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Summary

Bookkeeping office franchise is one of the fastest growing franchises in the world.  This is mainly due to the fast growth of small businesses that have less than 19 employees over the past two decades and often rather than employ a full time accountant, make use of part time bookkeepers (Teixeira, 2010). 

The bookkeeping office that I intend to open will focused mainly on outsourced accounting services to these small businesses that need part time bookkeepers. The bookkeeping franchise will in particular strengthen the franchise systems of small businesses through provision of cost effective bookkeeping services, quality assurance, tax readiness, consolidated reporting, consulting and outsourced CFO services. Its main aim is to provide analyze and provide timely, relevant, accurate and secure financial data to businesses to that will be helpful in maximizing the performance of the businesses. The business will not only maintain books and generate financial reports, but will also help franchisees to better understand how to read and interpret financial information.

Opening this franchise will require research and analysis on the costs that will be incurred. Shown below is the cost-volume-profit analysis model for the bookkeeping office franchise and the estimate of the break even sales and units.

Cost-Volume-Profit model analysis for bookkeeping franchise

Cost-Volume-Profit analysis model analyzes how changes in sales volume, costs and prices affect a company’s profit. this model is often used to determine, forecast or predict future levels of operating activities of a business and in doing so be able to plan and provide information on a company's core products and services, volume that is needed to be sold to acquire desired profits, amount of revenue needed to avoid losses, and whether the amount of fixed cost exposes a business to unacceptable risks (Cost Volume profit analysis, 2004).

Profit equation and contribution margin




Profit = Total revenue - Total costs

but 

total cost = total variable cost + total fixed cost

therefore 
profit = total revenue – Total variable cost – total fixed cost

Contribution margin = total revenue – total variable cost

contribution margin per unit = selling price per unit – variable cost per unit

where selling price and variable cost per unit are constant,

profit = (selling price х quantity)- (Variable cost х Quantity) – Fixed Cost

Profit  = P x Q – V x Q – F

profit  = (P- V)Q – F, where P-V = contribution margin

CVP analysis in units for bookkeeping franchise

Net profit = 47.06 % of sales, while sales = 100%



(BizMiner, 2010)

47.06% = 100% - cost

cost = 100% - 47.06%

cost = 52.94%

A total SG&A expense (Variable cost) is 21.33% of sales


(Bizminer, 2010)

Fixed cost = $ 50,000, variable cost = 30,000  (Success in bookkeeping,2011; Teixeira, 2010)

if variable cost = 30,000 and 21.33% of sales, 

30,000 = 21.33% x Sales

sales = 30,000 / 21.33%

sales = $140,647

therefore profits = 47.06% x 140,647

profit = $ 66,188.50


Variable cost = 30,000, while  Total Revenue = 140,647

contribution margin  = 140,647 - 30,000

Contribution margin  = 110647

profit  = (P- V)Q – F, where P-V = contribution margin

66,188.50 = 110647 Q – 50,000

66,188.50 + 50,000 = 110647 Q

116188.50 = 110647 Q

Q= 116188.50 / 110647

Q = 1.05 units.

therefore, the quantity of sales needed for the target profit to be attained is 1.05 units

CVP analysis in revenues

contribution margin ratio = contribution margin per unit / selling price per unit

Contribution margin ratio = (110647 / 1.05) / (140647 / 1.05)

contribution margin ratio = 105378.10 / 133949.50

Contribution margin ratio = 0.7867

Contribution margin ration of 0.7867 implies that 78.67% of the revenue from each unit sold contributes first to fixed costs then to profits after fixed costs are covered.

Breakeven point

A breakeven point is the point where revenues covers all fixed and variable costs resulting in zero profits. Therefore,  

Breakeven point = sales – costs = 0

sales per unit= 133949.50 and fixed cost = 50,000 and variable cost per unit = 28571.40

therefore break even quantity = (50,000 + 0) / (133949.50 – 28571.40) = 50,000 / 105378.1 = 0.5 units
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