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Sanaa has six revenue drivers. Bonbons represent 64% of total sales (80% of our manufactured chocolate product sales), turtles are 6.6% of sales, mendiants are 6% of sales, peanut butter cups are 2.4% of sales, and chocolate dipped fruits are 1% of sales. The other 20% is revenue from hot chocolate mix (that we sometimes sell when raw material is available) and an assortment of other products sourced from outside providers and resold. Prices for the internally manufactured items range from $1.18 per unit for chocolate dipped fruits (sold in package of 11) to $3.50 per piece for turtles. An average price of $10 is used for the mix of externally sourced items. Variable costs include ingredients, labor and packaging costs. As summarized in the table below, the margins on all five revenue drivers are favorable, ranging as high on a percentage basis as .84 and .89 on turtles and peanut butter cups, respectively. The major profit contributor is the bonbons, constituting the biggest proportion of sales with a contribution margin percentage of .64. 

	Product
	Bonbons
	Chocolate Dipped 
Fruit
	Mendiants
	Peanut Butter 
Cups
	Turtles
	Other
(hot chocolate, sourced products)

	 
	
	
	
	
	
	

	Price per piece
	$2.50
	$1.18
	$2.50
	$2.25
	$3.50
	$9 (average)

	Variable cost per 
unit
	$.90
	$.36
	$.60
	$.25
	$.55
	$7.00

	Contribution
margin
	$1.60
	$.82
	$1.90
	$2.00
	$2.95
	$2.00

	Contribution margin as a
percentage (PVCM)
	.64
	.69
	.76
	.88
	.84
	.22

	% of total sales accounted
for by product
	64%
	1%
	6%
	2.4%
	6.6%
	20%

	 
	
	Note: sold in 
packages of 11; numbers
here are per unit 
	
	
	
	



Based on calendar year 2020, total fixed costs are equal to $26,950 annually. As summarized below, the key fixed costs include: 
	Fixed Cost Category
	Amount

	 Advertising and marketing
	$3,241

	Rent
	$3,000

	Insurance
	$208

	Bank charges and fees
	$229

	Fees for professional services
	$302

	Meals and entertainment
	$1,297

	Office supplies, software fees
	$8,242

	Repairs and maintenance
	$949

	Employee for counter/cash register
	$3,202

	Square fees
	$1,228

	Job supplies (adjusted)
	$3,362

	Other miscellaneous fixed costs
	$1,190

	Total fixed costs per year
	$26,450



To calculate breakeven, we have estimated a weighted average contribution margin. In essence, we weighted the contribution margins of each product line or revenue driver based on its percentage of total sales.  This produced a weighted contribution margin per unit of $1.81.

The weighted average contribution margin was then divided in total fixed costs, producing a breakeven number (in units) of:

$26,450  =  14,613 units (pieces)
  $1.81   

These units are distributed across the product mix. Based on the percentage of units (not sales revenue) that each product currently represents, and using bonbons as an example, the company needs to sell 10667 units of bonbons annually to breakeven, and in 2020 a total of 11,974 units of bonbons were actually sold. Total production of all items in 2020 was 16,346 pieces, resulting in a marginal profit in this first year.  The projected breakeven chart below illustrates the potential for significant profit growth in the next few years. 


Chart: Break-Even Curve Over Five Years


Profit Model

The profit model at SANAA reflects the logic of how profits are earned by the company by considering margins, volumes, operating leverage and revenue drivers.  At present, the company operates with moderate margins on low to moderate volumes. Volumes in 2020 were enough to achieve breakeven and generate a small profit, suggesting profits will continue to rise as the customer based grows and more systematic and targeted marketing efforts are implemented. Fixed costs currently represent about three-fourths of all expenses, suggesting high operating leverage.  However, some of these costs will come down as the first year of operations involved considerable learning and some inefficiencies. Further, some of these costs have been eliminated for the immediate term, such as the hourly employee. And, with more precise tracking and enhanced ordering, the job supplies are likely to become largely variable costs. Finally, SANAA has six revenue drivers. Of these, bonbons are clearly the top contributors to profitability, followed by turtles and mendicants, Chocolate dipped fruit is a candidate for deletion, although it may offer some marketing benefits insofar as it contributes to an image of a diverse mix of high end products. The key question going forward is the role of the externally sourced products.  These would seem to be more of a distraction, taking time and money away from the company’s production of artisan chocolates, and the intention is to discontinue these items. The exception being hot chocolate mix. Here, product sells out quickly, and decent margins are earned, but supply of the key ingredient can be problematic.  SANAA will continue to work on a more dependable supply arrangement for hot chocolate. 
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