How Much
Should You
Charge?

# Avoid pitfalls like different rates for the
same service and working more, but taking
home less money.

# Your net income is what you have leftf
after paying for expenses and taxes.

# How much money do you want to take
home each month?

# Your base rate is key to financial stability
and growth.

By Esco Buff, CF, Ph.D.

ome farrier businesses fail
Sbecause the operators have little

or no understanding of business.

According to the United States

Small Business Administration, two-
thirds of all new businesses survive
at least 2 years, but only half of those
are still around at 4 years. If you don’t
want to become one of these negative
statistics, you need to work on your
business as well as in your business.

Profits And The
Bottom Line

To be successful in business you
need to change your attitude about

Step 1: How Much

yourself and your business. You need
to stop being so protective of your
customers’ pocketbooks and start
meeting your own economic needs and
those of your family. There are three
main ways to increase your profits:

1. Invest.

2. Increase prices.

3. Decrease expenses.

This article will focus on increasing
profits by looking at how to charge for
hoof-care services.

Some of the pitfalls in trying to
increase your profits are:

* Charging different prices for the
same service.

* Discounting services regularly.

* Not making regular price increases.

Step 2: How Hard

+ Worrying too much about potential
customer losses.

* Undercharging for your services.

* Obtaining and maintaining
customers by setting the lowest
prices in your area.

* Rating your customers by an A-B-C
method instead of by percentage of
profit margin.

* Working harder instead of smarter.
One of the most frequent ques-
tions | hear from farriers — whether
established farriers, novices or those

who are new to an area — is, “How

much should I charge?” That’s closely
followed by, “Am I charging enough?”
Many shoers charge what the average
farrier in their area is charging or

Money Do You Want?

Determine how much money you want
to nef each month.

Most small businesses have expenses
ranging from 30% to 50%, profits from 10% to 50% and
pay 15% to 45% in taxes.

A general rule of thumb is to figure that a third of
your gross goes foward taxes, a third toward ex-
penses and the remaining third is profit. To be more
precise, use the nef business income profit ratio (the
rafio of net profits to tofal sales), which generally will
translate into around 40% of your gross sales as profit.

Example

Let’s say you want $1,500 @ month or $18,000 a year.
Remember, you owe taxes on your net. Multiply your
net by 1.1807 to obtain the net before taxes. $1,500 x
1.1807 = §1,771 a month (521,252 a year).

Continuing, now multiply your net by 2.5 to calcu-
late your gross, $1,771 x 2.5 = $4,427 a month ($53,130
ayear).

Now you have determined how much money you
need to gross (fotal sales) to obtain your desired net.
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Do You Want To Work?

Determine how hard you want to work
to earn that gross. How many weeks

a year do you want o work? Lets say
48 weeks (give yourself 4 weeks of vacation and
holidays). To determine how much money you need
fo make in a week, divide your gross by the number
of weeks worked.

To break even with the minimum wage, you need
fo net around $17,125 (working 40 hours a week for
48 weeks a year). Are you doing this? More impor-
tantly, does this adequately provide for your family?

If not, making the decision not to raise your prices
means you are working at a less-than-minimum-
wage job that doesn’t meet your econemic needs.
Farrier work is hard enough. Operating a business at
ad continual loss makes little sense.

Example
$563.,130 divided by 48 = $1,107 a week ($221 a day).
This works out to $28 an hour for an 8-hour day.

So are you making $221 a day? If not, then you
need to either lower the amount you want to net or
increase your prices.
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adjust their charges downward. based
on their own misperceived value.

Some farriers even undercut local
farriers by charging the lowest prices
in the area. None of these methods
will increase your profits in a healthy
manner. What you need to do is leamn
how to do three things:

1. Determine what to charge.

2. Evaluate whether or not you are
charging enough.

3. Schedule regular price increases.

Practical Price Setting
So how do you go about correctly
setting effective prices? Some solu-
tions can be overwhelming and
-complicated. Experienced business

There Is Always Easier Work

A _ll’

“Owners need to remember that they receive overtime, night
bonuses, holiday pay and so forth in their jobs," says Wisconsin
farrier Ray Miller. “Many farriers start early in the morning and
are expected fo still be working in the evening when a client

gets home from work.”

Miller says having to deal with all these concerns is why some shoers

leave the industry.

“Some farriers soon learn that they can make more money per year
as d truck driver and have evenings, holidays and weekends off” he
says. “Never geiting kicked, bitten or pawed are added benefits.”

This is one reason why Ray Miller advocates raising your prices once
a year after examining your overall costs.

people use spreadsheets and in-depth
software programs. For many farriers,
this can be too complicated and time
consuming.

A simpler way of knowing how
much you need to charge is the
General Business Profit and Loss
Method or simply the “working back-
ward method.”

This method works on the

principle of how much you want

to earn per hour, per week or per
year. See the four steps to apply this
method to your practice. )

Based in Webster, N.Y., Esco Buff

is a member of the International
Horseshoeing Hall Of Fame. He holds
a Ph.D. in business adminstration.

Step 3: What Are
Your Labor Ratios?

You are seffing up the estimatad fiat
rate based on correct labor ratios,
which include down fime or in our case,
fravel fime.

How much do you need to charge your custom-
ers? In service indusiries that depends more on labor
than parts, common procedures are: To bill by the
hour; by estimates of the normal time to do @ Job; or
charge a fiatf rate for a particular service,

If you charge by the hour, you will fall short of your
| degired nef because you hava not taken into account

the lag time between customers. For farriers, it prob-
ably works best to charge a fiat rate for a particular
fype of job, based on the averags amount of fime it
takes you.

Example

Let 's use 20 minutes. How many trims can you
reasonably do In a day, including fravel time? Five?
Seven? 107 If you need to gross $221 a day, and you
estimate five frims, you need to charge $44.20 per
horse ($221 divided by 5), If you can do seven trims,
you need to charge $31.57 per horse. If you can do
10, that’s $22.10 per horse.
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Step 4: What Are Your
Work-To-Price Ratios?

Ensure your work-to-price ratios are cor-
rect. For instance, if fimming one shoe
takes you 20 minutes, then two shoes
should fake you about 40 minutes, and four shoes
about an hour.

If you don't have these ratios calculated correctly,
you may actually be losing meney for shoeing a horse.

Example

If you charge $40 to trim a horse, you net $16 (gross x
0.4 =net or $40x 0.4 = $16). If you charge $65 to ap-
ply two shoes, you net $26.

You were paid more moneay, but you actually net-
ted $6 less than you needed for the time involved. If
you had charged $80, then you would have netted
$32 (580 x 0.4). That's the ratio you want: a 20-minute
frimn for a profit of $16 and a 40-minute shoeing job
for a profit of $32,

The gross daily net is based upon how much you
need to make in a day. If it takes you longer to make
that amount, you need to either increase your prices
or lower the amount you want to make.

Essentially, you have to figure your price based on
a charge per minute,
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