Pricing for Profit

23. Pricing for Profit
The “POM=CP” Formula

The cleaning price seems to be the Achilles Heel in t
many, if not most, house cleaners. There seems to be n
arriving at cleaning prices. If anything, house cleaner
competition and then set prices to “underbid” their c
arbitrary prices based on what the market will bear. L
what it costs to provide the service they’re selli

You ARE in business for yourself an
wish to determine what you charge for your
to share what we feel is a very viable
POM=CP Formula

“P” = Payroll

e Setting prices base
all, you hire so
— you make a

perating a house

, what you actually
r share of your
6.2% Federal

this number down to

r hour labor cost is now at least
There’s an even bigger number to

roll burden that will dwarf your share of
e high cost of Workers’ Compensation

is number in recent years was typically $8 to $10
o) of gross payroll, like all insurance today, this
kyrocketing for this industry code (SIC 7349).

unate, Workers’ Comp Insurance rates may still be in the
o range in your State. But, if you're in California,

on where you’re operating in the State, you’re going to see
r anging between 35% and 49% ($35 to $49 per $100 of gross
payroll) as of October 2002.
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* It should also be pointed out here that, depending on your “experience
mod” (your company’s Workers’ Comp claims and loss ratio over
time), your rate could be even higher than the generally assessed rate
for SIC 7349 in your state.

* Based on the numbers we’ve discussed in connectj
burden items, what starts out at $10/hour will
cost ranging from a low of $11.77 to as much
on your state and location within the state).
house cleaning prices typically average
the United States today.

ayroll
total payroll
depending

It’
of

* WARNING:

If you’re going to be in the hou
to accept the expense of Wor,
doing business in the U.S.
U.S., this will depend on,loca
industry). But we’re
here. Consider the

While not comigon, j ing homes caf and do
) leaners can sustain on

bending or lifting.
ed on Workers’ Comp

derwriter recently told us that
on claims with an average payout
r medical reimbursement.

Injury to hands and wrists caused by

alls: Cleaners can trip over vacuum cleaners, fall
talrways or off step ladders, slip on wet floors or icy
Iks, or fall in showers or bathtubs. Medical costs for
incidents can range from a few hundred dollars well up
six figures.

» Automobile Accidents: Needless to say, this can be one of the
costliest incidents, particularly when two or three of your
employees are involved. If they’re injured in an automobile
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accident going to, from or between clients, any injuries
sustained will be considered work related.

It may appear that we’ve digressed from the subject at hand: Payroll.
However, since Workers’ Compensation Insurance is a large part
of your Payroll Burden it is important to discuss t this time.

If you didn’t carry Workers’ Comp you could b

In reality, the fact that your e
Compensation Insurance is g

small cleaning c

The long a
incurring ample is The Clean

j ' business since 1979
gst it, even though

d an employee fall down
orkers’ Comp claim in this
whner of this cleaning service

r 10 or 20 years and never had an
nsider driving your vehicle without
don’t even think about trying to find a
for Workers’ Comp, either.

at It is extremely critical that "nonproductive"
your overall pricing structure; not just actual
) h a team of three cleaners, every 20 minutes of
urihg any given day equates to one extra hour of time
be allocated among that day's clients.

of three cleaners spends an hour on travel during the day, at
payroll cost of $11/hour/person, that's another $33 that needs
to be included in the total labor cost calculation for that day.

Assuming the team cleans five homes this day, this means an average
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of $6.60 that needs to be included in the “P” part of the equation of
the formula for each of those five clients.

e To sum up the “P” part of the POM = CP formula:

P = The gross wages the team will earn for t , as
determined by the amount of time you calcula will spend
relative to the job (including an allocation e). lg the

next chapter we’ll discuss how to calculate cleani
=+ Payroll burden (FICA, FUTA, SUTA a

“0O” = Overhead
 The second part of the formu
costs and operating expensgg
structure. Too few housg

when pricing their servi

grows.

e The cos | ’ minor. If
equip eaning product
ther too low or

e cleaning products
be under 2.5%.

lies is costing you 5% of sales,
lot of product is walking out the

terials. However, it is far more difficult to get a near-
on marketing costs as a percentage of sales.

» If you invest $100 to $150 in advertising to get a new client,
your immediate advertising cost might be 50% to 100% of
revenue — or more (depending, of course, on the price you
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charge for the first-time cleaning)! There may be instances
where the cost would be more than the price you charge for the
first-time cleaning, too.

> However, if that new client becomes a $120 bj
stays with you for a year, this would result j
revenues. That initial $150 advertising i
represents an advertising cost of less t

ly client and

Some clients will stay with you much les
with you for many years. This factor
overall marketing cost as a percenta
that it will average in the neighborhoo
(although it could be higher or g

Advertising and other mar,
pricing your services. T,
reducing your prices py t
advertising, is not
clean an entir
do you think
you don’t
) will be slow and

2es (legal, accounting, payroll service)
Maintenance

one and utilities

le expense

N > This list of operating expenses is not meant to be all-

encompassing. This subject is discussed in detail in The Chart of
Accounts chapter.

Page 467

© 1995 - 2009 WorkEnders, Inc.



Pricing for Profit

It’s VERY important to include and allow a cost for these and other
expense items when arriving at a price to charge for your service —
even if you don’t currently incur them in the operation of your

business.

Why allow for expenses I’'m not incurring at the

e It's VERY important that you allow for expens

costs you'll incur when you do rent co
you don’t build this cost into y i

way for long if

between 40gand going to want™o start

thinking is could suddenly add
$400 ess, or between $8
to $1 to the well and

ask all ing to cover this

pay yourself that $8 or $10
of the formula. It won’t be

the “M” — it can provide immediate
business is growing.

employees — over and above what you might
Ily~allocate for advertising.

perhaps the most important reason of all:

atever expense you build into your price that you're likely to
incur in the future, but are not currently incurring, can be used to
build a fund that will enable you to grow the business from within.
It will give the business the opportunity to fund its own growth,
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hopefully, with a lower infusion of additional working capital —
perhaps even without any additional capital.

* You can arrive at an average Overhead number to allocate to each
cleaning job by adding up the cost of each expense i and dividing
this number by the number of cleanings you do e

* For example, if you’re doing 200 cleanings a
telephone bill and utilities average $300 a mont
average you need to allocate $1.50 per i

» Office rent might cost $1,000 per m
suitable for your business. If you're d
this would work out to $5 per
good example where even if
home, you should allow a
cleaning price.

* You need to includg
the equation, al
of your “office
working ou

is going to fall
eaning. If you
umber is going to be
your base number until

®s a couple of dollars either

0 every cleaning?

P factor) on each cleaning will vary,
e each job takes, thereby varying your
expense accordingly, the overhead (or “O”
ame for each cleaning regardless of how much

ntially the same amount of administration, bookkeeping,
Xpense in maintaining a client who pays you $85 a

it does for one who pays you $150 a visit. The only

is the labor involved on the part of the people doing the

The POM = CP Formula So Far:
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P

Total payroll cost for team cleaning
labor and travel time in connection
with the job (including payroll
burden comprised of FICA, FUTA,
SUTA and Workers’ Compensation
Insurance)

“Mn

Markup

« No one goes into business to lose mo
use a formula that will provide g i
all expenses are taken into cg

help you build-in a predetg
structure on every clear}y

$38.50

$44.00
$49.50
$55.00
$60.50
$66.00
$71.50

-+

a
N '
00

4.13
$5.50
$6.88
$8.25
$9.63
$11.00
$12.38
$13.75
$15.13
$16.50
$17.88

Pricing for Profit

0]

$30.00

(for now, unti
i ation can be

should result in a
yith a 20% profit

PLUS PL,\lA"S nepr %

"o" @ 33% PROFIT
$20.63 $30.00 $16.71 $67 25%
$27.50 $30.00 $18.98 $76 25%
$34.38 $30.00 $21.24 $86 25%
$41.25 $30.00 $23.51 $95 25%
$48.13 $30.00 $25.78 $104 25%
$55.00 $30.00 $28.05 $113 25%
$61.88 $30.00 $30.32 $122 25%
$68.75 $30.00 $32.59 $131 25%
$75.63 $30.00 $34.86 $140 25%
$82.50 $30.00 $37.13 $150 25%
$89.38 $30.00 $39.39 $159 25%

Note 1: Cleaning time = total man hours (3.00 hours would be 1.50 hours total for 2 people; 1 hour total

for 3 people
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Note 2: Total average team travel time averaging 10 minutes per cleaning (30 minutes total for 3 people)

Note 3: Although we illustrate 1 and 1 1/2 hour cleaning times, we suggest you charge a minimum price
(such as $75) to send out a team.

this was a 3-
the kitchen

In illustration B, we’ve used an average hourly wage of $1
person team, this may mean that the team leader is at
person at $11/hour and the bathroom person at $10/
of $11/hour/person.

Illustration B o~
Cleaning / \
Time Travel Total/ Team Team Payroll
Time - Burden
(in (30 min) Timg Average Share
hours) Wage
1.00 05 15§  $11.00 \ $16.50
1.50 0.5 2.0{) $11.00

2.00 0.5 2.5L)
3.0,0
2

3.50 0.5 4.0b

4.5&)

$11.00

2.50 0.5 $11.00

3.00 0.5 $11.00

$11.00

4.00 0.5 $11.00 .3 25%
4.50 0.5 $11.00 $32.59 ' $131 25%
5.00 0.5 $11.00 $34.86 $140 25%

5.50 $37.13 $150 25%

6.00 9.5-. $39.39  $159 25%

hre' man hours to

re in the home for an
r an hour and a half. The
of people, is three hours in this

N4
ol roraL pLUS PLUS %
(|n TI Burden vpr o M cP PROFIT
0, 0,
_hourg), = G0 mi @ 25% @ 33%

e that travel time allocated is 10 minutes ... 3
tes is a total of Y2 hour of time that needs to be
leaning price (lllustration D).

Let's

Cleanirﬂ

Time Total Team Team gﬁfégu TOTAL  PLUS P",\;JS wcp %

(in (30 min) Time Average Share P "o PROFIT

@ 25% @ 33%
hours) _— Wage
3.00 ( 0.5 )
N
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Total time to be charged for this cleaning is 3 ¥z hours (lllustration E).

Illustration E
Cleaning Travel

Time  Time Total Team Team gﬁfégu TOTAL  PLUS %
(in (30 min) Time Average Share @ 25% P "o PROFIT

hours) Ve ~Wage

3.00 0.5 \\3.50 /

Our targeted wage is an average of $11/hour (lllustrati

Illustration F
Cleaning Travel

Time Total Team Team Payroll
Time - Burden
(in (30 min) Time Average Share
hours) Wage
3.00 0.5

- ~
350(5;11.00 ,)

..SO we're establishing a team

AN

Illustration G

Cleaning Travel
Time

Time M™ "CP’
(in 0 PROFIT
hours) (30 min) @ 33%
oo QL -l VD

rkers comp, and all
ich would add $9.63 to

Let’s g

- L 4
Cleanin I PLUS
ime [6) Tea 3 TOTAL PLUS e nepr %
5 ( e re 5% P (e} @ 33% PROFIT
Voo o N I - - >
‘ !lustratlon 1)
Cleani TOTAL
Ti Team Team gi{gg! pr PLUS PL,\;JS “cpr %
Average Share o "o o PROFIT
Wage @ 25% @ 33%
3N-|!50 oo S s s oes Ceams )
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Now we add our Overhead factor, which we’ve predetermined will be $30 per
cleaning (lllustration J).

Illustration J
Cleaning Travel

Time Total Team Team PN rora pLus S %
Time . Burden o e cP
(in (30 min) Time Average Share @ 25% P O } PROFIT
hours) Wage
® 023 ss000, [N
3.00 0.5 3.50 $11.00 $ 38.50 $ 9.63 \$30.00 ; ‘k

Add the totals of P and O, which would be $4
(we haven'’t included a totals column for th
33% for our Markup (lllustration K) .....

lllustration K ‘
Cleaning
Time T_rrlzixgl Total Team Teal P
(in (30 min) Time Average S 'O"
hours) Wage

..add the Markup to
Cleaning Price, or &P,

L).

Illustratio
Cleaning Travel

Tlme .

PLUS

%

'O @33% PROFIT
N . .
/7 \
\ /
‘-N o NN s 00 2575 ~sa0e
v

ei p 5.78, which works out to 25%

Payroll  roraL  pLUS PLUS %
Burden .. ol M CP"  pROFIT
@ 25% @ 33%

-m$ 38.50 $ 9.63 $ 48.13 $30.00 $25.78 $104 25%
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Note how, using this formula, the profit remains constant at 25% (lllustration
N).

Ilustration N

Cleaning \
Time &€ g5t Team Team POl 1o PLUS )P %
Time - Burden e CP
(in (30 min) Time Average Share @ 25% P PROFIT
hours) Wage
1.00 0.5 1.50 $11.00 $16.50 $4.13 $20.63 25%

1.50 0.5 2.00 $11.00 $22.00 $5.50  $27.50 $30‘-k‘ 25%
2.00 0.5 2.50 $11.00 $27.50 $6.88 $‘; $30. oo‘_a 25%
2.50 0.5 3.00 $11.00 $33.00 $8.25 ‘hso.oo !-5 25%
3.00 0.5  3.50 $11.00 $38.50 $9.63 !‘20 $25!-4 25%
3.50 0.5  4.00 $11.00 $44.00 $)_;$5‘_L $28.05‘3 25%
4.00 0.5 4.50 $11.00 $49.50 “8;-‘30.32 m
4.50 0.5 5.00 $11.00 $55.M--; “9 $13l 25%
5.00 0.5 5.50 $11.00 $!-13‘!$3N_; $A; 25%
5.50 0.5  6.00 $11.00 A$6a_k M-o.oo--k 25%
sl - AR ... YWD - /
N

25%

6.00 0.5 6.50

First-Time/One-Ti

lars to generate
RHEAD factor in
the for i nings. This may
ignate to go out on initial

en and used, the first-time or
e are pretty much in line with
cOmpanies who choose to lose

et the client’s business).

nings can take a whole lot longer and
lar, light house cleaning visits. We’ll be
the next chapter.

ensation” chapter we discuss various compensation
The one we recommend is paying by predetermined
re.”

» Team Share compensation is determined by calculating the total time,
including travel time, that the job entails. It’s important that your
calculations be fairly accurate because you’re then going to assign
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your “target” average hourly wage to the time. In the example we
just discussed, we were targeting for an average of
$11/hour/employee.

* In the example we just used, we determined that to e required
was 3.5 hours. Our target average hourly wage $11, for a
total of $38.50 to be split among the team me fixed rate”
for this client. If the team works more efficie
completes the work in less than 3 2 hours, thei
out to be higher than the $11/hour aver . Sho
efficient, or you underestimate the re
something less than an average of $

e It's

v' The team leader wg
share gross amo

v" The kitchen pegso e X
and
v" The bathr, 0%.
TEAM MEMBER&O“‘ %0 SPLI ! !COULD BE*

N

100.00%

ocated team share that each
alfove example, if the total team

hen the team leader would receive
$12.77 and the bathroom person

n having worked 1 hour and 10

. Of course, if the team finishes the work in
Income increases proportionately. Your

this particular job would be $25.78 after total
overhead expense allocation.

alter the % slit. It just so happens if you wanted the

on split to work out to exactly $12, $11 and $10 as in our
e uneven percentages apply. If you made it an even
37%, 30%, the allocated hourly split would be $12.21/hour for the
team leader, $10.89/hour for the kitchen person and $9.90/hour for the
bathroom person to achieve the target of an $11/hour/average..

In the case of a 2-person team, you might split the team share 53%/47%
between the team leader and kitchen person, respectively.
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The forgoing are merely an examples of how the team share compensation
system works and you can modify the splits and percentages as you wish.

Summary

» There are several advantages to using the Tea
method concurrent with the POM=CP formula:

pensation

a. Paying a predetermined fixed “sh
control labor costs and provide
work efficiently;

b. Unlike paying a percents
automatically increaseg
you pay based on a

increase your prig

$2 per cleaning for a new
nt price increase to the
can monitor individual

the number of cleanings per

o allow for marketing and other
er than trying to pay for them “out of

Buming labor and other costs are properly confined
ated amounts.

erhead factor can be adjusted to accommodate the
ional initial expenses involved with advertising for and
Ing to the first-time or one-time client — with the additional
funds being clearly earmarked for that purpose.
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