One Decision Making Tool that you will Use Everyday 
– The Basic Breakeven Calculation
Whether if you have years in this business or are fairly new, here is a quick refresher on a simple decision making tool that you can use everyday. 

The basic breakeven calculation is (Fixed Cost/Contribution)

Contribution is defined as (Sales-Variable Costs)
So: Breakeven =        Fixed Costs



      Sales – Variable Costs

Where: Fixed costs are costs that don’t change with volume 

Such as: rent


  ad costs


  salaries


  slotting…uh…what’s that?
Where: Sales are “net sales” after returns, discounts and allowances – can be unit sales, such as in the net price of one unit or sales for a period of time – depending on what you are calculating the breakeven of. 
Where: Variable costs are costs that do change with volume


Such as: cost of goods



   Broker commissions



   Promotional allowances

The Breakeven calculation is a simple formula which is used in daily decision making. 

Example: I make it for $4.00 (Cost of goods + commissions + shipping), I sell it for $8.00 (after any promotional allowances, cash discounts and any spoils or returns), thus my contribution per case is $4.00. 

How many cases do I need to sell to pay for the $1,000 slotting investment (or ad, or demo, etc.)?  

$1,000/($8.00-$4.00) = $1,000/$4.00 = 250 cases

Now you can look at: 

1. How many weeks before I breakeven on my marketing investment

2. If it is outside my normal parameters is it a good long term investment strategically?
Another example, put another way, is if I spend $60,000 to hire a sales rep that will cost me another $20,000 in benefits and travel expenses, my investment is $80,000. Using the example above, I could say that this rep needs to generate 20,000 incremental cases ($80,000/$4.00 contribution) before paying for himself. I could also say that if my contribution margin is 50% ($8.00 - $4.00), then $80,000/50% = $160,000 in incremental sales (that is, sales I wouldn’t have gotten without this rep) to breakeven. 

If you clearly understand this, the financial implications of most investments are put into perspective. 

Granted all of your decisions won’t boil down to strictly a breakeven even calculation – but it is an important context by which you can weigh other short term and long term strategic issues. 

Please feel free to call or email with any questions. 
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