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Chapter 2 – Customers 

 

Sales start before your salesman calls! 

This is how your customers think about you. The first and most 

important skill required to run a scalable business is being able to see 

your business through the eyes of your customers. 

The first stage of being in business is to have paying customers. 

"Although your customers won't love you if you give bad service, 

your competitors will".           Kate Zabriskie 
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Why do Customers come first in this book?  

I have often been asked: 

“Surely you need Staff, Working Capital and a Premises before you 

start a business?” 

Be very careful not to fall into this first trap. How do you know what 

your customers want? Or, when they might be ready for your 

products? The relevant test is, to find customers ready to pay for your 

services. Market research is one level of certainty, people parting 

with their hard earned cash is another. This book spells out that you 

should not start a business until you have paying customers, the 

profits from whom, you can use to build your business.  

90% of businesses fail, 50% of then within 2 years, because that is 

how long it takes to exhaust the business owner’s savings and assets. 

Do not join that long line of people who have been advised to take 

that path by unscrupulous or worse still - ill-informed “Advisors”. 

So you need to start with Customers. 

Wherever your customers come from, be they cash customers in the 

local market or mobile customers buying your phone App, they are 

all customers and they all need to be understood.  

In fact, more accurately you need to understand what your 

customers want from a relationship with your business, that is - their 

Customer Needs. 

Look after your customers 

and they will look after you. 
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Have a think about the following questions. If you really know the 

answers, well done! 

If not read on:- 

Questions 

1. What is a customer? 

2. Where do I find new customers? 

3. Who are my most profitable customers? 

4. Am I over reliant upon one customer? 

5. Why do my customers buy from me? 

6. How can I choose the best customers? 

7. Which customers will help me grow my business? 

8. Which customers will make my business more secure, exciting, 

fun and less risky? 

Think About 

What is a customer? 

Before I try to answer this question, I need to introduce a concept 

that will tell you:- 

1. How important a customer is to your business financially. 

2. How much they value their relationship with your business. 

3. How much you should spend to keep them happy. 

4. How loyal they are to your business. 

5. How likely they are to help you develop new products, the future 

of your business. 

6. How much your business is worth? 

7. How successful you are when compared to your competitors. 

8. When it is time to look for new markets for old products. 

9. Your profitability. 
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So it is an important concept. In the introduction to the book I said 

that I would show you how the quantifying and measuring aspects of 

your business, the systems and accounts, can provide guidance to the 

human elements that actually make things happen.   

So hold tight because here comes the big one Gross Profit. 

What is Gross Profit (GP)?  

Let’s suppose, for example, that you are a baker. You sell cakes. Your 

gross profit is the money you make from the sale of each cake. Gross 

profit is your sales, less those costs directly associated with making a 

cake, typically the materials and labour used to make the cake.   

So your Gross Profit for selling a cake might be:- 

 

This gives a Gross Profit of £2.50     

which as a % of sales = £2.50 / 5.00 = 50% = the Gross Profit %. 

This number is important for two reasons:- 

Firstly, it represents your contribution to overhead.  

Your overheads are :- 

Admin    Establishment     Sales       &   Finance costs.      

Telephones   Rent and Rates    Advertising     Bank Charges.  
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Overhead Costs have nothing to do with the costs of baking your 

cake. They also are reasonably fixed. So let us say that your 

overheads are £2,500 a month, then you will have to sell 1,000 cakes 

a month to break even (1000 * £2.50 = £2500). Which given 25 

working days in a month is 40 cakes a day.  

 

So now you know that if you sell 60 cakes a day you will make a 

profit before tax (PBT) of £1,250 a month. So 60*25=1500 cakes 

sold, so sales will be £7,500.   With a GP% of 50% = £3,750 GP, 

less your overhead of £2,500 leaves a PBT of £1,250.  

 

This is how you should think of your business. This is the quantifiable 

systems side of your business. How does this relate to your 

customers, staff and brand values? 

And secondly it tells you how important you are to your customers 

when compared to your competitors.  

Suppose you were in business to create the most beautiful cakes in 

the world, cakes that made people smile, cakes they have their 

photos taken next to. Cakes that enhanced people status and made 

them feel good about themselves. Suppose you sold wedding cakes 

to the rich and famous, cakes that had to outshine the wedding dress 

and be the focal point of the couples’ future happiness as they cut 

your cake together and the cameras flash.    

 

What would such a cake be worth? More than £5? More than 

£50? More than £500? You might easily pay £1000 for such a 

cake.  

 

What would that do to your Gross Profit? Well it might be 10 

times the materials = £10 and three times the gas, say £1.50 and 

OK a lot more time say £100, for 10 hours at £10 per hour. So 

your cost of sales is £111.50 with sales at £1000, your GP is now 

£888.50 = 89% GP.   So now if you bake three cakes a month you 

will make a small profit. 
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The point being that your skill levels and reputation enhance the 

price customers are happy to pay. This not only determines your 

GP%, it determines how many cakes you have to bake, how many 

hours you have to work and to which parties you are invited.  

 

 

So back to What is a customer? This is actually quite a big question. 

Let’s continue with the bakery analogy. What types of customers do 

you have? 

1. The passing trade who buy their bread – We all need to eat. 

2. The passing trade who buy cakes – We all need a treat. 

3. The lunchtime trade – Office workers looking for a sandwich. 

4. The cup of coffee trade – People in search of a chat. 

5. Builders after an all-day breakfast – Stocking up for the day’s 

work. 

6. Regular special occasions, birthdays etc. – A chance to show you 

care. 

7. Big occasions – Births, weddings, funerals – Opportunities to 

celebrate success. 

 

As you can see, each customer is defined by what he wants from a 

relationship with your business. We call these “Customer Needs”. 

“Gross Profit is an important 

number because it tells you 

how much your customers 

care about you.” 
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Each of these customer types are target markets, you might look at 

them as individuals or groups of people. I would suggest the following 

approach.  

1. Start with the messages, what do you want to say to them? 

Convenient, Local, Friendly, Home Made, Fresh Produce, 

Welcoming, etc. 

2. What is the method of communications The media, In Store, 

Posters, Local Paper, Local radio, Magazines, National Press, TV, 

email, Direct mail, Social, aeroplane fly-past banners or a 

Spiderman suit with a placard. It is a long list. 

3. Then think about your GP. Which groups are returning which 

GP%’s, the higher the GP the more targeted the messages and 

the more you might be prepared to spend.  

 

Then group your customers together into target markets where the 

GP determines the media you can afford to use, and the messages 

are firstly media determined and then campaign determined. So now 

you know what you are saying to whom, and what each message 

costs. 

The next consideration here is how loyal are your customers, 

generally customers are grouped in the following manner 

· Suspects:    People you suspect might be interested in your  

           products. 

· Prospects:    People who have expressed an interest but are not  

             yet customers. 

· Customers:   People who pay you money. 

· Advocates:    People who tell their friends how wonderful you  

               are. 

Interestingly the more customers are loyal to you, the higher the GP% 

they are happy to pay because they understand and appreciate the 

value you give them. If this value is Status, you can get to the point 

where the more they pay the higher their status.  
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There are many examples of this from Lady Diana’s Wedding Dress, 

designed by David and Elisabeth Emanuel, presumably demand for 

their talents increased significantly after the wedding was broadcast 

across the world. 

To the more day to day example of Heinze baked beans, people pay 

a 50% premium over stores own brand, just to have Heinze written 

on the tin. This is pure status and demonstrates the value of a brand. 

We are however, straying into the realms of marketing here, but 

hopefully that sheds some light on what a customer means to your 

business. 

Finding new customers 

Customers will buy from you today:-  

1. When they understand The WHY – The Force for Good. When 

they know you, trust you, believe in you and want to support 

you – It is all about relationships. 

2. When they value The WHAT – When you deliver the right mix of 

price, convenience, quality, choice and customer experience for 

their needs today. 

3. When they feel The HOW – How they can be part of your vision 

and trust you to be the guardian of their future style well-being 

and influence, and 

4. When they are good and ready, and not before. 
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Consider:- 

Looking for new customers is about finding groups of people who 

aspire to your values. 

1. Where do your existing customers come from? 

2. Are you part of their future aspirations? 

3. Do you share common goals? 

4. Does your team share those common goals? 

5. How are you communicating this? Externally and Internally? 

 

Finding new customers is important because existing customers 

move on. 

New customers are the lifeblood of your business. 

 

  

A Success Story 

I have talked about the importance of a shared vision and shared 

values, thanks to my staff, and the vast majority of the clients we 

had, that belief shone out of the Agency.  

This meant that potential customers and staff wanted to work 

with us. In fact they would compete to join our learning 

organisation. This meant that customers were happy to pay extra 

and almost cherish us as their Agency, and staff were happy to go 

the extra mile, often half the night, to get the best work they 

possible could out there. 
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The most profitable customers 

1. Within a particular market sector, the Wedding Dress market for 

example, the amount your customer is prepared to pay, does not 

depend upon you or your product – it does depend on how you 

make them feel – it is about their perception of their status as a 

result of their relationship with your brand. It really is, all about 

them. 

2. They will be those customers whose status is enhanced by their 

relationship with your brand. 

3. You must know who and how much. Your Gross Profit is the most 

important number. 

4. You need to measure gross profit.  Be it on the back of an 

envelope, in a spreadsheet or via a job costing system, it is 

important to know how much you make on each sale. 

5. Not knowing the gross profit on each sale puts your business and 

livelihood at risk.  

 

Identifying your most profitable customer is important because they 

help you identify the types of people who value you the most, so you 

can look after them and find more of the same. 

Your Gross Profit is the measure of how well your core values of 

WHY, WHAT and HOW are perceived by your customers. 
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A Cautionary Tale 

My Agency was founded in 1989 just as targeted database 

marketing was taking off, (You have to get the timing right, I was 

lucky) and we had a gross profit after all direct salaries of 43% for 

the first 6 years of the business. I then watched those margins 

erode over time, and did not know what to do about it. The 

business was growing like topsy, but the margins were on the 

slide. A very dangerous combination. 

I thought of all sorts of reasons why this was happening, but I 

fundamentally believed that the good times would return. In fact 

they were gone for the foreseeable future and those kind of 

margins are a thing of the past in the industry to this day. The 

point being that I simply did not know what to do about it.   

What I should have done was Re-invented myself. So who should 

I have asked? My advisors were a High Street Bank’s 

Threadneedle Street branch, another in Hatton Garden, a top 

four firm of accountants central London office, a top ten firm of 

international lawyers, in fact we had several firms of lawyers on 

the books, and the full range of London Business School’s 

Professors.  

All of the above were very clever people at the top of their 

professions, but I can tell you now, that none of them helped me 

find the answers I was looking for. The answer was that, not only 

our marketing niche but, the whole industry had had its day. The 

smart move, with the benefit of hindsight, would have been a 

switch into mobile phones.  

The people who did know were other businessmen. Some tried 

to tell me, but I did not listen, because I did not know where their 

advice fitted. I had not understood that we were at the 

“Innovation needed” stage of the business growth stages.  
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There are good guys out there; you just have to find them. This is why 

I am building our group of advisors with real experience that you can 

access through our Sources of Help and Further Reading sections. 

You are not Alone. 

Mix with other business people 

so you can reinvent yourself. 
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Over reliance on one customer 

1. “I am your biggest customer” means “Give me a better deal”. 

2. This does not have to mean money, in fact it should not. It may 

mean a better service. 

 

Knowing whether or not you are over reliant on one customer is 

important because if they do leave you can lose good staff that you 

have trained for years. You also have a responsibility to those staff. 

 

 

A Cautionary Tale 

One of my businesses worked for many years for an innovative 

event management company and handled the databases and 

marketing for their events at Earls Court in London. They 

successfully sold their business to a major publishing group who 

own a National newspaper. One of the client’s senior people took 

some bad marketing decisions, and we were asked by the client 

to do more work for half the price. I am beginning to think the 

man was an accountant!! 

We said no, they moved the business elsewhere, the firm they 

moved to promptly lost all their data and went bust. Not good for 

anyone.  Some of our staff had to find new jobs, as we were over 

reliant on one client in that part of the business.  

This must have cost the client a few million pounds. They bought 

a perfectly good business and ruined it in 9 months. 

Watch out when your customers are 

bought out or when your clients 

contacts move jobs. 
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Why do my customers buy from me? 

This is an important question, because the answer will drive some of 

your marketing. You also need to know that the reasons can change 

quite quickly. One of the ways to track these changes is to monitor 

your Gross Profit by product sector. When you spot your GP% 

dropping, which in time it will, you will know that your Customer 

Needs are evolving, and it is time to find out why. One of the 

techniques used to stay ahead of that particular curve is to use Net 

Promoter Scores. 

See Net Promoter Scores in Chapter 6 – Marketing. 

 

How do I choose the best customers? 

Your best customers will be those that see you as a business partner 

rather than a supplier. Those customers who make you compete on 

price should be avoided, they are bad for morale and your GP%. 

You can choose your best customers by building a reputation for being 

passionate about your chosen sphere of operations and seeing who 

wants to help you reach your goals. 

Our best customers were always those who shared our vision and 

aspirations. Our worst felt as if they lived in windowless offices, and 

were out for what they could get. 

If you don’t know why your 

customers buy from you, 

what are you going to tell 

new customers about your 

business? 
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Which customers will help me grow my business? 

Those customers with Common Aims.  

It is important to have an understanding of what is happening in 

yours and your clients’ sectors. That way your clients will know that 

you care about their future, and they in turn will care about yours.  

Have a look at your diary; who are you spending time with? People 

who know about your market, or the bottom feeders? 

Once you know which customers share a common goal, you will know 

who to contact and why they should do business with you. 

 

A Success Story 

When David Ogilvy, founder of Ogilvy and Mather, was starting 

out in business, he was in the right place at the right time when 

he won the American Express account.  

You certainly make your own luck, it’s a numbers game you. If you 

meet a lot of people some of them will be good for you. In the 

case of AMEX they were looking to expand their product into new 

markets and every time Amex launched in a new country, Ogilvy 

and Mather were able to open a new agency in that country. 

“A Creative man is motivated by 

the desire to achieve, not by the 

desire to beat others.” 

Ayn Rand 
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Those customers that are looking for a long term relationship. Those 

that will encourage you to Innovate - They may also want the right 

mix of service and price for the certainty of cash flow. 

Organisations that want the cheapest price all the time, are a risk to 

you and themselves. They are best given to your nearest competitor, 

so he can spend all his time servicing this demanding customer for 

little return, leaving you free to go after emerging players with a 

shared vision of the future. 

This is about the spread of customers. You want some big established 

customers, some smaller innovative ones, so you can be connected 

to, and knowledgeable about, your sector. 

You need to feel like a safe pair of hands. 

Think about seasonality and the spread of customers to keep you 

busy all year. 

It only takes two or three bad months to wipe out your profit for the 

year. 

If you can, be a Thought Leader – then you will be part of everyone’s 

future. 

Try to find 

businesses that are 

going places and 

share your passions 

and goals. 
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Sources of help 

Visit http://www.theendlessbookcase.com/epub/thriveandsurvive/ 

to access a continually updated web page of useful links. 

Further reading 

Good To Great: Why Some Companies Make the Leap...And Others 

Don't -  Jim Collins 

 


