Financial Planning Terms
Break-even Point: When enough items/units are sold to cover your fixed costs.

Equation for Break-even Point: Fixed Cost/Gross Profit per Unit = Break-even Point

For example, we may need to sell at least 1,000 DVDs to pay for our rent.
Economics of One Unit (EOU): The amount of gross profit earned on each unit of your product. For example, if you sell DVDs, and you make $15 gross profit on each DVD sold, $15 is your EOU.
Variable Costs: Costs associated with producing a product including cost of materials, labor and shipping and handling. For example, using a DVD, the blank DVD may cost $3, the labor to create the finished disk may be $4, and shipping to the store(s) may cost $1, so the variable cost per unit would be $8. These may go up or down depending on how many units you sell.
Fixed Costs: Constant costs that stay the same, no matter how many items you sell, including rent on a building, equipment, etc. Your rent will be the same, no matter if you sell 1 or 1,000 DVDs.
Cost of Goods Sold (COGS): The cost to produce the unit of product including shipping, labor and cost or materials (variable costs). For each DVD, how much is our COST?
Contribution Margin: The selling price of a unit minus the total variable costs. For example, a DVD that sold for $20, minus the EOU of $15, equals a contribution margin of $5.
Depreciation: Used to help offset the cost of large items, such as equipment, over time. A percentage of the value of an item is subtracted every year until the value of the item is zero. This helps to financially justify wear and tear on an item. If we purchase a DVD label maker for $10,000, we can expense it over several years so we don’t show a huge financial hit the first year.
Inflation: Gradual increase in the cost/price of items and services. Our blank DVDs, like many of the materials we use in our factory, will likely cost more five years from now then the do now.

Net Profit: Profit or loss after all of a business or enterprise’s costs are subtracted; the bottom line. For example, if we sell $100,000 worth of DVDs and we have $20,000 in expenses, our net profit is $80,000…wow, not bad!

Start-Up Investment: The original costs necessary to get a business going (original investment of items like DVD maker, computers, equipment, raw materials, etc.).
Payback: How long it takes to make enough money to cover start-up investment. Formula is start-up investment/net profit per month = payback.

So if we spent $10,000 to start our business, and we make $1,000 net profit per month, then our payback is 10 months.
Income Statements: Summary of income and expenses over a specific time, showing net profit or loss. We will be creating one of these! This is kind of like the income statement page in the record book.
Cash Flow Statements: Cash receipts minus cash disbursements over time usually shown in a journal or ledger. This would look similar to the journal in your record book.
Balance Sheets: Summary of assets, liabilities and net worth. This will help us see what we have, what we owe and how all of these numbers relate. For example, we may have $10,000 in equipment, $15,000 in the bank and owe $50,000 for our start-up costs.
Receipts: Paper that includes items purchased, date, location, and cost. You would need one of these to take something back; we use them here to help show what we purchased, when and how much it cost.

Invoices: Summary of items sold or delivered and amount due; basically a bill. When we sell some of our DVDs to a store, we would send them a bill or invoice so they could pay us. On the invoice we would note what we sold, the costs and date.
Inventory: Items on hand to be sold, and/or assets, supplies, capital and depreciable and non-depreciable assets. We always need to know what we have. If a customer places an order for $1,000 worth of DVDs, we would need to know if we have that many, and if not how many more we would need to order. We also don’t want to have too many extra.
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