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Forward: How a $3.5M West Coast Bakery
Uncovered a $280K Annual Opportunity

Annual Revenue Years in Business Industry Geography
$3.5M 25+ Wholesale Bakery West Coast U.S.

m THE CHALLENGE

The owner of a well-established wholesale bakery — operating for more than 25 years across the West Coast with
average annual revenue of $3.5 million — was facing a convergence of external pressures that were squeezing
profitability. New state labor regulations and tariff-driven cost increases had begun compressing margins in ways
the business could not simply absorb. The owner had a clear goal: understand how his operation compared to
industry peers, identify where cost improvements were possible, and determine how to continue scaling
despite the weight of rising expenses.

The business specializes in the manufacturing and distribution of wholesale baked products for regional grocery
chains and retail stores — a model that relies heavily on manual labor throughout production, packaging, and
distribution. Two critical questions drove the engagement: How does my cost structure compare to peers? And
what steps can | take to protect and grow margins?

m THE APPROACH: A BENCHMARK BUILT FOR AN UNCOMMON BUSINESS

We began by collecting the Profit & Loss Statement and Balance Sheet. The first significant discovery came before
the analysis was even complete: this business has almost no true peers at its scale. The closest comparable
companies were food manufacturers operating at double the revenue and asset base. Rather than force a flawed
comparison, we used those larger manufacturers as a directional benchmark — a deliberate choice that ultimately
became one of the most valuable findings of the engagement.

Once the benchmark was structured, we restated the company’s financials to ensure a clean, like-for-like
comparison — eliminating distortions that could mask the business’s true performance. What emerged was a
portrait of a financially disciplined operation competing at a structural disadvantage it had not yet chosen to address.
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circumstances.



= WHAT THE BENCHMARK REVEALED

The Labor-Automation Gap

The most consequential finding was the structural difference in how labor is deployed. Peer manufacturers at the
$7M-$8M revenue level have made significant investments in automation: packaging equipment, conveyance
systems, and purpose-built facilities that eliminate manual handling at nearly every step. This $3.5M operation was
performing all those steps by hand — moving raw ingredients, packaging finished goods, and managing every
ancillary process through direct labor.

The benchmark data quantified the impact with precision. Revenue per employee at the automated peer level is
approximately 20% higher — a direct measure of the productivity advantage automation creates. The resulting
gross margin gap between this business and its benchmarks was nearly $270,000, or 8% of revenue.

Where the Business Outperformed

Not all findings pointed to gaps. In fact, the balance sheet told a strikingly different story. This business was
outperforming peers in nearly every financial health metric: cash flow was strong, debt levels were extremely low,
and the business was carrying a healthy cash reserve. Inventory levels were running at half the peer median, and
accounts payable were four times lower than comparable operations.

The business was not struggling — it was sitting on the exact financial foundation needed to solve its own
problem.

COST STRUCTURE GAPS IDENTIFIED
* $270K gross margin gap vs. benchmarks (8% of revenue)
* 20% revenue-per-employee disadvantage vs. automated peers
e COGS structure driven by manual labor across all production steps

BALANCE SHEET STRENGTHS

e Cash flow healthy — outperforming peer benchmarks

* Debt levels extremely low vs. industry peers

* Inventory at 50% of peer median — lean and well-managed
» Accounts payable 4X lower than peer average

= THE RECOMMENDATION: A FUNDED PATH TO AUTOMATION

With the gap identified, the next question was straightforward: what would it cost to close it, and could this
business afford to do so? To answer this, we turned the benchmark data itself into a capital planning tool. By
analyzing the depreciation expenses and long-term liability profiles of peer manufacturers — both strong proxies
for prior equipment investment — we triangulated an appropriate automation investment for a business of this
revenue size.

The analysis suggested the following: peer manufacturers are carrying depreciation levels consistent with
roughly $600,000 in equipment investment at the $6M-$7M revenue tier — approximately 10% of revenue.
Applied proportionally, that implies a $350,000 investment for a $3.5M operation. Long-term liability benchmarks
pointed to a similar figure of approximately $265,000, or 7.5% of revenue. A conservative midpoint of $285,000
was identified as the target automation investment.

The ROI case was compelling. If new automation delivers the 20% efficiency improvement the benchmark data
indicates, the business will recover the 8% COGS gap — translating to approximately $280,000 in annual profit
improvement. At that rate, the investment would pay for itself in 18 months or less. And critically, the business’s
existing cash balance is sufficient to fund the investment outright, with no new debt required.
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m THE OUTCOMES: TURNING FINDINGS INTO ACTION

The owner did not walk away from this engagement with a report — they walked away with a capital deployment
strategy and a clear operational roadmap. Two initiatives were launched directly from the benchmark findings.

Initiative Projected Impact
Automation Investment ~$280K annual COGS improvement through a $285K investment —
(Production & Packaging) estimated payback in 18 months or less, fully self-funded from

existing cash balance.
Workforce Transition Strategy Realignment of labor toward equipment operation and process

(Upskilling & Efficiency) oversight, improving output per employee while reducing exposure to
state-regulated labor cost increases.

TOTAL VALUE IDENTIFIED: $280K ANNUAL PROFIT IMPROVEMENT

Funded entirely from existing cash — no new debt, no dilution, no external capital required.

s THE TAKEAWAY

This engagement demonstrates what precision financial benchmarking makes possible. By recognizing that this
business had no true peer comparables at its scale — and using larger automated manufacturers as a deliberate
directional benchmark — we were able to surface a specific, quantifiable gap that a standard accounting review
would never have found: not just that margins were compressed, but exactly why, and exactly what it would
cost to fix them.

The answer to rising state-regulated labor costs and tariff pressure was not to cut headcount or raise prices. It was
to automate what could be automated, train the workforce to operate and maintain the new processes, and let the
business’s own financial strength fund the transition.

For a business owner who built 25 years of equity through discipline and craft, that clarity is the difference
between absorbing pressure indefinitely and building a more efficient, resilient operation for the next 25.
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