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Breakeven Point

This is the level of sales or gross income yloarr business must achieve before it can evehtstanake
a profit. It can be calculated over any time pengoeferably monthly, weekly or daily. Assuminguyare
measuring the monthly breakeven point of your bessnyou will need to know your fixed monthly
overheads. These are the expenses that woulcelksathe whether you opened the doors to trade or not
Your variable overheads are those expenses thaaise as your sale increase. Using your phonasdh
example the line rental is a fixed overhead butaim@unt of calls you make in many businesses i@if
of the amount of sales you make. Many expensesarable in the long term but fixed in the sherm
so the period of time you are analysing can effeat definition of variable or fixed expenses. tthe short
term the only variable cost you may have is thd pose of the product you are selling Your breade
point is calculated by working out how much grosfipis left after the variable expenses are nmet then
working out how much gross profit it will take tower the fixed costs. The following three exam#s
say the same thing it just depends which one wiarkgou:

1) If for every dollar of sales a business makes énsis 50% on variable costs (in the short term this
could mean 100% markup of goods purchased forgegalvorking back the other way a 50% gross
margin) and this businesses fixed costs are $5@#0week, it will need to sell $10,000 to
breakeven.

2) Sales less variable costs as a percentage of @ptess margin) tells us that half of every dollar
received goes towards fixed costs so the businesslsnto sell twice its fixed overheads to
breakeven. Or if the variable costs are only 40%ates then 60% of sales goes on fixed costs. So
every dollar sold contributes 60 cents to fixedrbeads. If you divide you fixed overheads by 60
and multiply the by 100 you find out how much yaed to sell to breakeven.

3) For the number crunchers, that is your fixed cémtghe period divided by the percentage of each
dollar sold that contributes to your variable cogsoss margin) multiplied by 100 gives you the
sales required to breakeven.

Fixed Costs
Gross Margin

Now consider how many days in that particyteriod it would normally take you to meet your
breakeven point. Are you cutting this too fine®@r Eleas on how to improve your breakeven poirgrrés
Chapter 5 of Driving Small Business.

Gross Margins

This ratio is particularly important for taxpayavio receive cash payments as the ATO uses thigimar
to compare with other businesses in your industrycdnsider whether you may be understating your
income.

The Gross Margin is simply the portion of youresaleft after paying for the direct cost of thoates
such as raw materials used up during the periocdpapdiiction wages. If you are in the retail indyshis
is opening Stock plus purchases less closing stobkvide this amount by the total sales to get the
percentage of sales left after direct costs.

Another important consideration of this ratio asmheasure how much you have left to cover the other
costs of the business and how much extra anothlar dosales is worth to you.

For example if you had a gross margin of 40% mhésns that for every dollar in sales 60 cents went
direct costs of producing that product for saldéhsye is only 40 cents left to cover the other hess cost.
Therefore if spending $400 on yellow pages adviagiss only likely to increase your sales by $1,006re
is no benefit gained by that advertising.
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Stock Turnover

This is a very easy ratio simply divide the total costled goods you have sold for the year (or period)
by your closing stock or average stock on handpat. This will give you the amount of times y@tock
turns over during the year or period. If you de/i@65 by the amount of times your stock turns qesr
year it will tell you how many days it takes forurostock to turn over. For those businesses witrge
amount of capital tied up in stock this is a cruzidicator.

Many small business operators would alreadye & good idea of these figures but how does your
business compare with your industry averages? IChgiovww.fmrcbenchmarking.com.dor information
on your industry.

Industry Examples:

Corner Stores - High income stores turnover thteick 35 times a year. Whereas low income stongs o
turnover their stock 10 times a year. The avera@d times a year.

Shoe Shops - High income stores turnover thegks?2o48 times a year. Whereas low income storgs on
turnover their stock just under once a year. Nerage is 1.77 times a year.

Giftware — High income stores turnover their stdcks times a year. Whereas low income stores only
turnover their stock 1.86 times a year. The aweiag.22.

Hardware — High income stores turnover their s®a times a year. Whereas low income stores only
turnover their stock 2.58 times a year. The aweiag.27.

Jewellery — High income stores turnover their k&0 times a year. Whereas low income storeg onl
turnover their stock 0.74 times a year. The awia@.03.

Menswear — High income stores turnover their s&&ld times a year. Whereas low income stores only

turnover their stock 1.45 times a year. The awia@.52.

Newsagencies — High income stores turnover thetks12.55 times a year. Whereas low income stores
only turnover their stock 4.34 times a year. akierage is 8.01.

Hints to Improve Stock Turnover:

1) Do the above calculation on an individual basisegfach stock line to identify slow moving lines and
consider their relevance to your business.

2) Introduce a computer controlled stock system tcktthis information more readily and allow you to
be able to re-order stock at the last minute bexgas know exactly how much you have and what
your average daily needs for that item are.

3) Sell slow moving stock on consignment only so thiat not tying up capital.

4) Have a sale to clear obsolete stock, or give obssleck away as a promotion to buy other items.

5) If you must hold slow moving items make sure yoargm on those items is higher than other stock
items as slow moving items take up a larger shbowerhead, both in space and cashflow.

Rate of Return

In short this is how many years it takes ymut, of net profit, to make back your purchase pri€amply
divide your expected net profit by your purchaseegto get the percentage of your purchase priaeytbu
will get back each year. This is useful in comp@rbusinesses you are considering buying. It meay b
acceptable for some businesses to have a loweofrag¢urn than others if their market place is mowore
stable. For example if you were about to buy @amkay food store in a area that McDonalds or aaPizz
chain has just pin pointed for a future store yaula expect to get your purchase price back morekbyu
than when buying a business that has a stable insitkee, as when the other shop opens your prafit m
drop considerably.

Gross Profit Ratio

This is simply the amount you mark your goods up liys not the calculation that is the eye opdmérthe
comparison of this ratio between the rate you usennsetting your pricing and the rate that is shawn
your accounts. For example if you buy goods ésate at a cost to you of $100 and you normallykveor
a 140% markup then you would put the item on thedfstt a price of $140. Accordingly, when you rieee
your financial statements for the year you sho@dable to divide your sales by your cost of goaild and
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get a 1.4 ratio. If this is not the case you neecbnsider why. Note this ratio analysis will @t correct if
your stock take is simply guess work. Otherwisensoof the possibilities that could contribute to a
difference here are:

» Discounting

* Wastage and obsolesces

* You are not consistently applying the markup taatbds sold

» Stock is being stolen

* Your staff are pocketing some of the cash you lmageived from sales.

Be careful that you understand the way peeggg and markups work. If your markup is 40% ost co
and your cost is $100 the selling price will be tust times 140% which is $140 but if you are wogki
back the other way from your selling price the amisgoods sold is 71.4% of the selling price ($&00
divided by $140). A simpler example is when youknap goods 50% this means that stock purchased by
you for $100 will sell for $150 (half again) but &M you work back from the selling price the costhaf
goods sold is 2/% or 66.6% (150 divided by 3 times 2 equals $100).

Book review

Driving Small Business — Noel Whittaker and Des Kjhit
| would like to encourage all our business clieitsead this book. Although it is now out of pribty to
find it in a secondhand bookstore or on a frierfab®kcase. It will help you understand and utilise
financial statements we produce. The book is as$y consoling as you face the ups and downs ofirgyvn
a business, so it is a good read.
There are untold business books around, some ahwduver a particular topic and harp on aboutritie
whole book saying, just in a different way what vehi®ady said in the first chapter. Some are exd¢hgm
boring and complex, yet do not cover enough relevesues. Many are not even written in Australia.
When a person truly understands their subject geyld be able to break it down into laymans’ terms
Driving Small Business uses laymans’ terms withnepl@s and simple dialog, just as we are used to fro
Noel Whittaker. Many varied topics are covered \&rgcinctly.
Here are some extracts to wet your appetite:
“So many people, when confronted with unfavourataeditions, are unable to accurately assess
the effect of those changed circumstances. Theyiti a mental fairyland devoid of reality. It is
unfortunately very common, presumably part of a taefdenial” process that paralyses people
from taking decisive and sensible action.”
“Most manufacturers can shorten the operating tywde to at least half the time previously take
without any disadvantages to the production pratess
“...Finally Sally was persuaded by her accountantate a cold, hard look at her takings, her
outgoings and the pattern of her appointments saddenly she realised how close she had come
to ruining her own successful business. Each appeint required fresh towels and a fresh robe,
plus time set aside to clean and prepare the tegdtroom. All this cost money. In addition her
business clients rarely bought product for theinaywge, unlike the older women. Sally began to
focus on her older clientele and ran an advertisemgpaign in suburban newspapers promoting
her business as part of the perfect city shoppxpgmrence. Soon she could afford to gracefully
turn away some of the quickies!”
“...Investigation soon found a competitor's new prodwas superior to his own, causing the
market to abandon his company’s outdated technoldgyesponse, his team had begun to shave
prices and margins as a means of competing. Whencompetitor launched a large-scale
promotion of its new product, Jason’s businessidedleven further. ... Jason had the following
options:”
“...A typical gambit used by some buyers is to se@mark then attempt to renegotiate the whole
deal at the last minute — they will drop the priask for terms or better terms, or attempt to
enforce more difficult or stringent conditions. efaxperience is as common in business sales as
it is in property sales. The real purpose of sonaneuvers is to test your nerve, in the hope of
forcing you to panic and thus reduce your pricecancede to terms that strongly favour the
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purchaser. Don't be fazed by such a tactic — d@henigh it often succeeds with more naive
vendors. Keep a cool head and regard it as siamplydication that your purchaser really wants
to buy your business and is merely angling fora.tle

Driving Your Small Business not only gives you Halstrategies it helps you “listen” to your bussseand
understand when changes are needed. The book sfmw#iow to analyse your cashflow, product
turnover, breakeven point, operating time cyclshcame cycle and other key ratios and indicatdtrslso
discusses how you can go broke while making a tptudiw to prepare a business plan, how to arrange y
finances, the dangers of competing on price andtocsell your business.

As the GST has forced many businesses to recaiaieaccounts more frequently we would like tophel
you take advantage of this new up to date inforomatin your businesses’ health. Driving Small Bass
explains, very well, how to do this but if you nesay help selecting what is relevant to you or nied
discuss your findings, we will be glad to help.

Stock of the book has been difficult to get ourdson but hopefully we will get some copies sooritso
will be easy for you to purchase it through oura#f no excuses.

Saving Tax on Your Investment Property — The Book

“Every investment property tax-related questimu’ve ever wondered about is answered
here and — perhaps more importantly — the onesdydwit think to ask but should have! For
property investors who want to refine their stratefgr maximum gain, this resourceful
handbook will make a great constant companion.” Eynas Brodie, Editor, Australian
Property Investor magazine.

It's finally finished! Combining Noel Whittaker’s easy reading style withia Hartman’s mind numbing
attention to detail was a major challenge whichway over schedule but it is finished, printed, aniibe
in the book stores soon. If you want a copy shiaagvay you can purchase it online by going to:
www.bantacs.com.au/property.phfhe cost is $29.95 plus $5.95 postage — tax disdieiof course!

Ask BAN TACS

For $39.95 you can have your questions regardimgit&aGains Tax, Rental Properties and Work Related
Expenses answered. If the answer may be questmngour Accountant we will include references to
support our conclusion. Just gotavw.bantacs.com.aand look for the AskBantacs link on the right loé t
home page.

Back Issues & Booklets

To obtain free back issues of the fortnightly BAN TACS Newsflash or any of the following booklets visit our
web site at www.bantacs.com.au/publications.php. You can also subscribe to our Newsflash reminder.

Alienation of Personal Services Income Buying ariass Capital Gains Tax
Claim Your Trip Around Australia Claimable Loans afdhing a Motor Vehicle
Defence Forces [Military] Death and Taxes Divisi8h

How Not To Be A Developer Divorce FBT for PBIs

Fringe Benefits Tax Investors Miners

Goods and Services Tax Overseas Real Estate Agent
Key Performance Indicators Rental Properties SgllBusiness
Overseas Backpacker Fruit Pickers Small Business ubc&tractors

Secret Plans and Clever Tricks Teachers Wage Earner

Self Managed Superannuation Funds Year End Taxegies

Disclaimer: Please note in many cases the legislation reféor@tbove has only just passed through parliamere.ftil effect is
not clear yet but it is already necessary to makeaware of the ramifications despite the limitedhmentary available. On the
other side of the coin by the time you read thferimation it may be out of date. The informatiorpresented in summary form
and intended only to draw your attention to issy@s should further discuss with your accountantéaBé do not act on this
information without further consultation. We disalaany responsibility for actions taken on the abaithout further advice as
to your particular circumstances.
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