabilities 
 
Businesses identified the following will have the biggest influence over whether they can achieve your business goals moving 
forward in 2022/23. 
 

 
 

To get a copy of the full Mid-Market Business report from MYOB, please click on the link HERE. 
 
 
 

 

Disclaimer: 
 
Business Plus is distributed monthly by CBSW Tax & 
Business Advisors to provide information of general 
interest to our clients. The content of this newsletter does 
not constitute specific advice. Readers are encouraged to 
consult their CBSW advisor for advice on any specific 
business matters. 
 

 
 
 
 

https://cbswtax.com.au/wp-content/uploads/2022/06/MYOB-Bold-Ambition-Mid-market-businesses-in-2022.pdf

