Handout Week 5  
Part A- Competitive, Cost or Differentiation Strategy. 

Research by Michael Porter (1998) outlined three main generic strategies to gain a sustainable competitive advantage.  He stated that you can separate your product from others in the marketplace by using a differentiation strategy which will look at competitive advantage (lower cost, differentiation) and competitive scope (broad target, narrow target).
http://www.ifm.eng.cam.ac.uk/dstools/paradigm/genstrat.html
http://www.quickmba.com/strategy/generic.shtml
Once you determine your strategy, you will then need to consider the financial implications of that strategy, which are detailed below. 
Financial Plan:

Your financial plan will give an estimate to the sales and cost of producing your Innovation, and help you determine if this is a financially viable project that could add value to your organization.  
The financial plan consists of a 12-month profit and loss projection, and a break-even calculation. “Together they constitute a reasonable estimate of your company's financial future. More important, the process of thinking through the financial plan will improve your insight into the inner financial workings of your company”. (Score, 2011)

Part B: Break-Even Analysis

First, let’s look at the Break-Even Analysis. 
“A break-even analysis predicts the sales volume, at a given price, required to recover total costs. In other words, it’s the sales level that is the dividing line between operating at a loss and operating at a profit.” (SCORE, 2011)
This is at the point where sales cover costs, so that you will break-even. If sales increase past this point, a net profit will occur, but if sales fall below this point and a net loss will occur. As a new company will grows, the point at which the new company breaks-even is the turning point at which they start to achieve profitability. 
“Expressed as a formula, break-even is (note this is calculated in the Break Even Analysis spreadsheet):

	
	

	Break-Even Sales          =
	Fixed Costs divided by 

	
	1- Variable Costs

	
	


(Where fixed costs are expressed in dollars, but variable costs are expressed as a percent of total sales.)

Include all assumptions upon which your break-even calculation is based.” (SCORE, 2011)

Some additional  references on how to calculate the Break Even Sales:

In Units: How to Calculate Breakeven http://www.ehow.com/how_2172380_calculate-breakeven.html (Mgmt85,2011).
And also in Dollars: How to Calculate Breakeven sales http://www.ehow.com/how_6515942_calculate-break_even-sales.html McBride , Carter (2010).

Part C: 12-Month Profit and Loss Projection

. 

 “Many business owners think of the 12-month profit and loss projection as the centerpiece of their plan. This is where you put it all together in numbers and get an idea of what it will take to make a profit and be successful.

Your sales projections will come from a sales forecast in which you forecast sales, cost of goods sold, expenses, and profit month-by-month for one year.

Profit projections should be accompanied by a narrative explaining the major assumptions used to estimate company income and expenses.” (Score, 2011)
From the attached 12-Month Profit and Loss Projection spreadsheet developed by SCORE:

“COST OF GOODS SOLD (also called Cost of Sales or COGS): COGS are those expenses directly related to producing or buying your products or services. For example, purchases of inventory or raw materials, as well as the wages (and payroll taxes) of employees directly involved in producing your products/services, are included in COGS. These expenses usually go up and down along with the volume of production or sales” (SCORE, 2011).
GROSS PROFIT: Gross Profit is Total Sales minus Total COGS. In the "%" columns, the spreadsheet will show Gross Profit as a % of Total Sales. (SCORE, 2011).
OPERATING EXPENSES (also called Overhead): These are necessary expenses which, however, are not directly related to making or buying your products/services. Rent, utilities, telephone, interest, and the salaries (and payroll taxes) of office and management employees are examples. Change the names of the Expense categories to suit your type of business and your accounting system.  You may need to combine some categories, however, to stay within the 20 line limit of the spreadsheet. Most operating expenses remain reasonably fixed regardless of changes in sales volume. Some, like sales commissions, may vary with sales. Some, like utilities, may vary with the time of year. Your projections should reflect these fluctuations. The only rule is that the projections should simulate your financial reality as nearly as possible. In the "%" columns, the spreadsheet will show Operating Expenses as a % of Total Sales. (SCORE, 2011).
NET PROFIT: The spreadsheet will subtract Total Operating Expenses from Gross Profit to calculate Net Profit. In the "%" columns, it will show Net Profit as a % of Total Sales. (SCORE, 2011).
In completing this 12-Month Profit and Loss Projection spreadsheet, you will have to make assumptions to obtain these figures.  For Assignment 5, those assumptions will need to be documented and included in the assignment.  
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