
Knowing your numbers is the difference 
between making profit happen or just 
happening to make profit. Electronic 

systems contractors (ESCs) who understand 
their numbers use those numbers to make man-
agement decisions such as pricing and staffing. 
Those who do not understand numbers are 
accidents waiting to happen; sometimes they 
accidentally make a profit and sometimes they 
accidentally lose money! And if they acciden-
tally make a profit more often then not, they stay 
in business. But in today’s economy, it’s not so 
easy to accidentally make a profit. It appears to 
be much easier to accidentally lose money, and 
sooner or later, the business can’t survive. 

In the June issue, I discussed the difference 
between markup and margin. Remember that 
margin is always calculated as a percentage of 
sales price. Using your margin to create a sales 
price is an important part of the sales process. 
Reviewing your financials is an important part of 
the management process. While your proposals 
contain an anticipated margin, your financials 
can show you your achieved margin.

Once you determine the margin you are able 
to achieve, you can then use that number to 
create a breakeven analysis. A breakeven analy-
sis is simply a numbers game that relates the 
gross margin to sales, overhead and profit. It is 
an excellent tool that can help you answer the 
“what if” questions: What if I hire another proj-
ect manager? What if my sales volume changes? 
Should I invest in more marketing? 

Breakeven example for increased overhead
For example, let’s say that you are considering 
investing $7,000 in a new marketing campaign. 
Should you do it? To answer that, you might 
consider a breakeven analysis. 

First, let’s look at the current financial state-
ment: 

Profit & Loss Statement
Sales 300,000 100%
COGS 195,000
Gross Profit 105,000 35%
Overhead 75,000 25%
Net Profit 30,000 10%

In this example, we’ve achieved a 35 percent 
margin. Now, you can use that number to help 
you make this decision. The formula we will use 
is Gross Profit divided by Gross Margin equals 
sales:

Gross Profit Gross Margin Sales
$105,000          ÷ 35% = $300,000

Next, let’s add the $7,000 for our new mar-
keting campaign into our overhead. This means 
that our new overhead number is $82,000. 
Technically, a breakeven company makes no 
profit—but for our purposes, we will include 
the profit as well. Therefore, if we want to main-
tain the same profit ($30,000), and increase our 
overhead by $7,000, we need to earn a Gross 
Profit of $112,000. Using that same formula we 
can determine the sales we need to justify the 
marketing dollars and maintain our profit.

Gross Profit Gross Margin Sales
$112,000          ÷ 35%  = $320,000

Therefore, our sales will need to increase 
from $300,000 to $320,000, an increase of 
$20,000.  We can look at it another way by iso-
lating just the $7,000 increase.

Gross Profit Gross Margin Sales
$7,000              ÷ 35% = $20,000

So, let’s ask the question again: “Should we 
invest $7,000 in marketing?” If we think that 
it will increase our sales by $20,000, then the 
answer is yes. If not, then the answer is no.

Using breakeven to calculate the effect of 
price change
This is just one example of using a breakeven 
analysis. Another “what if” game we can play 
relates to pricing. I’ve heard several ESCs say 
that they’ve had to reduce their prices just to 
get the jobs. So, let’s ask the question: “What 
happens if I reduce my margin from 35 percent 
to 30 percent? What sales volume do I need to 
achieve in order to maintain my overhead and 
profit?”

Again, we use the same formula, but instead 
of changing the gross profit number, we change 
the gross margin number. If we keep the same 

$105,000 in gross profit, we can determine the 
sales volume needed to cover that overhead 
and profit, but at an achieved 30 percent gross 
margin.

Gross Profit Gross Margin Sales
$105,000           ÷ 30% = $350,000

Note that our sales must increase by $50,000 
if our achieved gross margin falls from 35 per-
cent to 30 percent.  Do you think you can sell 
$50,000 more work by reducing your prices? 

Perhaps you should consider the conse-
quences of increasing your price. I can hear 
you shouting “NO,” but let’s just look at the 
numbers. What if you were able to do less work, 
but more profitably? What if you increased your 
sales price to achieve a 37.5% margin? Using 
the same formula, what would the sales volume 
need to be? 

Gross Profit Gross Margin Sales
$105,000           ÷ 37.5% = $280,000

Notice that if you raised your prices, you 
could sell $20,000 less, and still make the same 
profit. Just think about the sales that you are 
chasing. You might think about the work that 
you do and focus more on qualitative sales, 
instead of quantitative sales. 

Benefits of a breakeven analysis
While your numbers may vary, it’s important to 
see the benefits of playing the “what if” game. 
Using a breakeven analysis can help you make 
these important decisions. After reading my 
June article on markup and margin, one reader 
sent an interesting e-mail. Chuck Kovacs said, 
“Profit is primarily a function of sales price 
(what you collect).  It’s the amount of the sales 
check deposited, not the cost of the product that 
counts. Granted, the reciprocal sales calculation 
(breakeven) may be a bit awkward to do, but 
the quicker a business makes the transitional 
focus to revenue and profit, the longer the busi-
ness may stick around for another day.” I agree. 
Understanding your numbers can help you 
make solid financial decisions for long term 
sustainability and survivability. CR
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Leslie Shiner is a financial and management consultant. She is the owner of the The ShinerGroup, a consulting firm helping businesses maximize profits 
and gain financial control. She manages CEDIA’s Survival of the Fittest Program and has received the CEDIA Top 10 Instructor Award multiple times. 

She can be reached at L_Shiner@ShinerGroup.com.

BREAKEVEN DIAGNOSED!
Understand your numbers and make educated business decisions.

THE DR. IS IN
  By LESLIE SHINER



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


