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We have all felt the impact of the economic downturn and seen how this recession is negatively affecting all aspects of our printing industry. More than ever, we need to pay close attention to several important ratios or metrics if we are to survive these tumultuous times. Benchmarking studies like the Printing Industries of America’s Ratio Study can help us identify not only where we are as an industry, but also help us troubleshoot potential profit wasters in our individual companies.

VALUE ADDED

As you may recall from our prior articles, we recommend using the Value Added (VA) as the basis for computing your metrics. VA is calculated as follows:

 Value Added (VA) = Sales less Materials and Outside Services

 VA is thus what remains from your sales to cover all remaining overhead expenses (including payroll) and still achieve a profit.
PAYROLL
As shown in the following example, payroll accounts for well over 50% of the Value Added (VA) cost for both profit leaders and the industry as a whole: 
LABOR COSTS

As you can see, once you add together the labor percentage and the expected profits, only 32% to 37% of the remaining costs are left.  Many of these costs are considered fixed costs, like depreciation and rent, and cannot be controlled easily because they are the result of prior decisions.  Given this significant impact, your greatest opportunity for controlling costs most likely rests with payroll. 

Total Payroll Cost/VA per Payroll Dollar
The first payroll metric you should consider is total payroll cost as it relates to VA. In reviewing this metric, remember that payroll cost represents wages plus payroll taxes and benefits. As shown in the graphic below, this company was most profitable when the VA per payroll dollar achieved its target of about $1.75. 
Value Added per Payroll Dollar – Example:
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Sales 27,784 $   32,148 $   29,428 $   28,523 $   29,000 $  

Materials & OS 14,237 $   16,363 $   15,776 $   15,212 $   15,400 $  

VA 13,547 $   15,785 $   13,652 $   13,311 $   13,600 $  

VA % 48.8%

VA per 

PR $

49.1%

VA per 

PR $

46.4%

VA per 

PR $

46.7%

VA per 

PR $

46.9%

VA per 

PR $

PAYROLL COST

Direct labor 3,761 $     0.77 $  4,287 $     0.86 $  4,287 $     0.74 $  4,320 $     0.75 $  3,819 $     0.86 $ 

Labor and fringes 2,668 $     0.54 $  2,780 $     0.56 $  2,780 $     0.48 $  2,472 $     0.43 $  2,487 $     0.56 $ 

Selling labor 1,185 $     0.24 $  1,119 $     0.22 $  1,119 $     0.19 $  1,236 $     0.21 $  977 $         0.22 $ 

Administrative labor 539 $         0.11 $  687 $         0.14 $  687 $         0.12 $  743 $         0.13 $  488 $         0.11 $ 

Total Payroll Cost 8,152 $     1.66 $  8,873 $     1.78 $  8,873 $     1.54 $  8,771 $     1.52 $  7,771 $     1.75 $ 

VA PER PAYROLL $ $1.66 $1.78 $1.54 $1.52 $1.75

EBITDA % 4.1% 8.1% (1.1)% (0.5)% 6.1%

2006 2007 2009 TARGET 2008


Metrics differ for each printing company, but the range of $1.50 to $1.75 is often a good target for most printers. To ensure this metric is appropriately tailored to your company, however, take a look back at your profit history and develop an analysis of your VA per Payroll Dollar as we have done in this example. 
One word of caution, though, in developing this metric:  The extreme pricing pressures of today’s market are reducing the VA available even more than usual.  This makes achieving these targets even more challenging. Calculating this ratio will show you in today’s terms what you probably already know: We simply don’t need (and can’t afford to have) as many people on payroll as we have had in the past. 

Direct Labor vs. Support Labor
Another important ratio involving payroll is the relationship between direct labor (employees that charge their time to jobs) and support payroll. Support payroll represents everyone who does not charge time to jobs, (supervisors, customer service reps, sales, estimators, planners, administrative personnel, etc.). When we extrapolated data from the Printing Industries of America Ratio Study, all firms calculated out to have $1.10 of support payroll for $1.00 of direct labor, or a ratio of 1.1 : 1.0.  This is the “norm” most printing companies should aspire to achieve. Granted, this ratio may be more difficult for printers to attain in these tumultuous days of terminations, reduced work weeks, salary reductions, etc. It is still a valid and important practice to determine this ratio for your company as a benchmark of where you are and where you can improve. And should you find your ratio falls well off the mark – 1.2 : 1.0, for instance – it may be time to review just how many administrative people you really need,  or whether your estimators can do “double duty” as planners. You may find your staff has a deeper reservoir of talent and ability than you previously thought.
 PRODUCTIVITY
Profit also needs to be reviewed in light of our current utilization (production) rate. As you can see from the following, the goal here is to be at a utilization metric of 75% to 80% (minimal range). 
Direct Labor Utilization:
Direct Labor Chargeable over (divided by) All Direct Labor Hrs

Hours working on              
Chargeable Hrs plus:
A Billable Job                    

Maintenance Hrs &
                                    

Doing Nothing Hrs
Minimal Goal Range 75% to 80%

If you have too many “Do Nothing” or "Not Chargeable" hours inflating the denominator of this equation, take a look at what is happening within your production. Is too much time being wasted waiting for plates or paper? If so, where can you improve that workflow to increase efficiency? Do you have too many people for your sales volume? A “no work” situation should send you right back to looking at the payroll metrics we discussed earlier. 
CASH FLOW

“Cash is King” has long been our mantra at MargolisBecker. When looking at your profits, it is critical to know your cash flow coverage to ensure that you have sufficient cash flow to support your debt service.  It is also important to know what its effect will be on your working capital. Let’s look at an example:

Cash Flow Coverage

Income after Taxes or Distributions (S Corps)

$200,000

Depreciation




$250,000

Interest Expense




$  80,000

EBITDA or Cash Flow



$530,000

Debt Service

   Principle




$400,000

   Interest Expense




$  80,000







$480,000

Ratio ($530,000/$480,000)



1.10 to 1

This ratio of "1.1 to 1" is not bad – but closer to "1.2 to 1" is certainly more desirable. That’s the ratio on which banks seem to be basing their “credit worthiness” these days.  

CONCLUSION

To thrive in today’s economy, you must be willing to take a hard look at every area of your operation, and find a way to do the necessary streamlining to get you through this recession with its reduced sales and lower sales price levels. Using metrics correctly, consistently, and frequently can help you identify the areas you need to analyze and monitor more closely, as well as help you make difficult management decisions within the context of sound business considerations. 

The recession may be outside of our control – but we can certainly control our own destiny by proactively using and responding to these metrics for success.

(*) “A Cup O’ Joe is a complimentary teleconference series for printers offered by MargolisBecker on timely topics for the graphic communications industry.  Details and registration forms for upcoming sessions are available at www.margolisbecker.com under the “Events” tab. Questions may be directed to Bonnie Pfaff at 888.577.1717 or bpfaff@margolsbecker.com 


 

About MargolisBecker
MargolisBecker has long been recognized as the financial expert for the printing and allied graphic communications industry, assisting thousands of companies with strategic and financial management, valuation, mergers/acquisitions, accounting, audit and tax services.  The firm is noted for its expertise in enabling printing companies to optimize profits.  Proudly, it is the purveyor of the industry’s Cash is King, and Value-Added Principles of Management, and compiles the annual Printing Industries of America Ratios, the industry’s premier financial benchmarking tool.  

About the Printing Industries of America Ratios Reports 

The Ratios Reports presented each year by the Printing Industries of America provide a detailed and comprehensive picture of the financial status of the major segments of the graphic arts industries in the U.S. and Canada. The studies allow individual firms to compare their annual performance with that of many other similar firms, including those that earn above-average profits.  This annual publication is prepared by MargolisBecker, LLC for the Printing Industries of America.

Stu’s View is contributed by Stuart Margolis, CPA and Partner of MargolisBecker LLC to provide information that helps firms operate profitably.  More information can be found at �HYPERLINK "http://www.margolisbecker.com"�www.margolisbecker.com�.
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