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BUILDING A HIGH-PROFIT BUSINESS MODEL 

Executive Overview for: 

Backward Profit Planning –The “Forced” Profit Approach 
 “One way of establishing a forced Plan for Change within a company and identifying 

how much change is going to be needed to earn expected returns is to first establish 
the desired profit dollars or return on sales. 

 In other words, you start your planning process by determining what profit dollars are 
required to satisfy your return on investment criteria, whichever one you have chosen, 
and plug that number in at the bottom first. Then we plug the expected revenue in at 
the top and back into the direct costs, gross profit and SG&A expenses. 

 You then look at what each of these numbers are currently and then determine what 
change initiative are needed in each Big 5 P&L line items (Revenue, Direct Cost, GP, 
SG&A) to allow for the desired profit and return. 

 This will allow you to immediately determine how much of a challenge is ahead of you 
and the level of “change initiatives” that need to be implemented to drive the needed 
revenue growth, cost reduction and profitability to achieve the desired returns. One 
thing you must remember is that if the gap is large, you can’t totally close that gap in 
one year. It may take a two or 3-year plan. That’s why we call it a Strategic Plan  
-YourBoard.US 
 

1. The various measurements used in arriving at your desired financial return. 
2. An example of how the “forced” profit approach works. 
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Which comes first, the chicken or the egg? Which method do you use when planning for profits? I 
have always looked at it from both angles. 

  

 Profit Desires               FINAL         Actual planned costs and resulting profits 

 
What financial “return criteria” do you prefer to use in measuring the financial performance of your 
company? 
 
I have found the best way to use this exercise is to first establish your needed operating profit that 
hopefully will be enhanced rather than diminished by “other income” and “other expenses” and will 
allow you to reach your desired “return” objectives on your chosen “return” method.  

 Return on Investment (ROI) – If you have made an investment you would expect to receive 
an annual rate of return that would exceed a low risk market rate. Depending on the risk, the market 
might be rewarding investors between 5% and 20% and more. Your bottom line distribution should be 
at a level that provided enough return that justifies your investment and the associated risk with it. 
 
Return on Equity (ROE) – If you are attempting to gain a return on the equity in the company after 
you deduct liabilities from assets, you should be looking at somewhere between 12-25%, depending 
on the type of industry and business, the state of the economy and the risk factor considered when 
trying to secure capital.  
 

                             Net Profit after Tax 
                                            Net Worth                                                
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Return on Assets or Return on Net Assets (ROA or RONA) is a measurement on how much return 
you are earning on the assets you have employed in the company. All of the assets funded by 
either debt or equity should be earning a return. This measurement is used more in large 
companies. You would hopefully, earn 8-12% on assets that you are responsible for deploying in 
your company. 
 
   Net Profit after Tax        =   ROA              Net Profit after Tax                     =  RONA 
        Total Assets                                  Total Assets Applied to Business 
 
Most private, closely held and family owned smaller and mid-size companies basically look at  
ROS-Return on Sales as their key return indicator. 
                                                           
Net Profit after Tax    =   Return on Sales 
              Sales  
 
Cash and cash flow are king in closely held private companies. 
 
Whatever the measurement you decide to use, you should consult with your CFO or 
Financial/Accounting resource or outside Accounting Advisor and pick the financial return 
measurement that is best suited for the owner’s interests which should also be connected with 
how the industry generally measures financial performance. By researching and using industry 
benchmarking (again, through some research), set a net profit goal that allows you to achieve 
the return goals you have set. To be realistic, it is important that your profit return goals don’t 
exceed by too much, the profit results found in the “High Performance Companies” in your 
industry. You want your company to generate the best return or at least in the top 10% within your 
industry but you don’t want to frustrate yourself with unrealistic goals in the short term. 

 

An Example of the Forced Profit Approach 
 
Just assume that the benchmarking information you secured on your Industries financial 
performance, indicated that the top performers in your industry were getting a return on sales 
from 6-8% before tax.  
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 Steps in Backward Profit Planning 

 
You would look at your planned revenue for next year, apply the “forced” net profit before tax 
percent that you want to establish as your bottom line return on sales (ROS) goal and then back 
into all other costs and expenses to determine the goals you need to set with direct cost, gross 
profit and SG&A to achieve your goal for profits. 
 
Example  

                                                                  Top 10% Big 5 Goal     Current Big 5 

 Your  revenue for next year is:                                     $10,000,000                            $9,000,000 
Your  direct cost                                                           _____ ?_______                 7,000,000 
Your  gross profit                                                           _____ ?_______                           2,000,000 
Your  SG&A                                                                    _____ ?_______                           1,600,000 
Your operating profit                                                   _____ ?_______                             400,000 
Your forced Net profit before tax goal 8%                $     800,000                         Initial Profit GAP 
                                                                                                                                            $400,000 
 

Summary 
Using this forced profit approach you back into all of the other numbers and keep doing “what if’s”. 
You then set and manage “Change initiatives” that can ultimately get you to your Operating Profit 
Goal.  

In the example above, it would be necessary to create “change initiatives” that generated an 
additional $400,000 in operating profit to meet the return goal of $800,000. 
Keep in mind if your current direct cost, gross margin and SG&A put you a long distance away from 
your profit goals, you must consider putting the initiatives in place over a two or three year period to 
allow for the revenue increases, the direct cost decreases, GP improvement and SG&A cost 
reductions from managed initiatives to take hold. 

Also, keep in mind that the size, market accessibility and material and/or labor cost structure will vary 
based on company size, purchasing power and geographic location. Accessibility to premium 
distribution is also a factor.  

While the goal is to be a top 10% industry performer overall, you obviously must evaluate some of 
these other considerations. Don’t let these obstacles be a crutch or excuse for poor financial 
performance but they are data points to consider.  

Over my many years I have seen small and mid-size companies defy all odds to overcome very 
legitimate obstacles to achieve market leadership.  
 
 



 
 
 
 

5 

Setting the profit objective, based on the results of high performing companies within your industry, 
and then creating and managing the “change initiatives” to get you there and beyond, is always 
the goal of great leadership.  Yourboard’s theme is: “getting you from where you are now to where 
you want to be.” It can be done but the team, led by the owner or senior leader, must create the 
strategic vision and a high performing company organization and culture who can create real 
“competitive differentiation” and drive a “High Profit” Business Model that engages all of the 
organization in the implementation of initiatives that allow for all of the company objectives for 
growth and profit improvement to be met. I really do believe what Henry Ford once said: “Whatever 
you think will happen—you’re right”. 

 

 

 

 


