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The Scenario:
A farmer outside of South Bend has 45 acres of woodland, which is unsuited for agriculture (too rocky, hilly, some cliffs). He asks himself, "What can I do with this land?" After some deliberation he comes up with an idea. "What if I set up a paint ball game battleground and charged admission?"  He then puts together some numbers for the proposed venture:


a. Startup costs:
Needs a building to house a washroom and workers who sell admissions and supplies. Also needs to add some fencing, signs, improve the land back to the property and supply water to the site. In addition, needs a few picnic tables.
 Estimated Costs: $60,000

b. Variable costs:
·   Paintballs and propellant, vests to wear when hit with paintball pellet: $2.30 per client per hour;

c. Fixed Costs:
· Depreciation: $15,000 per year
· Insurance: $8000 per year
· Pay telephone: $720 per year
· Managers salary & taxes: $8000 total per year
· (2) Worker's salary & taxes: $6000 total per year
· Accountant's fees: $500 per year
· Porta-potties: $2500 per year
· Paintball guns $12,000 per year

Total fixed costs per year: $52,720

d. Price:
Per game per person including paintballs propellant and vests = $10.00 for one hour of play

e. Operations:
·    Open Saturdays and Sundays only.
· Hours of operations are 9:00 am to 6:00 pm.
·    Open 30 weeks per year.

Questions:
a. Estimate the sales level (in dollars and units) necessary to breakeven.
b. How much do we need to sell to make $100,000 in profit?
c. Consider the four elements of the profit model. How can we fix this business?

SOLUTION:   Paintball Battlefield


1) To breakeven

Contribution Margin (CM) = $7.70

PVCM = 10-2.30  =  .77
                    10

$52,720  =  6,846  units (customers)
    7.70

$52,720  =    $68467 
    .77


2)  To make $100,000 in profit:

$52,720 + $100,000 =   19,833 units (customers)
           $7.70


3) Use the profit model to evaluate the attractiveness of the business:

i. Margins are pretty good ($10 sales price and $2.30 variable cost leaves $7.70)
ii. Volumes are severely constrained--- Think of why.
-only open so many weeks, so many hours per day, and can only fit so many people on the field at a time.
iii. Cost structure:  at the breakeven level of volume, our fixed costs are $52720 and our variable costs would be $2.30 x 6,846 customers or $15,746
So, $52720 = is 3.35 (above 1 is high)
      $15,746
iv. We only have one revenue driver

So we have good margins, but low volumes with high fixed costs and a single revenue driver---

If we need 6,846 customers per year to breakeven, how many customers per day is that if we are open two days a week for 30 weeks, or 7.5 months per year?     

6,846 =   114 customers per day (just to breakeven)   [IS THIS REALISTIC?]
 60 days

So we are going to lose money.  To fix this we either have to raise price, increase volume somehow, or add revenue drivers (make more per customer per visit)
