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BREAK-EVEN-POINT ANALYSIS
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As in the case of break —even sales, the sales required to meet a target net
income can be computed in either dollars or units.

The formula using the CM ratio for Video Vargo is as follows:
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Required Sales Units =
Contribution Margin Ratio (CM%)
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200,000 + 120,000 320,000
40% 40%
= 800,000
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CVP and Changes in the Business Environment

Joos | At (il puitakdlg C\V/P

-Business conditions change rapidly and management must
respond intelligently to these changes.
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-CVP analysis can be used in responding to change.
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-The original VCR sales and cost data for VVargo Video Company
are shown below.
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Unit selling price $500
Unit variable costs $300
Total monthly fixed costs $200,000
Break —even sales $500,000 or
1000 units .

CVP and Changes in the Business Environment: Case I
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A competitor is offering a% 10 % discount on the selling price of
its VCRS. Management must deaide whether or not to offer a similar
discount.

Question: What effect will al*% discount on selling price have on
the break- even point for VCRS?
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Answer: A 10% discount on selling price reduces the selling price

per unit to $450 [$500- ($500x10%)]. Variable cost per unit remains

unchanged at $300. Therefore, the contribution margin per unit is $150.

Assuming no change in fixed costs, break-even sales are 1,333 units,
calculated as follows:
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200,000
= = 1333 units
150,000

CVP and Changes in the Business Environment: Case II
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Management invests in new robotic equipment that will

significantly lower the amount of direct labor required to make the

VCRS. It is estimated that total fixed costs will increase 30% and that
variable cost per unit will decrease 30%.
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Question: What effect will the new equipment have on the sales
volume required to break even?
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Answer: Total fixed costs become $260,000

[$200,000+($200,000x 30%) and variable cost per unit is now $210
($300,000x30%). The new break-even point about 900 units, calculated
as follows:
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260,000
= = 900 units
500-210




