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About David Shepherd
University professor and design industry expert, David Shepherd, has created more
wealth for more interior designers than any consultant in the field. Now, he brings his
decade of experience online, making it accessible and affordable exclusively for members
of The Edge.
Since 2004, David has been personally responsible for:
— Creating 24 multi-day live conferences for interior designers, each with unique and
leading-edge business content. More than 3,000 interior designers attended these events
in Las Vegas, Cancun, New York, Chicago, LA and other cities throughout North America. Many attended
ten or more events;
— Delivering his life-changing “8 Steps” program to thousands of designers in more than twenty U.S. cities.
(Free to members of The Edge.)
— Founding and facilitating the Best Practices Network (BPN), a national coaching network of over 150 leading
design-firm principals who openly shared their most successful business strategies with David and with each
other.
— Conducting one-on-one consulting for interior designers coast to coast, in each case developing a detailed
analysis and personally tailored roadmap to help guide the principal to his or her highest business and
personal goals.
David received his B.A. and M.B.A. degrees from the University of Texas at Austin. He later joined the
McCombs School of Business faculty at UT-Austin where he taught one of the nation’s largest undergraduate
courses in entrepreneurial finance and strategy.
David also served on the faculty of the Neeley School of Business at Texas Christian University in Forth Worth
where he taught small business finance and strategy. He continues to hone his interior design business
expertise through the development of online courses, one-on-one coaching and consulting, and facilitation of
The Edge membership for select design firm principals.
The Edge is a membership organization for interior designers ready to earn what they deserve. For
information or to log in, visit www.designingprofits.com.
Please feel free to contact us with questions about membership. Email usually receives the fastest ( same-day)
response.

support@designingprofits.com
512-522-1972 (Voice mail only)
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The Foundations
The 8 Essen)al Principles For Crea)ng Wealth
For Interior Design Professionals
by

David P. Shepherd, Founder
The Edge, a Membership Organiza)on

Hello and welcome to The Foundations.
You probably already know that I’m a business school professor and successful small business
owner, not an interior designer. Yet I have been in awe of your profession since I first started
analyzing it carefully over a decade ago. Take it from one who has studied countless different small
business models, yours is among the most complex of them all.
I’m not sure whether that should make you feel better or worse, but it does place you in good
company if you sometimes feel overwhelmed, or wonder why you weren’t taught more business
skills in school. You’re not alone.
I say this with a deep knowledge of your industry, deeper than any other researcher or academic
I’m aware of. Over the past decade, I’ve produced 24 conferences for designers just like you. To
develop that mountain of information (each conference was unique) I’ve literally written thousands
of pages and authored an untold number of books, PowerPoint presentations, Excel spreadsheets,
videos, and audio tracks.
I personally delivered this vast toolkit of strategies, tactics, and tips to the more than 3,000 interior
designer who attended my live events, and the more than 150 who proudly called themselves
members of my elite Best Practices Network, a high-end coaching organization.
So, when I take a stand and say, “Out of everything I’ve learned, taught, and observed, here are the
foundational principles that every successful designer must understand…” I hope you’ll be tempted to pay
attention.
Put another way: If you’ll grasp and frequently remind yourself of just these foundations, I’m
quite confident they will contribute thousands to your bottom line in the months and years to come.
Many of my private clients have added tens, and even hundreds of thousands and they all
understand these principles. It is from these foundations that you can begin to convert income to
wealth, and only wealth can someday make work optional.
You see, jobs come and go, while wealth endures. Jobs may be fulfilling, but they are also limiting.
Wealth, on the other hand, is liberating and you can create wealth through the practice of interior
design. I’ve helped scores to do exactly that and I’d love to help you. Give these foundational
principles just 5-10 minutes a day and I’m sure you’ll see what I mean.
www.designingprofits.com
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My goal is to help you transform your hard-working job into a wealth-creating future.
So let’s get started. And please do not hesitate to contact me if I can help in any way.

David Shepherd, Founder
The Edge
www.designingprofits.com
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1—A Mentality Of Creating Wealth
One of the reasons over 90% of interior designers retire with no significant savings, is that they spend
their entire working lives, well, working! In too many cases, they create hard-working, almost
minimum wage jobs for themselves instead of focusing on creating wealth. There’s a huge difference
between the concepts of income and wealth, and as in any endeavor, what you focus on is what you’ll
get.
This point is proven easily enough by interior designers who spend all of their time agonizing
over the next job, the next deal, the next month, or the next check due to be received. And when they
do think about the future, if they think about the future, they think about "making more," which
almost always relates to more income...which they believe is the direct result of selling more, and
more, and more...and more!
So they are too often tempted by the next snake-oil salesman with their surefire approach to
blogging or social media, or “knowing your value…” And the result is trading one futile tactic for
another, one time-suck for another, when what is needed is not a tactic at all: It’s a new state of mind!
It’s knowledge and awareness, and it’s no further away than studying those who have created
wealth, or those who are on the fast track to doing so.
That’s where I’m able to help because I’ve worked closely with many designers and Edge
members who consistently take out $200,000, $300,000 and even $400,000 each year. These designers
are no different from you. Some of them are sole proprietors, while others have as many as 20
employees. Though most focus on high-end residential properties, some are in commercial niches,
while others specialize in beachfront condos, yachts, and jets.
What I’m describing in The Foundations are principles that are not temporary, not trendy, not
dependent on the latest fad… Rather, they are like the laws of physics of business. They are the
bedrock, never-changing principles that are always necessary for success, no matter how much
lipstick others try to put on the pig. Even with lipstick, the pig is still a pig, gravity is still gravity, and
certain laws of business are always the laws of business.
There are three critical phases to building a business worth building, and they must occur in
precise order. They also happen to follow the Three levels of cash flow hierarchy that I detail in my
strategic planning course called “ActionMaps.”
To create wealth through the practice of interior design, you’ll want to become familiar with this
very simple, three-layer hierarchy.
The first level, the base, is the free cash flow generated by your business that is sufficient to pay all
of your bills. We’ll go into more depth on this in future principles, but for now let’s just loosely define
that as the “breakeven” point. Accounting textbooks tell us that the breakeven point is where total
sales = total costs, and that’s good enough for now. Or, to get away from accounting, we could simply
think of it as the level of sales at which, “…the business is paying for the business.”
Once over and above the breakeven point, your business must continue to generate free cash flow
because this is the source from which you will pay yourself. This is your owner’s wages or owner’s
draw and it is this amount upon which you will afford the lifestyle you require in the present
moment. Sure, you may have dreams for the future, and to a large extent, that’s what membership in
www.designingprofits.com
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The Edge is all about. But you’ve got to
live somewhere today. You’ve got to
drive something today and send your
kids to some school today. So whatever
you need to justify the amount of work
you’re doing and the risk you’re taking,
that amount goes here in what I’ll call
“owner’s living wage.”
And lastly, furthest up the pyramid,
is Excess Cash. I originally coined that
term in my 8 Steps program many years
ago and have only become more and
more convinced over time of the ideal
nature of that name. This is the amount
of positive cash flow that is left AFTER
the business has paid for the business, and AFTER the principal has paid for the principal’s present
lifestyle. It is the amount that the 95% of designers never see a penny of…but you can!
This is the level at which the business pays for your future and is the source of true wealth. It is
the source of savings, of tax-deferred retirement accounts, of real estate and stock investments…of all
of those things that, alone, can one day make work optional. Work is optional when you can stay or
you can go, and either way you’ll still be drawing the amount you need to fund your chosen
lifestyle…forever!
Excess cash makes work optional, and how else could one declare a small business a success? If
not for some level of accumulated wealth, then we risk looking back and wondering, “Were we just
killing time?” “Had we just created a job for ourselves, one without the benefits of having just
worked all those years for, say, Starbucks?” Not that there’s anything wrong with that. I’m sure they
have a nice set of benefits, but that’s not why creative people like you risk so much and work so hard.
And it is never too late. Sure, the best time to plant an oak tree may have been fifty years ago…but
the second best time is today. Or, as a piano teacher once told me about her adult students, “They’re
wondering how old they will be when they can finally play. I tell them, the same age you’ll be if you
can’t. The only difference is whether you make the effort.” How old will you be when your business
has finally provided you with a financial safety net? The same age you’ll be if it hasn’t. The only
difference is whether you make the effort and understand the intricacies of the methods and
strategies of the Top 5% of design earners. Sharing this knowledge with other designers is the
primary purpose of The Edge.
Oh sure, I’ve heard the arguments for wanting to own your own business for reasons such as
fulfillment, artistic expression, and giving back. And I don’t want to sound like a cynic, but I can tell
you none of those are going to mean squat if at age 70 you find that you can’t afford health care and
are stuck in the month-to-month lifestyle I described above…except now you’re no longer able to, or
wanting to work…but work is NOT optional. Where will future income come from if you have not
created wealth? I’m stunned at how obvious this answer is, given how few so-called consultants ever
mention it. Perhaps they’re too busy telling you how to do things they’ve never actually done
themselves, or why you need to add just 57 apps and social media platform to the 46 you already
www.designingprofits.com
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have.
For now, I’ll just tell you what you need to know—90% of those who become millionaires in this
country do so through modest excess cash flow and prudent saving and investing. There’s no magic
to it. And while it may not sound very sexy, they keep their personal overhead low and their
businesses lean. They understand that the only money that matters, what I call “excess cash,” is that
which is left over AFTER all business expenses have been paid, including your salary, and AFTER all
necessary retained earnings to grow the business have been left in the business, and AFTER all taxes
are paid.
After that…after all of that…then you can take what’s left and begin building your personal
savings and retirement accounts. In other words, you can begin creating wealth. And once you
understand and begin to apply the the Foundations, you’ll be inspired by how quickly the flow of
excess cash can begin.
Then, and only then, if you want to increase your lifestyle, be my guest. But doing so before a
financially independent future for yourself is absolutely certain, is the heart of personal
irresponsibility. Don’t do that. And by the way, even if you are already wealthy from inheritance,
partnerships, etc., I still challenge you to let the ability of your business to generate wealth over time
be the ultimate definition of “business success.” Don’t tell me how you “did” last year, or how much
you “grossed,” or even how much you “took home.” Tell me how much your IRA or 401k or equity in
real estate increased! Then, I’ll have a feel for the true success of your business. It’s not how much
money you spend that matters, it’s how much you don’t spend.
So, if you’re ready to embark on the life-changing venture of creating excess cash and thereby,
wealth, I’ll start putting those dollars in your pocket almost overnight. It’s really pretty easy as the
first Foundational Principle, The Power of Pricing, will prove.

www.designingprofits.com
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2—The Power of Pricing
I’m confident that this one principle, if given just 5-10 minutes on your part, will rank as one of the
most valuable investments of time you’ve made in honing your essential business skills.
One of my goals, of course, is to capture your interest right now. That’s why I’ve decided to put
perhaps the most powerful principle right up front. The fact is, it’s a principle that I’ve taught
designers for years and which has led to millions of dollars in additional profits for those who simply
embraced it and took action. It doesn’t require any new skills, software, or strategies.
Am I taking credit for those millions? Absolutely, because as they like to say in the movies, “It’s
not bragging if you can back it up,” and I’ve got countless testimonials from designers you probably
know that back this principle up, including acquisitions of cars, vacations, and even a second home in
Maui.
This principle is doubly good because it also adheres to the consultant’s credo of searching first
for the “low hanging fruit.” That means, identifying some benefit that is easy to get to and yet also
has immediate impact. Combine these two benefits—speed and impact—and what you’re going to
learn is simply the biggest, fastest, and easiest source of increased profits and cash flow available to
you…and it’s available starting now!
In fact, my challenge is how to introduce this principle, because if I just blurt it out, your first
impression is likely to be, “Well duh…now tell me something I didn’t know!”
So here’s the deal: If you’ll promise to keep an open mind as I discuss this principle, I’ll get over
my queasiness, start the drum roll, and tell you two things that I want you to remember forever.
Ready? Okay:
1. Every penny of price increase goes straight into your pocket;
2. Price elasticity does not exist for small firms in the short term
Does that make sense? Probably not, at least not yet, so let’s look at a P&L statement for a typical
design firm, one drawn directly from my client archives, and I’ll show you exactly what I mean.

"
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Focus just on the first column of numbers and you’ll see we have a design firm that generated
$1,350,000 in gross sales during the most recent year. They sell both merchandise and time, but to
keep things simple, I’m not going to separate the two sources of income here. (It can be important to
do that, and I take Edge members much deeper in member courses such as “ActionMaps.”)
Costs of good sold are $625,000 which leaves a gross profit margin of $725,000, from which we
subtract expenses of $567,000, leaving a pre-tax net income of $158,000. As an aside, $158,000 is 12%
of $1,350,000, meaning this firm is earning 12% pre-tax on sales. That’s fairly typical, but I challenge
my clients to earn at least 17.5%, which means if this firm was my client, I’d be pushing to raise their
net income by some $78,000 a year, much of which would be excess cash and directly contribute to
increasing the principal’s wealth.
For now, I just want you to think about this: While most analysts would call this a 12% business
model, that is, 12% of every dollar taken in finds its way to the bottom line as profit, stop for a
moment and think of it as a 88% business model. Have you ever thought of that? Have you ever
looked at your business in that way? In this case, a whopping 88% of everything the designer/owner
works so hard to book is eaten up by the various other lines on the P&L Statement including items
such as cost of goods sold, rent, wages, and so on.
Mathematically then, it is a fact that working one’s tail off to increase sales by, say, $10,000, will
only increase the bottom line by $1,200—$8,800 of what this designer is working for is going to
someone else. It has to be that way, right? If this designer was so audacious as to imagine someday
doubling profits, she’d have to be all but insane because that would require the added complexity of
doubling total sales from $1,350,000 to $2,700,000. Twice the space, twice the number of employees,
twice the number of clients and products purchased.
Right?
Wrong!
Wrong, because there’s a certain contributor to P&L Statements that is, well…I just don’t know if I
can use the word. You see, I’m a very serious and highly-credentialed university professor and cash
flow analyst, and it might be unseemly if I used the word I really, really want to use!
Oh what the heck. The component I’m referring too is “price” and the word I’m trying to avoid
using is “magic!“
It’s simple—the revenue line is the result of quantity x price. That’s all it is, regardless of whether
the quantity relates to hours, sofas, or widgets. So the big variable is price…and price is magic, as
every penny of price
increase goes straight to the bottom line, all 100% of it. Not 10%…not 88%…but all 100%!
Notice what happens in the right-hand column after I’ve simulated a 10 price increase:

www.designingprofits.com
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"
Notice that when you raise prices, nothing else changes, does it? You don’t have higher costs of good
sold because you didn’t sell any additional goods. You didn’t have higher rent or wages. The utility
bill didn’t go up and you didn’t hire a new employee.
Nothing else changes!
So in this case, raising prices 10% increases net income by 85%, and generates an additional
$135,000 in excess cash for this principal. Total pre-tax net is now an extremely healthy 20%…and yes,
I have more than a few clients who achieve that level.
Are you thinking that it would be hard to raise your prices? Are you thinking of lots of excuses
from customer irritation to the economy?
Well, I can assure you that it is not hard to raise your prices…if you do it strategically. Again, I
have the advantage of countless client case studies to back me up.
The reason that it’s not that hard, is that second statement I made above: price elasticity does not
exist for small firms in the short term. Price elasticity, of course, is the fancy economic concept that says if
prices go up, demand will go down. But with small firms in highly fragmented industries (I’m talking
about you!) it’s simply not the case like it would be with McDonald’s or American Airlines.
Many design firms generate about half their gross profit from product sales and half from time
billings. While the profit margin is very different for those two activities, the magic of price increases
applies to both. Even a tiny tweak—1% on this product line, 3% on that product line, 7% on time
billing rates…can make a huge difference over time.
There are countless strategic ways to increase prices that are covered in my 8 Steps program. The
8 Steps Program is an comprehensive 10-video, 8-week course that is available to members of The
Edge. This one course is worth you membership, as there is no doubt it has created more profits for
more designers than any other offering in your field.
Speaking of HUGE differences…I’m pretty sure you’ll enjoy the next foundational principle. I
know that thousands of other designers have. It will explain how to avoid getting eaten by a school of
piranha, and you really should want to know that, because I can assure you, they’re circling you right
now with leering eyes!
But before I conclude this lesson, will you do me this favor? Make a list of five ways that you can
creatively and strategically increase prices on various products and services. And then, don’t gnash
your teeth and breakout in a sweat. Rather, to borrow the classic words of Nike:— Just do it!

www.designingprofits.com
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3—1% is HUGE!
I want you to imagine yourself sitting in a conference room of, say, 200 other interior designers who
operate firms very similar to yours. Suddenly, I appear on stage and I shout out to the audience:
“One percent is _______?”
Before you can even think to yourself that this guy must be crazy, you hear the majority of the
audience shouting back in unison:
“Huge!”
How did they know what to shout back at me? You wonder if you’ve landed in some sort of cult.
(You have, but you don’t know me well enough for us to get into that just yet.)
They know the answer to this question because most of them have attended multiple live events
of mine—some have attended fifteen and more! And I’ve, well, trained them. (“Brainwashed” would
be too strong a word so soon after mentioning cults…)
They know the answer because they’ve embraced this foundational principle, introduced it into
their own business practices, used it as a mantra, and had it tattooed on their, uh, backsides!
I should tell you that I was just kidding, but you know what? I actually wouldn’t be surprised
because…
One percent is HUGE!
To understand how this foundational principle differs from the point I made
in The Power of Pricing, it is best to envision a school of piranha, because
whether or not you know it, you are surely swimming among them.
Piranha have quite a fierce reputation from film and lore, and one might
think they are menacing shark-like creatures. But they’re really not.
Well, I guess they are a bit menacing given their sharp teeth, but they’re hardly shark-like. Most
are only about the size of your hand, and if you were in a lake with one piranha, it wouldn’t really be
a problem. Oh sure, it might bite you, but you’d grab it, give it a good what-fer shakin’, and throw it
up onto the bank to watch it squirm, beg for mercy, and ultimately go to that big aquarium in the sky.
The problem is, you’re not swimming in a lake with one piranha, you’re swimming in a lake with
hundreds or thousands, each of which is hell-bent on nibbling you to death. One little bite here, one
little bite there, and one little bite in the other place. (And let me tell you, it is no fun when piranha
bite you in that other place!)
Pretty soon, you’re just a skeleton of what you used to be, the piranha having ripped the fleshy
meat from your bones!
By now, you’re probably ready for me to move this metaphor back to your business and give up
my fantasy of becoming the next Steven King, so here goes. And as with the Power of Pricing, let’s
again use a hypothetical P&L statement from an interior design firm.

www.designingprofits.com
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This time, let’s look at the line item
for Cost of Goods Sold and imagine
this is your firm. You paid every
one of those dollars to a vendor
who has but one goal for the next
fiscal year. Do you think their goal is
to increase your profits? Or do you
think perhaps they’re more
interested in increasing their profits?
If you said “their profits,” (and I
pray that you did) ask yourself
where that increase is going to come from?
Well, from you, of course! Where else can it possibly come from? You just got a 1% piranha bite…
and 1% is what? HUGE!
Now find the line item for expenses and imagine the sub-category of wages. Everyone who works
for you—full-time, part-time, contract, virtual or outsource—has a goal to earn more next year than
last. And where is their increase going to come from? From you, of course! You just got your second
1% piranha bite.
Now imagine other line items that make up this expense number including utilities, rent, and
insurance. Think they aren’t going up? Those firms have CEOs and boards, and sometimes even
shareholders who want to see their profits increase, not yours. They don’t get paid for yours. They
don’t get promoted for yours. They don’t get bonuses based on yours. And where is their increase
going to come from?
That’s right…out of your hide with piranha bites numbers three, four, and five.
And travel and airfares…
And telephone and cell phones…
And office suppliers and shipping and…
Do I really need to go on? Every line item on your P&L statement represents a direct link to a
company or individual that is under constant pressure to do their own version of raising prices.
(Maybe they even took my 8 Steps course, in which case you’re really in trouble!) Every one of them
is attaching their sharp teeth to your business and nibbling as fast as they can. Your flesh is the meat
of their futures!
Just like debits must equal credits, on the other side of your expenses is someone else’s revenue,
and I assure you, they are constantly trying to get just a tiny bit more out of you. They’re nibbling
away at the edges of your business model, some with such small bites that you’re tempted to ignore
them, or give up on them too easily.
• A vendor who used to provide free shipping on orders over $100, announces that the minimum is
now $500. Or they eliminate free shipping completely. That’s a price increase that reduces your
profits.
• An employee gets married and now just has to have that 7% raise. That comes out of your profits.
• Fire insurance goes up 23% and your landlord is passing your share on to you.
• Your internet provider is increasing their monthly fee…
www.designingprofits.com
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• Your IT guy raises his rates by $20/hr.
• Printer ink goes up from a zillion to a ga-zillion dollars!
You see, 1% is rarely 1%. It’s like saying someone is 1% pregnant. Or the great beast is 1% awake
when she first opens one eye in the morning. (Darling, if you’re reading this, I’m not thinking of
anyone in particular here.)
In fact, if this designer allowed expenses to creep up just 3% over the next year, that would take
over $17,000 directly OUT OF her pocket! Think what that amounts to over several years…or a career.
This nibble, nibble, nibble attack on your profit margins can quickly build to amounts that will
have a profound cumulative negative impact on your bottom line—an impact that will compound
over time if you’re not a vigilant gatekeeper.
Which leads me to the five steps necessary to ward off piranha:
1) Purchase a can of “Piranha-Be-Gone” and spray it all over yourself before entering the lake. Now,
for those already rushing to Amazon, this is actually what we writers like to call satire. So there
are really only four steps, and here they are:
2) Make sure your bookkeeper or accountant always prepares your P&L Statement with a “prior
month” (or “prior year” if it’s an annual accounting) so that you can begin to get a feel for when a
line item is higher than it was before. Do not put your head in the sand and let your eyes glaze
over when these statements are prepared, and they must be prepared. And, call me a dreamer, but
it would even be nice if you had a budget with which to compare “actual” numbers when they
become available. (“Hey David…you’re a dreamer!” I know, I know…)
3) Fight like hell! Be the squeaky wheel that no one wants to tell they’re raising their prices.
Negotiate. Ask them to delay a year. Ask for an offset of some sort. Refuse to pay until you must.
Just say, “No.” Threaten to go elsewhere.
4) Know that you’re going to lose some of these battles. For example, UPS is probably not going to
negotiate individually with you the next time they raise their prices.
5) Make up for these inevitable nibbles, by doing what? Raising Prices! In fact, explaining to clients
that your costs are going up is one of the most palatable stories for increasing prices there is. This
should occur annually…if not monthly…if not daily!
Doing unto others as they are doing unto you (raising prices, that is) is the only way forward when
you’re the little guy with precious little power, a mere mom & pop who is seated at the rear of the big
business bus.
Of course there is a better place to ride, one with a much nicer view. In the next foundational
principle, I’ll show you how to move to the front of the bus. And that, my friends, is what we writers
call one hell of a fine segue!

www.designingprofits.com
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4—Move to the Front of the Bus
There’s a concept I teach to Edge members that is important for you to appreciate, and few designers
do. It’s called the value chain, and it is central to the strategic actions of forward and backward
vertical integration.
I know those may be high-sounding MBA terms, but stay with me as understanding these
concepts can set you apart in your field in the years to come. Understanding the value chain of which
you are a part, can tear you away from your daily grind and send you hurtling toward true wealth
creation.
Every business school professor has learned that the most valuable case studies often come from
different industries. Boeing, for example, is likely to learn something more radical from studying
Google than from studying its competitor, Airbus. I call these “crossover strategies,” and we can find
one in the form of Amazon. Sure, today they’re in many different businesses from online retail to
streaming video to cloud-based software hosting, but let’s keep things simple and focus on their roots
in the “book” industry. You know enough about the book industry to quickly appreciate that the
“value chain” looks something like this:
Author >> Agent >> Publisher >> Printer >> Wholesaler >> Retailer >> Customer
Amazon began life several decades ago as an online retailer. Even when small, they found clever
ways to buy directly from wholesalers and then skipped the “brick and mortar” retailers, selling
directly to the customer. This means that they were able to avoid the markup applied by the retailer,
allowing them to keep that extra margin for themselves, or pass it on in the form of low prices for the
customer.
What’s important to know about any value chain is that the very name means that “value” is
being added at each step, but that value is not necessarily equal. Some steps add more value than
others.
It is equally important to know that the entity that provides the value at a given step—publisher,
wholesaler, retailer, etc. in the Amazon example—earns some share of the total profit. And one more
important piece of data—100% of the cash associated with the value chain is paid by the customer.
Though I’ve shown the chain above in a left-to-right fashion, the cash flow is more like right-to-left.
This means that if we go all the way to the right on a value chain and find out how much the
customer paid, we can trace this backward (that’s why it’s called backward integration) and try to
determine which of the entities that compose this value chain, kept how much of the total profit
earned on the customer’s purchase.
Before Amazon, a traditional printed book sold to the customer at a brick and mortar store for,
say, a $30 retail price, would generate some profit for Barnes & Noble, but also some for the
wholesaler from whom Barnes and Noble bought the book, the publisher from whom the wholesaler
bought the book, the agent from whom the publisher bought the book…and, finally, the author
himself.
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When you see large corporations making acquisitions or forming partnerships, it is often because
the CEO feels that a particular link in his company’s value chain is earning an abnormally high share
of the whole. This explains Coca Cola buying up bottlers, or Walmart making its own toothpaste, or
Apple opening retail stores, or Dell selling computers directly to the end user.
Back to Amazon—nobody understood this better than founder Jeff Bezos, who ultimately
eliminated not only the need for a retail store, but after creating a market for e-Books, all but
eliminated wholesalers, publishers, and printers as well, gobbling up almost all of the profits in the
entire chain that did not go directly to the author.
Why this matters to you (a lot) is that whether or not you know it, interior design is part of a very
extensive value chain and the opportunity exists for you claim some of the profits that other links in
the chain are currently hogging, or perhaps even hiding from you.
To use an extreme example, let’s imagine at one end of the interior design value chain is a piece of
raw land, and at the other end, a beautiful, Architectural Digest-quality, 12,000 square foot home that
would sell for many millions of dollars.
The question you should be asking is, What happened at each point in the value chain that led
from raw land to finished home…and who got paid how much at each step?
Some years ago I introduced this concept to my conference attendees with the image of a bus.
While analyzing the interior design industry, I found that all too often, interior designers were seated
at the back of the bus, waiting to pick up the crumbs that the architect, builder, developer and others
had left on the table of the now budget-weary client. (From whom all dollars flow.)
The bus below shows how first a real estate agent is sought, followed by an architect, then a
builder, and lastly, an interior designer. The designer is seated at the back of the bus, waiting for a
budget-weary client to give him or her the dregs.

Designer
Hired

Construction
Begins

Budget
Reduced

Budget
Reduced

Budget
Reduced
Builder
hired

Plans
drawn

Architect
hired

Land
purchased

Real estate
agent selected

The goal for the ambitious designer, I argued, should be to “move to the front of the bus” and to try
and and get involved in every link of this chain. This could mean, for example:
Networking with developers to know where new homes are going to be built before they are built;
Connecting with real estate agents and developing a system of referrals;
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Courting architects and builders and offering to get involved with drawings and specifications
early in the project. (This step alone has built dozens of the most profitable design firms I’ve
worked with.)
Acting as an agent or representative for a client at the outset, helping them to choose the architect
and builder and overseeing those activities;
Getting involved with the management of early stage construction and development;
Getting early referrals from builders and architects who have come to trust and rely on you;
Staying in touch with former clients to ensure that you are first in the loop if they’re thinking of
building a new (or second) home…or they know someone who is
Adopting a philosophy of “moving to the front of the bus” will force you to move forward in the
value chain and will make you the one who always seem to know when the iron is hot and to be the
first one on the scene when the client is ready to start writing checks! You can begin billing time
earlier, and potentially set expectations and enter contracts before the client has begun suffering from
budget fatigue.
Your position on “the bus” can be so important, that I have many clients who don’t even consider
the ultimate customer as their “ideal customer.” (As defined in Step 3 of the 8 Steps Program.) Rather,
they develop a strategy for focusing their marketing on other links in the chain, such as architects and
builders.
Whoa… Did I just mention the S-word? Strategy? Well pat me on the back for another brilliant
segue, because the next foundational principle represents the single most important responsibility
you have—that of setting strategy.
That’s right, your greatest responsibility is to create a compelling strategy for your firm. You’re
the only one who can as it’s the one thing that cannot be delegated our outsourced. A good place to
start is simply to understand what a strategy is.
And I’m betting, it’s not what you think…
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5—Strategy is Everything
The word “strategy” is grossly overused, and more often than not, misused. The greatest offenders
are those involved in marketing. These practitioners, some good, some snake-oil salesmen, think
everything is a strategy. There’s not only the generic marketing strategies, but also social media
strategies, communications strategies, branding strategies, email strategies, website strategies and so
on.
The word is popular everywhere. Look no further than strategies for getting kids into college,
strategies for getting in shape, strategies for that vacation trip and on and on and on.
No wonder, given all of that noise, that it’s hard for entrepreneurs to clearly understand they can
have only one corporate strategy—just one—and finding it is the most critical thing you’ll ever do, as
once a corporate strategy is set, all of the other so-called strategies really become activities and tactics
designed to support the one ultimate goal.
Let’s go back a bit, back a few thousand years. The word strategy comes from the Greek word
strategos, which means general…as in the military commander type of general. Back in ancient
Greece, the military general was also the head of state, which is why today, the CEO has inherited the
mantle of being exclusively responsible for strategy. He, or she, is our modern day Greek equivalent
of the general, the strategos.
Just as there can be only one general at a time, there can also be only one strategy at a time, and
your strategy will be the sole determinant of the success or failure of your firm, that is to say, its
ability to create sustainable wealth.
(It’s not a typo that I’m repeating that sentence below, just a plea for awareness.)
Just as there can be only one general at a time, there can also be only one strategy at a time, and your strategy
will be the sole determinant of the success or failure of your firm, that is to say, its ability to create sustainable
wealth.
So, having told you some things that strategy is not, such as marketing, what is this thing called
strategy? How is it created? How is it implemented? How do you know if it’s working?
For small firms like yours, I often say that “strategy is cash flow,” because whether or not a
strategy is, or is not successful, can only be measured in economic terms. Does a given strategy
increase sales? Does it allow you to increase prices? Does it reduce your costs? Does it increase your
profits and, most of all, does it increase your cash flow and sustain that increase over time? Does it
generate the excess cash that leads to increased wealth?
If these positive financial trends are not present in your business, don’t blame yourself, blame
your strategy and vow to change it.
But how does one find this powerful thing called a strategy?
It turns out that it’s not as hard as you might think. Anyone studying corporate strategy will first
turn to Michael Porter, a Harvard professor and the preeminent expert in the field. Like most strategic
planning professors, I bombard my university students with Michael Porter material from the first
day of the semester to the last!
The truth is that over the decades, Michael Porter has evolved, and so has the definition of
strategy. This is partly due to the rapid changes in technology and the manner in which information
(including best practices) is so easily shared today. After all, if you want to know exactly how to
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maximize profit as an interior designer, all you have to do is join The Edge! (That’s what we call a
clever plug!) Long story short, Porter now defines—and I agree—strategy as:
A chosen set of complementary activities that are different from, or performed
differently than other firms, and an acceptance of the tradeoffs.
There is so much to unpack in that definition that I teach an entire semester course on it! Some
highlights are:
• Strategy is the result of activities…
• …that are chosen
• …that are different
• …that require tradeoffs, that is, accepting what you cannot do while trying to master the activities
that you must do.
Southwest Airlines began with its founder, Herb Kelleher, drawing a triangle on a
cocktail napkin. The three corners of the triangle were simply labeled Houston,
Dallas, and San Antonio. At that time, the model of how to compete in this
industry was well known. One bought multiple types of aircraft to negotiate the
best deal, flew into giant hub-and-spoke airports to reach mass audiences,
offered reserved seating due to customer demand, served meals and cooperated with
other airlines to facilitate baggage transfers.
Taken together these “activities” constituted the strategies of these airlines, and profit margins
were almost always…miniscule.
When Kelleher decided to launch his company, he ignored the status quo and chose none of these
activities; Instead, he traded them off. He bought only one type of aircraft , thus simplifying
maintenance and pilot training. He elected to fly into only small airports in fair weather cities. He
offered no reserved seating, served no meals, and did not transfer bags between airlines, all of which
resulted in turnaround time that was a fraction of the so-called legacy airlines. So, too, were his fares.
Southwest’s chosen activities were complementary, meaning that one supported the other, leading
to a seamless culture of excellence that has become an intangible asset virtually impossible for a
competitor to imitate.
A competitor looking at Southwest’s original business model would have predicted certain
failure. Instead, over the past thirty years, Southwest has earned more profits than all of the other
U.S. airlines…combined!
I’ve determined, part through analysis and part through experience, that your most successful
strategy will be defined by five core competencies that you must commit to mastering. They must be
complementary, and taken together, they must represent an irresistible value proposition for your
ideal client. You must perform different activities, or perform activities differently, from other
designers in your market. (These are taught in the ActionMaps course for Edge members.)
All activities that do not make the cut of your five “Critical Cores” must be excised from your
daily priorities like the cancers they are. Choosing what not to do is every bit as important as
choosing what to do. These “tradeoffs” will enable you to begin chipping away at the single greatest
killer of your profits—complexity. We’ll tackle that in the next foundational principle.
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6—Simplicity
Play along with me here and I’m certain you’ll benefit from the jaw-dropping conclusion.
Imagine that you’re at a dinner with seven other friends including Shelly, who’s engagement
you’re celebrating. You ask the waiter to take a picture of the eight of you, but after the flash,
someone says, “Wait, I want to be next to Shelly in a picture.” And after the next flash, someone else
issues the same request.
Eventually, the waiter has a great idea: “Why don’t I just take a picture of all possible combinations of
your party? Then everyone will be happy.”
My question to you is: Is this really a great idea? Just how many pictures would the waiter have to
take?
The answer (which I predicted above would be jaw-dropping) is 40,320. It would take several
days for the waiter to take all of those pictures!
Seriously. There are 40,320 unique ways to arrange eight people. (Or eight of anything, including
sofas, chairs, and accessories, if you really want to be depressed!)
Did you come even close to that number? If you’re like most non-mathematicians, probably not.
You may have even been thinking something as simple as 64 (8 squared) or 512 (eight cubed). But the
answer to this problem falls under the mathematical function called a factorial. The way to determine
how many ways there are to arrange eight objects is: 1 x 2 x 3 x 4 x 5 x 6 x 7 x 8. Which equals 40,320.
And, yes, if we added a ninth object there would be 362,880 ways to arrange all nine. (40,320 x 9.)
Want some bad news? No? Well, here it is anyway—your business has far more than eight
moving parts. As I’ve said on countless occasions, interior design is the most complex business I’ve
ever seen.
In fact, I’ve got even more sobering news—the problem of complexity is far worse than you think
and there is every reason to feel overwhelmed! Like the law of entropy in physics, systems will
always get worse in the absence of determined, tangible forces designed to rein them in. This is why I
created the ActionMaps framework for designers that forces them to truly master only five core
competencies, or what I call Critical Cores. You have to let go of the rest.
This complexity has a cost, but it is one that cannot be entirely measured. It shows up within
expenses on your P&L statement but there are no separate line items for inefficiency, redundancy, and
rework. In fact, it’s entirely possible that a huge percentage of your firm’s total expenses reside in
what I refer to as the “dark matter,” that builds up like plaque in and around the operating elements
of your day-to-day.
This dark matter, this complexity, is the killer of small business profits. Let’s suppose that you are
preparing to do a task, which is billable. Maybe you’re going to open an AutoCAD file and create
some variations in the way a particular space is laid out.

"
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But before you can tackle that task, you have to finish what you’re currently working on, and make a
transition. Whenever we move from one task to another, there is a transition out, and transition in. If
for no other reason than wasted time, the degree of the transitions create dark matter, or hidden costs.
Keeping factorials in mind, if these transitions involve files or folders that are not readily
accessible, information that is contained in multiple places, client notes or data that is not
conveniently available, information that must be updated in several databases, a different computer
or desk, or countless other “gaps,” we are creating more and more dark matter.
Then, in an hour or so, we think about transitioning out of that task and into a new one, and we
end up with a workflow that looks something like this:

"
If your intent was to bill a client for the actual “task,” no wonder you’re often conflicted about how
much to bill or find yourself giving away hours for free. Complexity and dark matter are the killers of
design firm profits and you have to root them out.
From now on, every time you consider adding one iota of complexity such as a new employee, a
new software system, or a new marketing campaign, keep in mind that you are not really just adding
one thing. Rather, you are multiplying an already very big number by another number! The end result
is an exponential increase in complexity, more time spent on the trivial many, and less time spent on
the critical few—your five Critical Cores.
Some of those Critical Cores will no doubt focus on the most profitable areas of your firm, but
alas, the great majority of designers are not even sure what those areas are. They’re not really sure
where they’re making money and where they’re not. For that, you must master Step 2 in the 8 Steps
Course. Only when you move from “clouds to columns” will the high cost of complexity come to
light.
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7—Moving From Clouds To Columns
Before I introduce this foundational principle, please remember that I said in the principle, The Power
of Pricing, that pricing was the low-hanging fruit. It’s easy to strategically increase prices and the
impact is immediate. The impact is on income, the bottom line.
Because it can be so quick and so pleasurable, think of price increases as giving yourself a sugar
high like eating a candy bar. But income is tantamount to a job. To month-to-month. Year to year.
What I want for you is to create permanent wealth as opposed to just going from sugar high to
sugar high. Instead of a candy bar, creating wealth is more like five trips a week to the gym and
breaking a sweat each time.
Moving from clouds to columns is relatively easy to understand, but it takes a little perseverance
to implement. This fruit doesn’t hang so low but if you can get your hands on it, it will transform the
way you view your business now and in the future. It is an essential discipline if you truly want to
achieve the ultimate goal of any business owner, to some day make work optional.
I’ve done consulting work for decades for businesses in countless industries and for the last
decade, exclusively for interior designers. So, I know all the little consulting jokes and parables and
here’s the definition of “consulting” that drives this principle: Find out where you’re making money and
where you’re not. Then, do more of the former and less of the latter.
This statement is profound in several ways, but the most obvious and most critical way is that it
reveals that a business is not a single entity, but a combination of related but separate silos—the
“activities” that Porter used to define strategy—each contributing to, or distracting from, the profit of
the whole.
This is true no matter how small your business may be. It’s true for Apple, and it’s true for the
interior designer at her kitchen table with one hand on a computer mouse and the other wiping
spaghetti sauce off her toddler in the nearby booster seat.
[*If you want to understand this principle in more detail, including the relevant accounting concepts, you
should take the 8 Steps Course; it dedicates an entire module to this concept through the case study of a
remarkable entrepreneur, Claudia Post and is free with your Edge membership.]
So let’s talk about clouds and columns. Whether or not you get detailed financial statements each
month, and whether or not you thoroughly understand them (which is a different discussion) at some
point in time you no doubt see a so-called “bottom line” number.
The problem is, it’s just one number, or as I describe it, a “cloud” of income. Such a cloud can only
be produced by taking a cloud of revenue—that is lumping all receipts from all sources together—
and subtracting a cloud of expenses—all expenditures lumped together—and arriving at the bottom
line, amorphous, all-but-meaningless blob, or cloud.
But as I said a moment ago, that’s not how businesses work. So this principle is going to ask you
to go from Clouds to Columns. I want you to start looking at every expense, starting with of course
the very biggest ones, and ask this questions:
“What percent of that expense is directly related to a particular source of revenue?”
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Here are a few examples:
• If your procurement person, perhaps earning $50,000 a year,
spends 50% of her time on just one client, one project, or even
on just one product category such as, say, furniture, then
$25,000 dollars—her $50,000 salary x 50%—should be
allocated to that particular source of revenue, in this case
either the client, the project, or the line of furniture.
• If you or other members of your team are spending 10% of
your time specifying a certain product category, say lighting,
but lighting only generates 5% of the total value of a project,
then you may be losing money on lighting.
• If you or other members of your team are spending 20% of
your time specifying a certain product category, say, furniture, which contributes 40% of the total
project value, then furniture may be generating nearly all of the profit on a job.
• If you spend 30% of your design time on preliminary drawings or proposals that you don’t fully
bill for, then you may be losing money on that phase of the project.
I hope you get the point that going from clouds to columns—that is matching up columns of
expenses with the columns of revenue they have been put in place to support—is the only way to
answer the consultant’s questions: Where are you making money and where are you losing money. And
trust me, you ARE doing some of each!
Perhaps rather than begin by describing how things should be, this concept will become clearer
by looking at how things are. In almost all P&L statements, total sales are almost always presented as
one line item. Within that grouping, there are sales of a variety of different types of merchandise,
perhaps with different profit margins, and all of the different time billings, no matter who billed the
time, at what rate, or how much overhead was in place just to support them.
Your accountant shows only a “cloud” of revenue or gross sales.
The same is true for Cost of Goods sold. Everything that has been tagged as a direct cost is just
lumped in there. This cloud is subtracted from the bigger cloud, resulting in a third cloud of gross
profit margin or GPM. Then, another cloud of expenses is subtracted, resulting in a cloud called Pretax Profit.
But where did the profit come from? This presentation may help your accountant to file quarterly
tax deposits, but it does nothing for you as a chief strategy officer! You have no idea from this
presentation, for example:
• Whether furniture or wall coverings contributed more to profits
• Whether that custom mill work you ordered made…or lost…money
• Whether your junior designer is earning her keep
• Whether that big job you celebrated is putting you over the top…or killing you!
• Whether you have too much overhead…or too little. Too much staff…or too little.
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You really don’t know anything from the usual presentation of a P&L statement. Given that your
accountant almost certainly uses accrual-based accounting, you don’t even know how much cash is
on hand! It’s certainly not the same as “profit.”
I have an entire lesson in my 8 Steps Course on moving from clouds to columns (Step 2) but for
now, I want you to start thinking about how to measure, or even ballpark, the costs that are directly
related to a column of revenue, so that you can begin to have a gut feel for which columns are
profitable and which are not.
Then, and only then, you too can become a consultant and, “…do more of the former and less of the
latter!”
But if you’re not content to wait a year or so to see how things are going, if you’d rather know for
certain, week-by-week that you’re moving in the right direction, then you’ll want to keep reading for
the final Foundational Principle—the ActionMap framework!
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8—Your ActionMap
I’ll be the first to admit that there’s a bit of a Russian nesting
doll nature to The Foundations. That is, within each one of these
principles I could have elaborated, subdivided, deconstructed
and presented dozens more. In fact, many of these principles
can be found as part of larger courses, such as the 8 Steps, or
covered extensively in coaching programs such as ActionMaps.
In that program, you would learn about the revolutionary
framework that I’ve created just for interior designers. The
program takes designers through the creation of an ActionMap
which will help them to overcome complexity, understand where
they are making money and where they are not, and above all,
to keep their focus on creating wealth.
One precursor for the ActionMap is the enduring
management bromide that “what gets measured gets done.” This is then combined with the
psychological principle known as “set” which explains why we get more of what we think about and
focus on.
After working with hundreds of designers and studying the industry in depth, I was left with this
question: Then why are designers measuring and focusing on the wrong things?
Why do their accountants and bookkeepers prepare statements that hide more than they reveal?
Why are they not getting the reports they need to truly effect strategy, generate excess cash, and
create wealth?
Of course you’ve begun to answer these questions throughout The Foundations. Still, it’s hard to
identify that which is really important to measure when overwhelmed with complexity, when vital
data is buried within clouds, when there is no focused strategy, and when one is consigned to the
back of the bus.
The principles I have outlined here will help to give you the clarity, and even the inspiration that
you need to breakout. And when you do, you’ll be able to create an ActionMap, an interactive tool
that defines:
1. Your ultimate goal, or dream
2. Your irresistible value proposition to your client
3. A laser-like definition of that “ideal client”
4. The five critical cores, those essential skill sets (complementary activities) that you must master to
satisfy this ideal client time and again
5. The “gaps” that must be closed to achieve this level of mastery
6. Specific actions that must be taken to close those gaps
And, finally, you’ll be able to articulate a clear “strategy statement,” or story of how every action, no
matter how mundane, will lead you in the direction of your dreams. As Goethe said, “When you
commit, Providence moves, too.”
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Conclusion
Congratulations on completing The Foundations. These essential principles have created millions of
dollars in wealth for countless designers, members of The Edge, and they can do the same for you.
Over the past thirteen years, I have had the privilege to analyze your industry, and those who are
successful in it, more than anyone I am aware of. I have discovered certain traits and practices that
the top 5% share.
And while I am happy to share those traits with you, I am also aware that your business is not
static. It is a moving force not unlike a rushing river. And sometimes, I’m sure you feel like you’re on
a small raft, hanging on for dear life!
That’s why I created The Edge— a membership organization that is designed to both provide you
with the fundamentals, but also to bombard you with information each month, knowing that at some
point, timing and knowledge will come together at the perfect moment, and you will have a
breakthrough of unimaginable proportions!
I’ve seen the look on peoples’ faces at my live events, such as when one designer looked at her
colleague after I made a simple statement and said, “Now that was just worth the price of the entire
conference!”
Dig in and read every word. Take advantage of your membership! Join the coaching groups and
Cohorts. Attend the annual event. Become a student again—a student of creating wealth!
I know you can do it, and I will help you in any way that I can. Let me be your coach and your
mentor and together, let’s create a future worth working for.
All best,

David P. Shepherd
President and CEO
The Edge

To join The Edge, please visit:
www.designingprofits.com
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