Cost-Volume-Profit (CVP) Analysis & Break-Even Analysis for FitGear Ltd

Introduction:

FitGear Ltd. is considering launching a new fitness tracker model. To assess its financial
viability, management requires a Cost-Volume-Profit (CVP) analysis, which will evaluate
the contribution margin, break-even point, and sales volume needed to reach a profit
target. This analysis ensures informed decision-making regarding pricing, production, and
overall strategy.

Contribution Margin Calculation:

Item Calculation Value ‘
Contribution Margin Per Unit Selling Price per Unit - 60
$) Variable Cost per Unit
o . . (Contribution Margin / Selling
Contribution Margin Ratio (%) . 60.0%
Price) * 100

The Contribution Margin (CM) is the revenue remaining after covering variable costs,
helping FitGear Ltd. offset fixed expenses and generate profit. A higher margin enhances
pricing flexibility, marketing strategies, and discount options while ensuring financial
stability. With a $100 selling price and $40 variable cost per unit, FitGear Ltd. achieves a
$60 contribution margin per unit, equating to a 60 percent margin ratio.

Break-Even Point Calculation:

Item Calculation Value ‘

. Total Fixed Cost /
Break-Even Sales (Units) o . . 5,000
Contribution Margin Per Unit

Total Fixed Cost /
Break-Even Sales (Dollars) o . . 500,000
Contribution Margin Ratio

The Break-Even Point (BEP) is the sales volume where revenue equals total costs, with no
profit or loss. At 5,000 units, FitGear Ltd. covers expenses, generating $500,000 in revenue,
and any additional sales contribute to profitability.

Profit Target Analysis:

Calculation

Sales Volumes Needed for (Total Fixed Cost + Target
$100,000 Profit (Units) Profit) / CM Per Unit
To achieve a $100,000 profit, 6,667 units must be sold, ensuring sufficient revenue to cover
fixed costs and generate earnings.

6,667
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Market Context & Competitive Analysis:

The wearable fitness tracker market is growing rapidly, driven by increasing consumer
interest in health monitoring. However, competition remains strong, with Apple, Garmin,
and Fitbit dominating the industry through advanced features and strong brand
recognition. For new entrants like FitGear Ltd., differentiation through pricing, innovation,
and unique functionalities is essential to capturing market share.

Pricing plays a critical role in success. If FitGear Ltd. sets its price too high, demand may
decline, while pricing too low could reduce profitability. Mid-range fitness trackers
typically fall between $80 and $150, making FitGear Ltd.'s $100 price point competitive. To
succeed, the company must leverage its unique selling points and implement strong
marketing strategies to attract customers while maintaining profit margins.

Impact of Increased Variable Costs to $50 per unit:

Item Calculation Value

Contribution Margin Per Unit Selling Price per Unit -

. . 50
$) Variable Cost per Unit
o ) ) (Contribution Margin / Selling
Contribution Margin Ratio (%) . 50.0%
Price) * 100
. Total Fixed Cost /
Break-Even Sales (Units) 6,000

Contribution Margin Per Unit

Total Fixed Cost /
Break-Even Sales (Dollars) o . . 600,000
Contribution Margin Ratio

Sales Volumes Needed for (Total Fixed Cost + Target

. . . . 8,000
$100,000 Profit (Units) Profit) / CM Per Unit

An increase in variable costs from $40 to $50 per unit reduces the contribution margin from
$60 to $50, raising the break-even point from 5,000 to 6,000 units and increasing the sales
volume needed for a $100,000 profit from 6,667 to 8,000 units. If market demand does not
support these higher volumes, FitGear Ltd. may need to implement cost-saving measures
or adjust pricing.

To mitigate these risks, the company could negotiate lower supplier costs, leverage bulk
purchasing discounts, or refine product design to reduce expenses. Enhancing
differentiation through features like superior battery life or advanced functionalities could
also justify a price increase, helping offset rising costs while strengthening market appeal.
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Key Insights & Strategic Recommendations:

FitGear Ltd.'s break-even point is a key profitability benchmark. Under the current cost
structure, 5,000 units must be sold to cover expenses, but if variable costs rise to $50 per
unit, the break-even point increases to 6,000 units, requiring additional sales to offset
higher costs.

A narrower contribution margin with higher variable costs necessitates adjustments in
sales volume, pricing, or operational efficiency to maintain profitability. Managing cost
fluctuations is vital, and strategies such as raising prices, reducing expenses, orimproving
manufacturing efficiency can help mitigate financial risks.

To remain competitive, FitGear Ltd. must monitor market conditions, maintain a strong
brand identity, and ensure product quality. Strategic cost control and pricing decisions will
be crucial for long-term financial sustainability.

Summary:

This Cost-Volume-Profit (CVP) analysis provides a financial roadmap for FitGear Ltd.'s new
fitness tracker. To break even, the company must sell 5,000 units, while 6,667 units are
needed to achieve $100,000 in profit. If variable costs rise to $50 per unit, the break-even
pointincreases to 6,000 units, and profitability requires 8,000 units in sales. These findings
highlight the importance of cost control, pricing strategy, and market positioning. By
optimizing production efficiency, refining marketing, and strengthening supplier
relationships, FitGear Ltd. can navigate financial challenges and ensure long-term
sustainability in a competitive market.



