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There’s a 
technique 
to expense 
minimization. 
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 Additional profit desired = A* times Gross Profit Margin**

  $40,000 = A x 60%
 * sales needed to deliver the additional profit desired

** gross profit margin is 1 minus the cost of goods  
percentage (1 – .40 = .60 or 60%)

 A = $40,000 / .6

 A = $66,666

to have

The Business Owner

❑

Profit Enhancement Through Cost Reduction: The Time Is Now, continued from cover

At the business 
level, it is not 
always apparent 
where expenses 
can be reduced.
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First Step Toward 
Profit Enhancement?  

Break Down 
Employee Resistance

Harry P. Lay provided the expertise for this article. You can 
reach him at harryl@laypsi.com or (918) 743-5800.  ❑

Dollar Cost Averaging: 
Get Your Money in the 

Market at Reduced Risk

 Periodic Purchase 
 Amount Date Share Price Shares
 $12,500 1/1/09 $105 119

 $12,500 4/1/09 $110 114

 $12,500 7/1/09 $106 118

 $12,500 10/1/09 $100 125

 $12,500 1/1/10 $97 129

 $12,500 4/1/10 $92 136

 $12,500 7/1/10 $90 139

 $12,500 10/1/10 $98 128

   Average: $99.33 Total Shares: 1007

Note:

❑

If your employees 
think that higher 
profits will just go 
to line your pockets, 
good luck getting 
them to work hard 
to make it happen. 
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How to Create and Sustain Superior Profits
The Business Owner

 
competitive advantage

competitive strategy

1. Cost Leadership

2. Differentiation
unique

Basic Strategy Option 1: Cost Leadership

 

Basic Strategy Option 2: Differentiation

 

 

This article is based on the published work of Michael E. Porter, 
particularly  and ,  
as interpreted by David L. Perkins, Jr.  ❑
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Cost Drivers and Where to Look to Lower Cost
 

a business 

Economies of Scale

Learning

improvements, or improvements in 

 

Capacity 
Utilization

The only way 
to survive is to 
continually lower the 
cost that it takes to 
produce each unit.

Businesses should 
organize themselves 
in a way that 
allows for volume 
processing.

The rate of 
learning in an 
organization tends 
to depend on the 
degree to which 
management 
emphasizes its 
importance.

continued on next page     



The Business Owner, January/February 2009    7

PROFIT  ENHANCEMENT

Linkages 

other

 

 

Vertical Integration

Timing 

 

Interrelationships

a
serves the purpose 

Discretionary 
Policies

Identifying linkages 
requires that we 
ask, “What are all 
the other activities 
elsewhere that 
have or might have 
an impact on the 
cost of performing 
this activity?”

Almost any firm 
can use timing 
to reduce costs 
over competitors 
by simply buying 
during times of 
lower prices.

continued on page 8     

Cost Drivers and Where to Look to Lower Cost, continued from previous page
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Want to Improve Profit? Everything’s Negotiable

 

 

 

❑

I must protect my 
business and those 
who depend on it, 
and if that means 

standing up for what 
is right with a vendor 

or employee, then 
that’s my duty. My call 
to help the weak and 
give to the hungry is 
exercised elsewhere.

motivation

Location 

 

The basis of this article is the work of  
Michael E. Porter as described in his 
two books,  and 

.  ❑

Cost Drivers and Where to Look to Lower Cost, continued from page 7
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Beware of Scams Using IRS Name and Logo

e-mail to a new 

authorities to help 

 

  

Some people have 

 

 

personal 

 

❑

Some people have 
received phone 
calls about the 
economic stimulus 
payments, in 
which the caller 
impersonates an 
IRS employee.

The IRS does not 
initiate taxpayer 
communications 
through e-mail.

In a new scam, 
both a form and 
cover letter 
are faxed to 
people with 
instructions to 
fax the completed 
form back to the 
number contained 
in the form.

TAXES

Don’t Forget to Fund Your 
Retirement Savings Plans by 

April 15! 
Plan Type IRC Section 2008 Max

Defined Benefit 415(b)(1)(A) $185,000

Defined Contribution 415(c)(1)(A) $46,000

Elective Deferrals 402(g)(1) $15,500 
401(k) and 403(B) Plans

Elective Deferrals 457(b)(2) and $15,500 
457(B) and 457 (C) Plans 457(c)(1)

Catch-up Contributions 414(v)(2)(B)(i) $6,000 
401(k), 403(B) and 457 Plans 

SIMPLE Retirement Accounts 401(k)(11)(B) and $10,500 
 408(p)(2)(B)

SIMPLE Catch-Up Contributions 414(v)(2)(B)(ii) $2,500
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13 Rock-Solid Reasons It’s Time to Buy, Not Sell 
(Public Equities)

 1. Buy Low, Sell High.

 2. If You Don’t Need the Money Now, Chill Out!

 3. Equities Are a Hedge Against Inflation.

 4. In a Volatile World, the U.S. Will Thrive.

 5. Don’t Be Chicken Little.

 6. Statistics Indicate That Stocks Are Undervalued.  

 7. Don’t Base Your Decisions on Highly Unlikely Worst-
Case Scenarios.

 8. Follow the Leader.

 

 9. You’re Buying Companies, not Tulip Bulbs.

 10. We Have Learned from the Past. 

 11. View Stocks Today as Being on Sale.

 12. View It as an Offer to Buy or Sell.

 13. Look at the Great Depression!

before

❑
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Investment Losses: Use Them to Reduce Taxes

 

Right of Offset:

Net Loss Deductibility:

 

Realized

Wash Sale Rule:

Note:

 
 

❑

TAXES

IRS Announces 2009 Standard Mileage Rates

 

 

 

 

❑
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EMPLOYMENT

Hire and Employ Wisely to Reduce Employee 
Termination Problems

Have a Written Employment Policy That Contains  
the Following:

Statement of Non-Discrimination.

At-Will Employment Statement.
 

Non-Solicitation and Confidentiality Statements.

Focus on and Document the Business Purpose: The best 

Have All Job Applicants Sign a Written Application: 

Have Written Job Descriptions:

Quarterly Inform All Employees of the Following:

Hold and Document Periodic Employee Reviews:

 

Develop and Put in Place Uniform and Progressive 
Disciplinary Standards:

Hire Based on Skill, Ability and Experience: The best 

Have Your New Hires Sign a Confidentiality Agreement: 

Have Your New Hires Sign a Non-Solicitation Agreement: 

Document Employee Misconduct or Underperformance: 

 

Maintain Employee Complaint Procedures:

Mike Lissau, an employment law expert with Hall Estill, and 
William O’Connor, an attorney with Norman Wohlgemuth, each 
provided his expertise for this article.  ❑

“So, with just a few extra lines and a splash of color, our dismal 
earnings become a lovely mountain scene.”

© Mark Anderson, All Rights Reserved www.andertoons.com



About the Publisher

David L. Perkins, 
Jr. owns, 
writes, edits 
and publishes 
The Business 
Owner, the 

newsletter of choice for more 
than 30,000 business owners 
who are serious about building 
wealth through successful 
private business ownership.

Perkins draws editorial ideas 
and inspiration from his own 
life as a business owner and 
investor, and his daily work 
as a mergers & acquisitions 
consultant, where he has 
advised on more than 100 
purchase/sale transactions 
involving both private and 
public companies. His M&A 
consulting firm is Acquisition 
Advisors, which he founded in 
1997 and which specializes in 
transactions valued between 
$5 million and $75 million. 
Visit AcquisitionAdvisors.com 
to learn more.

Perkins holds a bachelor of arts 
degree in psychology from the 
University of Oklahoma and an 
MBA from the University of Notre 
Dame, and has completed the 
executive education course titled 
“Mergers and Acquisitions” at 
The Wharton School, University 
of Pennsylvania. He also pulls 
editorially from prior experience 
in commercial real estate leasing 
and brokerage, commercial bank 
lending and private company 
financial management.

Perkins is the author of  
A Concise Overview of Business 
Valuation and co-author of The 
Business Sale, An Owner’s 
Most Perilous Expedition.  
You can buy the former at  
www.TheBusinessOwner.com.

Contact him at 800-634-0605 or 
DPerkins@DLPerkins.com.

The Business Owner, January/February 2009    13

EMPLOYMENT

Have to Let an Employee Go?  
Read This First!

Pause Before You Terminate:

Conduct the Termination Notification Privately but with a Witness:

Have a Written Termination Statement:

Conduct an Exit Interview:

If You Have Special Concern, Talk to Legal Counsel Before Termination:

Protect the Employees’ Interests as Well as Your Own:

Don’t Withhold Compensation:

Mike Lissau, an employment law expert with Hall Estill, and William O’Connor, an attorney with 
Norman Wohlgemuth, each provided his expertise for this article.  ❑

“ You gain strength, courage and confidence by every experience in which 
you really stop to look fear in the face. You are able to say to yourself,  
‘I have lived through this horror. I can take the next thing that comes 
along.’ You must do the thing you think you cannot do.”

Eleanor Roosevelt



14    The Business Owner, January/February 2009

MANAGEMENT

Sway: The Irresistible Pull of Irrational Behavior
By Ori Brafman and Rom Brafman

Reviewed by David L. Perkins, Jr.

 

Errare humanum est

why

Sway

Sways That Derail Rational Thinking
Diagnosis Bias:

Commitment Bias:

Loss Aversion: 

Value Attribution:

Procedural Bias:

Group Conformity:

❑

“ A storm comes, you relocate, and no matter where 
you end up, you work hard, learn to have fun again 
and live your life. Ultimately, it’s about moving on, 
healing up and getting the job done.”

Jeremy Shockey
NFL Football Player
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