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	Session: Sales and Profit


	Sector(s):
	
	Community Economic Development, Agriculture, Environment

	Competency:
	
	Promote business development

	Training Package:
	
	Income Generation Activities

	Terminal Learning Objective:
	
	Given an income generation activity, participants will analyze its potential using all six steps of the feasibility study.

	
	
	

	Session Rationale:  
	
	Knowing how to calculate product profit is one of the guiding principles of business success.  In this session participants learn how to calculate profit and estimate sales.  This session also serves as the culmination of the six step feasibility study.  Using their work on costs and sales estimates, participants decide whether their IGA is a good idea or not.

	Target Audience:  
	
	This session is one of ten designed for an audience of CED trainees in PST, but the materials can easily be adapted for use by Volunteers from other sectors as an IST. For Volunteers from other sectors, this session is an introduction presented at reconnect or an optional, two-day IST later in service tied to a PDM Workshop.

	Trainer Expertise:
	
	The ideal trainer will have a background in Small Enterprise Development, but a trainer with experience in the local marketplace is essential.

	Time:  
	
	90 minutes

	Prerequisites:  
	
	· CED trainees: Global CED Sector—Economic and Organizational Environment in the Host Country, and Cultural Values

· Other sectors: Cultural Values, and a full PST with Global Core Community/Sector Assessment. 

· The session should follow the session on Costs.


	Version:
	
	Jul-2013

	Contributing Posts:
	
	PC/Namibia-Lead Developer



	Session:  Income Generating Activities: Calculation of Profit

	Date:  
	Time:  
	Trainer(s):  

	Trainer preparation:
1. IGAs are common projects for many Volunteers. Therefore it is important that Volunteers from other sectors are sufficiently established in their primary assignment before participating in an IGA IST.
2. Purchase three bags of candy.

3. Practice completing the Cost-Plus-Profit worksheet and Sales Chart for a product with which you are familiar.
4. If participants are not used to doing calculations, be sure to provide frequent “breaks” and encouragement so participants do not become discouraged.  

5. This will be the most rigorous session, requiring a lot of calculations and deliberation.  Some groups may need more time than others.  You may want to assign the Practice and/or Application activities as homework to be presented by small groups the following morning.  
6. Post Adaptation:  Modify the Case Study to be appropriate to the host country.
7. If this session is done with host country nationals, then translate the Handouts into the local language.
8. Prepare flip charts in Trainer Material 1.

Materials:
· Equipment
1. Masking tape
2. markers

3. flip charts
4. Three bags of candy

· Handouts
Handout 1: Worksheet for Multiple Products
Handout 2: Cost Plus Profit = Price Worksheet Practice
Handout 3: Cost Plus Profit = Price worksheet
Handout 4: Sales Chart
Handout 5: Profit Chart
Handout 6: Sales Income and Business Benefits
· Trainer Materials
Trainer Material 1: Flip charts


	Session Learning Objective(s): 

1. Working in teams, participants will set a price for a product and explain what factors they considered in arriving at that price.
2. Participants in small groups will correctly calculate an IGA’s net profit.  
3. Working in small groups, participants will set a price and estimate daily, weekly, monthly and yearly sales for a product or service.
4. Working in small groups, participants will analyze the costs and estimated sales of a product or service, and complete the final step of a feasibility study by deciding whether the IGA is a good idea or not.


	Training Package Knowledge, Skills, and Attitudes (KSAs)
· Identify factors to consider when setting a product price (K)

· Calculate net profit (S)

· Set a product price (S)

· Forecast daily, weekly, monthly and yearly sales (S)

· Analyze the feasibility of a business (S) 


	Phase / Time /

Materials
	Instructional Sequence

	Motivation

15 minutes
Trainer material 1: Flip charts

	Selling Candy
Participants will think about how to calculate profit.  It is also a mini review of costs.
1. Divide participants into three groups.  Give each group a bag of candy.  Tell them, “Each bag was bought in the nearby town for 100 coins.” 
Post Adaptation:

Change this amount to fit your locale.
2. Explain that each group must decide how much they will sell each piece of candy for and how much profit they will make.  They will also need to be prepared to give their reasons for the price.  Allow 5-10 minutes.

3. Post Trainer Material 1:  Flip chart 1:  Selling Candy Chart
4. Ask each group to report.  For each group, write down their information in the chart.
Note:

This activity assesses Learning Objective 1.

5. Check that their calculations are correct.

6. Discuss.  Are the figures different or the same?  If different, why?

7. Are any of the groups actually losing money?  Why?

8. If you were a customer, which group would you buy candy from?

9. What did you learn from the candy exercise?

Note:

· Make sure to discuss costs other than the 100 coins spent to purchase the candy, such as transportation, labor, and packaging.

· Ask about saving for emergency expenses and for reinvestment. 


	Information 
 20 minutes
Trainer Material 1: Flip Charts
Trainer Material 1:  Flip chart 4: , marker
Handout 2: Cost Plus Profit Worksheet Practice
Trainer Material 1: Flip chart 4 Answer Key
	How Much Can We Sell, and For How Much?
Participants will learn how to estimate sales and calculate profit.
1. Ask participants to fill in the blank.  Say, “Business is about ______?”
Note:

Answer: Selling, not producing.
2. Ask, “What is the next step to determine whether our IGA is feasible?”
Note:

Answer: Step 5 – Estimate Sales Income.  
3.  Post Trainer Material 1:  Flip chart 2:  Six Steps of a Feasibility Study – Poster 5.  
4. Mention that this step can be a bit tricky.  While it is relatively easy to figure out our costs accurately, it is more difficult to estimate our sales income.  To figure out our sales income, we first need to set a price for our product or service.  

5. Point out that setting our price is a very important decision.  When setting our price, we need to cover our costs, but the price needs to be competitive in order to have sufficient sales.  IGA owners can fail if their prices aren’t right. That’s why they must make sure that they are selling products and services at a price that covers all of their expenses.  
6. Post Trainer Material 1:  Flip chart 3:  Factors to Consider When Setting a Price.  Ask, “What are some factors to consider when setting a price?”  Start a list on flip chart.
Note:

Possible Responses: Costs, competitors

7. Explain that another consideration is that vendors can have high profit margins from the sale of an individual unit, such as a tortilla or chapati or a tomato. However this disguises losses via gifts' and spoilage, or unsold inventory that doesn't have a shelf life.  Ask, “Have you tried a day old tortilla or chapati?” 
Post Adaptation:

Use a baked good example appropriate to your post.

Note:

The following should be pointed out/added to the list of factors to consider before the end of the session:
· Gifts 

· Spoilage

· Unsold inventory

· Turnover (How quickly a product is sold in the business)

· Production Time (How long it takes to make a product)

· Seasonality (What times of the year the product/service is desired or available)

· Buying from wholesalers (Passing cost discounts to their customers)

· Complements and Substitutes (Is the product unique or can it be easily replaced?)
8. Ask what they have noticed can impact prices or constrain prices in the host country

Note: 
Possible Responses:

· Prices do not account for labor and value addition.   For example, the cost of two eggs, half a loaf of French bread and a little oil is the same as the cost of an egg sandwich. 

· Prices vary depending on personal relationships with clients. 

· Prices are set via bargaining. 

· Prices are set by 'the market' –i.e. everyone else is selling tomatoes for 100 shilling, so can't sell them for more. 

· The only thing that has value is the product. Other factors such as customer service, cleanliness of the table, location, do not affect the price.  

· Vendors don't know the true value of their inputs. 

· Prices don't account for the eventual replacement of crucial equipment. 

· Quality isn't priced for.

· Prices are set and subsidized for staple products.

9. Note that it can be extremely difficult to work with IGA vendors to honestly assess how they are setting their prices, given these constraints. It will require relationship building and trust that will make it possible to have some influence on pricing.  In fact it's more likely that you can have an impact with a new IGA vendor, or with a new product. 

Cost  Plus  Profit = Price

10. Explain that we are going to look at the Cost + Profit = Price method.  There are many other pricing strategies.  

Note:

If useful, provide a handout of other pricing strategies.
11. Post Trainer Material 1:  Flip chart 4:  Cost Plus Profit = Price Worksheet

12. Explain that using this method, the vendor adds up all the costs associated with providing a product or service.  Then calculates the number of items to be produced in a month.  And then decides what profit margin or "mark-up" to add to it.  

13. Distribute and ask participants to read, aloud or silently, the case study on the top of Handout 2. Explain that you will work together to complete the worksheet based on the information in the case study. 

14. Demonstrate how to use the worksheet by going through the example on Handout 2.  Consider asking a participant to write in the items on the flip chart as you explain and solicit the answers from participants. Write each item on the flip chart which is a large version of the worksheet.  
15. Ask the following questions to get the answers and fill in the flip chart. You can use Trainer Material 1: Flip chart 4 Answer Key  to guide you. 
· What materials is the vendor buying? Crates of cold drinks, write this under Materials. 

· How much does each crate cost? $6, write this under Unit Cost. 

· How many crates of cold drinks is the vendor buying?     Two, write this under Quantity needed.  

· What is the total cost for the crates? $12, write this under Total. 

· What are transportation costs? $1, write fuel under Transportation and put in $1 under Unit Cost. 

· And what is the unit cost and total for fuel?  $1, fill in the columns.

· What other costs are there? Labor, it costs $1/crate, fill in 2 for quantity and $2 for Total Cost.

16. Explain that these are the recognized costs for this business.  Add up the total costs. Write $15 for Total Costs.  Ask participants what the number of items is.
Note: 
Answer: 40, which is the number of drinks in two crates.  

17. Write “40” in the Items row.

18. Next calculate the cost per item.  Write $15 in the equation next to Costs and 40 next to Items.  Divide $15 by 40 to get the per item cost.  = .38.  Write .38 in the Per Item Cost row.

19. Next you need to decide how much profit margin you want to add to each item’s cost.  For this example imagine that you want to make 25% profit on each cold drink.  Multiply the per item cost (.38 by 25% = .095).  Write “.095” in the Profit Margin column.

20. Ask participants what the advantages are of this pricing method?  

Note:

Possible Responses:

· Simple to calculate

· If done correctly this method ensures that the business covers its expenses 

21. Ask participants what the disadvantages are of this pricing method?

Note:
Possible Responses:

· Does not take into consideration what customers are actually willing to pay

· It doesn’t take into account the competition’s price

22.  Point out that once the profit margin is set, it’s a good idea to consider what the competition is charging for the same or similar items.

23. Mention that this pricing method is an excellent way to see how much a business needs to charge in order to make the profit it desires. However, because this pricing method doesn’t take into consideration what the competition’s prices are or how much the customer is willing to pay for a product or service it should be used along with some market research to take competition and customers into account.  If you are making multiple types of products, fill out the worksheet for each product to determine cost per unit and to set a price for each type of product.

	Practice 2

20 min

Handout 3: Cost Plus Profit Worksheet
	Cost Plus Profit Worksheet Practice
Participants practice completing the cost plus profit worksheet with their own IGA example. 

1. Distribute Handout 3 and instruct participants to complete it according to one of their own products. For now, just concentrate on one product to practice the skill. 
2. Circulate and support them as needed. 
Note:

This activity contributes to assessment of Learning Objective 2.

	Information 2

10 min

Trainer Material 1:  Flip charts
Handout 1:  Worksheet for Multiple Products;
Blank flip chart, marker
	Sales Chart
Participants are introduced to using a sales chart to estimate profit.
1. Explain, “We have learned how to set a profit margin for our product, but we will only make a profit if we actually sell the product.  We need to try to come up with a reasonable estimate of sales.  This is critical.  If we overestimate sales, we could choose an IGA that is not actually profitable.  We can estimate sales with the sales chart. “ 
2. Post Trainer Material 1:  Flip chart 5:  Sales Chart.  This is very straightforward.  If participants need a brief explanation, go through the One Day row using the soda example.  

3. Once we know our costs, our income (revenue) and have set a price, we can determine our profit using this formula.  Write “Profit = Revenue – Costs” on a blank flip chart.

4. Using the Sales Chart, point out that we know what our daily, weekly, monthly, and yearly estimated sales revenue is.  Now you can determine how much profit you can make by using the following formula:  Revenue – Costs = Profit.
5. Using the soda example, point out that if you sold 40 sodas a day, the daily revenue is “$19.20.” Cost per batch of sodas is $15.  Plug these numbers into the formula on flip chart “$19.20 - $15 = $4.20 profit per batch.
6. Ask what they would do if they had multiple products to sell?  For instance if you had a leather products business and wanted to make and sell wallets, belts and handbags, you would need to fill out the price worksheet for each product because each would have different costs in terms of raw materials (would use more or less leather and thread, and may or may not need a buckle).  They would take more or less time to make, so labor expenses would be different for each, but some expenses like transportation could be shared amongst all the products.  
7. Distribute Handout 1:  Worksheet for Multiple Products.  Explain that once you figure out the price and per unit costs for each item using the Cost + Profit = Price Worksheet, then you can fill out the Multiple Product Worksheet.
Note:

This activity contributes to assessment of Learning Objective 2.

	Practice 2
10 min

Handout 4:  Sales Chart
	Profit Calculating Exercise: Sales only
Participants will practice using a sales chart to calculate and estimate sales income.
1. Distribute Handout 4:  Sales Chart to each participant.   
2. Ask them to work in their IGA groups to estimate sales and profit for their IGA product or service.  Allow 10 minutes.
Note:

If there is not enough time during the actual session to do these calculations, then it can also be assigned as homework for the teams to complete before the next day.
3. Circulate amongst the groups to make sure that everyone is comfortable using the worksheets.  
Note: 

This activity assesses Learning Objective 3.

	Application

15 minutes

Trainer Material 1:  Flip charts
(from previous sessions: Start-Up Expenses
Operating Expenses) 

Handout 5:  Profit Chart
Handout 6:  Sales Income and Business Benefits
	Is it a Good Idea?

Participants will decide whether their IGA product or service is a good idea or not.
1. Explain that participants have now completed the five parts of a feasibility study.  They have arrived at the last step – Decide whether the IGA is a good idea.
2. Post Trainer Material 1:  Flip chart 6:  Decide:  Is the IGA a good idea?
3. Ask them to pull out their Start-Up Expenses and Operating Expenses charts from previous sessions and the Sales Chart from step five.   

4. Distribute Handout 5:  Profit Chart and explain that they should add their start up expenses to the expenses area in Year 1, and any loan payments (principal and interest) that they plan to borrow should also be factored in.

5. Ask them to use these tools to determine whether or not their IGA shows a profit.  When?  If there is a loss, is there a way to make the IGA profitable?  

Note:

Possible Responses:

· Borrow money to cover some costs

· Sell more products

· Sell each product for a higher price

6. Ask, is the IGA a good idea in terms of money they can make?

7. Distribute Handout 6:  Sales Income and Business Benefits 

Note:

If there is not enough time during the actual session, assign this activity as homework for small groups to complete and present the next day.

8. Congratulate participants for having completed the six steps of a feasibility study.  If they decided that their IGA was not a good idea, they are now equipped with the tools they need to study another idea.  
Note:

This activity assesses Learning Objective 4

	Assessment


	Learning Objective 1: Assessed in the Motivation when teams set prices for their bags of candy.

Learning Objective 2: Assessed in the Information when small groups use a case study to determine the IGA profit.
Learning Objective 3: Assessed in the Practice when small groups estimate sales and calculate profit for their product or service.
Learning Objective 4: Assessed in the Application when small groups analyze their calculations and decide whether their IGA is a good idea or not.



	Trainer Notes for Future Improvement
	Date & Trainer Name:  [What went well?  What would you do differently?  Did you need more/less time for certain activities?]


Resources:  

· Chikina, Oksana (CHF International) and Silva, Sao (DAI) Income Generation Activities Manual:  Returning “Profit” to IGAs, February, 2007.

· Kindervatter, Suzanne, Doing a Feasibility Study: Training Activities for Starting and Reviewing a Small Business. Washington, DC: OEF International, 1987.
	Handout 1: Worksheet for Multiple Products


	Costs

	
	Item
	Unit Cost
	Quantity Produced
	Total

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	Total Costs
	

	 Revenue 

	 
	Item
	Unit Price
	Quantity Produced
	Revenue

	1
	
	 
	
	

	2
	 
	 
	
	

	3
	
	
	 
	 

	Total Revenue
	

	 Profit 

	 Total Revenue
	

	 Total Costs 
	

	 Profit 
	


Adapted from Income Generation Activities Manual:  Returning “Profit” to IGAs
	Handout 2: Cost   Plus   Profit = Price Worksheet Practice


Example:

Each week, Freddie, an IGA vendor buys two crates of cold drinks. Each crate contains 20 drinks.  It costs him a $ 1 for fuel to transport the crates to the open market. He also hires a neighbor boy to sell the drinks and pays $1 commission per crate sold.   

	Cost Plus Profit = Price Worksheet

	1.  Costs

List monthly costs or costs per batch or business cycle:
	Unit Cost
	Quantity Required
	Total

	Materials 


	
	
	

	Transportation 
	
	
	

	Labor/Salaries 
	
	
	

	Packaging
	
	
	

	Promotion
	
	
	

	Loan Payments/Taxes
	
	
	

	Other
	
	
	

	Total Costs         
	

	2. Items

List the number of items you produce each business cycle (i.e. month)
	

	3. Per Item Cost  

Divide:  Total Costs (from #1) / Items (Total #2) = Per Item Cost
	Costs:  _______ / Items:  _______ =
	

	4.  Profit Margin

Decide how much to add to each item’s cost for your profit
	

	5. Sales Price

Add the Per Item cost and the Profit Margin for each item to set the sales price
	


Adapted from SB 104 Doing a Feasibility Study
Worksheet for Multiple Products

	Costs

	
	Item
	Unit Cost
	Quantity Produced
	Total

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	Total Costs
	

	 Revenue 

	 
	Item
	Unit Price
	Quantity Produced
	Revenue

	1
	
	 
	
	

	2
	 
	 
	
	

	3
	
	
	 
	 

	Total Revenue
	

	 Profit 

	 Total Revenue
	

	 Total Costs 
	

	 Profit 
	


Questions to Consider When Setting Your Price:
· What about competition?

· Who are the competitors for your product/service?

· What do you know about them?

· How much do they charge for the same item?

· How much do they sell each day?  

· Did you consider this price when you set your price?

· If your price is higher than the competitor, why do you think people will buy from you?

· If your price is lower than the competitor, will you be able to make a profit?

· Do you want to change your price?  Remember that this is just a guess.  

Adapted from Income Generation Activities Manual:  Returning “Profit” to IGAs
	Handout 3: Cost   Plus  Profit = Price Worksheet


	Cost  Plus Profit = Price Worksheet

	1.  Costs

List monthly costs or costs per batch or business cycle:
	Unit Cost
	Quantity Required
	Total

	Materials 


	
	
	

	Transportation 
	
	
	

	Labor/Salaries 
	
	
	

	Packaging
	
	
	

	Promotion
	
	
	

	Loan Payments/Taxes
	
	
	

	Other
	
	
	

	Total Costs         
	

	2. Items

List the number of items you produce each business cycle (i.e. month)
	

	3. Per Item Cost  

Divide:  Total Costs (from #1) / Items (Total #2) = Per Item Cost
	Costs:  _______ / Items:  _______ =
	

	4.  Profit Margin

Decide how much to add to each item’s cost for your profit
	

	5. Sales Price

Add the Per Item cost and the Profit Margin for each item to set the sales price
	


Adapted from SB 104 Doing a Feasibility Study

Worksheet for Multiple Products

	Costs

	
	Item
	Unit Cost
	Quantity Produced
	Total

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	Total Costs
	

	 Revenue 

	 
	Item
	Unit Price
	Quantity Produced
	Revenue

	1
	
	 
	
	

	2
	 
	 
	
	

	3
	
	
	 
	 

	Total Revenue
	

	 Profit 

	 Total Revenue
	

	 Total Costs 
	

	 Profit 
	


Questions to Consider When Setting Your Price:

· What about competition?

· Who are the competitors for your product/service?

· What do you know about them?

· How much do they charge for the same item?

· How much do they sell each day?  

· Did you consider this price when you set your price?

· If your price is higher than the competitor, why do you think people will buy from you?

· If your price is lower than the competitor, will you be able to make a profit?

· Do you want to change your price?  Remember that this is just a guess.  

	Handout 4: Sales Chart


	One Day
	Item Price
	
	Number of Items Sold
	= 
	Daily Sales Income

	
	
	x
	
	
	

	Weekly
	Daily Sales Income
	
	Number of Days Worked Per Week
	=
	Weekly Sales Income

	
	
	x
	
	
	

	Monthly
	Daily Sales Income
	
	Number of Days Worked Per Month
	=
	Monthly Sales Income

	
	
	x
	
	
	

	Yearly
	Add Monthly Income for 12 months

	
	+
	
	+
	
	+
	
	+
	
	+
	
	+
	
	+

	
	+
	
	+
	
	+
	
	+
	
	=
	


Adapted from SB 104 Doing a Feasibility Study
	Handout 5: Profit Chart


	
	Year One
	Year Two
	Year Three

	Sales Income


	
	
	

	Expenses


	
	
	

	Profits


	
	
	


Adapted from SB 104 Doing a Feasibility Study
	Handout 6: Sales Income and Business Benefits


Sales Income:

	The price of our item/service is:  ______________

We estimate we can sell this quantity:

Each day:  ____________

Each month:  _____________

Each year:  _______________


	Our Competitor’s price per item/service is:  _______
They sell:  

Each day:  _____________

Each month:  ____________

Each year:  ______________


We estimate our sales income for one year to be:  _____________________

Business Benefits

Our business has these benefits:

Our business has these risks:
Adapted from SB 104 Doing a Feasibility Study 

	Trainer Material 1: Flip charts


Flip chart 1:  Selling Candy Chart

	
	Price
	Sales Income
	Expenses
	Profit

	Group 1
	
	
	
	

	Group 2
	
	
	
	

	Group 3
	
	
	
	


Flip chart 2:  Six Steps of a Feasibility Study – Poster 5  
	Estimate Sales Income
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Flip chart 3:  

	Factors to Consider When Setting a Price




Flip chart 4:  Cost-Plus-Profit = Price Worksheet

	Cost  Plus Profit = Price Worksheet

	1.  Costs

List monthly costs:
	Details
	Total

	Materials 
	
	

	Transportation
	
	

	Labor/Salaries
	
	

	Packaging
	
	

	Promotion
	
	

	Loan Payments/Taxes
	
	

	Other
	
	

	Total Costs         
	
	

	2. Items

List the number of items you produce each month
	

	3. Per Item Cost  

Divide:  Costs (Total of #1) / Items (Total #2) = Per Item Cost
	Costs:  _____ / Items:  _____ =
	

	4.  Profit Margin

Decide how much to add to each item’s cost for your profit
	

	5. Sales Price

Add the Per Item cost and the Profit Margin for each item to set the sales price
	


Flip chart 4:  Cost Plus Profit = Price Worksheet ANSWER SHEET
	
	Cost Plus Profit = Price Worksheet

	1.  Costs

List monthly costs:
	Unit Cost
	Quantity
	Total

	Materials 

           Crate of drinks
	$6
	2
	$12

	Transportation

             fuel
	$1
	1
	$1

	Labor/Salaries

           commission
	$1/crate
	2
	$2

	Packaging
	
	
	

	Promotion
	
	
	

	Loan Payments/Taxes
	
	
	

	Other
	
	
	

	Total Costs         
	
	
	$15

	2. Items

List the number of items you produce each month
	
	40

	3. Per Item Cost  

Divide:  Total Costs (#1) / Items (Total #2) = Per Item Cost
	Costs:  __$15___ / Items:  _40____ =
	
	.38

	4.  Profit Margin

Decide how much to add to each item’s cost for your profit
	25%
	.095

	5. Sales Price

Add the Per Item cost and the Profit Margin for each item to set the sales price
	
	.48


Flip chart 5:  Sales Chart
	One Day
	Item Price
	
	Number of Items Sold
	= 
	Daily Sales Income

	
	
	x
	
	
	

	Weekly
	Daily Sales Income
	
	Number of Days Worked Per Week
	=
	Weekly Sales Income

	
	
	x
	
	
	

	Monthly
	Daily Sales Income
	
	Number of Days Worked Per Month
	=
	Monthly Sales Income

	
	
	x
	
	
	

	Yearly
	Add Monthly Income for 12 months

	
	+
	
	+
	
	+
	
	+
	
	+
	
	+
	
	+

	
	+
	
	+
	
	+
	
	+
	
	=
	


Flip chart 6:  Decide whether the IGA is a good idea


Decide:  Is the IGA a Good Idea?


�








� SB 104 Doing a Feasibility Study, pp.104-105.
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