Fixed Expenses
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Variable Expenses
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“Break-Even”
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Break-Even Analysis

How many do you need to sell before you start making a profit?


Break-Even Units Volume = 

Fixed Costs
Price minus Variable Costs

Example:

Selling Price is $10.00 per unit
Variable costs are $5.50 per unit

Contribution margin is $4.50 per unit

Fixed costs are $1,350.00 per month

Break-Even Point in Units =

$1,350.00 = 300 units per month
          $4.50

When you sell unit #301, you will start making a profit for that month.

(Break-Even in Dollars of Sales = 

300 units x $10 =$3000)
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Pricing and Planning for Profit…

· Can you sell 300 units per month at the $10.00 per unit price?

· If it takes 300 units per month to “break-even” how many more can you sell to make a profit?

· How much profit do you want to make?

Example:  You want to make $900 per month profit.  How many more units per month do you have to sell?

1. It took 300 units to just break-even

2. $4.50 per unit after the first 300 can contribute to profit

3. $900.00 ( $4.50 = 200 units more to make $900 per month profit

· Can you sell 500 units per month????
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The Cash Flow Cycle
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Managing Inventory

Inventory Turnover =

Cost of Goods Sold ( Average Inventory

Example:

Cost of Goods Sold = $390,000

Average Inventory = $30,000

Inventory “turns” 13 times per year

Average Days in Inventory =

365 days ( Inventory Turnover

Example:

365 days ( 13 = 28

On the average, goods remain in inventory
28 days
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Managing Accounts Receivable

Receivables Turnover =

Net Credit Sales ( Average A/R

Example:

Net Credit Sales = $715,000

Average A/R = $65,000

Receivables “turns” 11 times per year

Average Collection Period =

365 days ( Receivables Turnover

Example:

365 days ( 11 = 33

On the average, it takes 33 days to
collect receivables
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Accounts Receivable Aging Report
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How do you speed up collection?

What would you do with the Over 90 days category?

How does your collection policy impact your Cash Flow Projection?
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Internal Controls for Cash

· Authorization

· Receiving Bank Account Statements

· Reconciling Bank Accounts

· Segregation of Duties

· Physical Controls

· Controls for Cash Registers
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Segregation of Duties for Cash

Segregation of Duties for Cash Sales
· Handles central cash register



Person 1

· Closes register at end of the day and 


Person 2

reconciles cash in the drawer to total sales

· Prepares deposit slip





Person 1

· Makes deposit daily and compare deposit slip
Person 3

to cash report prepared by Person 2

Segregation of Duties for Checks Received
in the Mail
· Opens mail and makes a list of checks received
Person 4

· Prepares deposit slip





Person 5

· Updates A/R records





Person 6

· Compares the info from persons 4, 5, and 6

Person 7

Segregation of Duties for Cash Disbursements
· Prepares checks






Person 8

· Signs checks & reviews supporting documents
Person 9

· Mails checks





      Person 9 or 10

Segregation of Duties for Bank Reconciliation
· Prepares bank reconciliation



     Person 11

· Reviews bank reconciliation



     Person 12
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