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COST - VOLUME -

BREAK-EVEN-POINT ANALYSIS
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After studying this unite, you should be able to :
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1- State the five components of cost-volume-
profit analysis.
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2- Indicate the meaning of contribution margin and the ways it may be
expressed.
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3- Identify the three ways that the break-eyen point may be determined.
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Components of cost-volume-profit analysis.
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- Cost-volume-profit (CVP) analysis is the study of the effects of changes

of costs and volume on a company's profits.
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- CVP analysis involves a consideration of the interrelationships among
the following components:
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- Volume or activity level Ll s siua 5 aasll
- Unit selling price 3aa 6l au jau
- Variable cost per unit  sas 513 juaiall 2411
- Total fixed cost . AUl cadlsll e

- Sales mix bl

CVP Analysis CvP Jalasi

In CVP analysis applications the term cost includes manufacturing costs
plus selling and administrative expenses.
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We will use Vargo Video Company as an example. Relevant data for the
VCRS made by this company are as follows:

Lgiedd LAl VCRS - dlall il clibal) JUeS Vargo Video Company aaiias i s
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Unit selling price $500
Unit variable costs $300
Total monthly fixed costs $200,000
Contribution Margin (CM) duaRd bl | g0 bR

One of the key relationships in CVP analysis is contribution margin
(CM). Contribution margin is the amount of revenue remaining after

deducting variable costs. The CM is then available to cover fixed costs
and to contribute income for the company.
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For example , assume that VVargo Video sells 1000 , VCRS in one month,
sales are $500,000 ( 1000*500 ) and variable costs are $300,000

(1000*300 ). Thus, contribution margin is $200,000. computed as
follows:

Contribution Margin (CM) = Sales — Variable Costs
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=500,000 -$ 300,000
= $ 200,000

CM per unit indicates that for every VCR sold, Vargo Video will have
$200 to cover fixed costs and Contribute to income.
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Others prefer to use a contribution margin ratio . At VVargo Video, the
contribution margin ratio is t 40%.

contribution Margin per Unit

Contribution Margin Ratio =
Unit Selling Price
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$200

$500
=40%

The CM ratio means that 40 cents of each sales dollar (1 x 40%) is
available to apply to fixed costs and to contribute to income.

Identify the three ways that the break-even point may be determined.
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Break-Even Analysis Jolasdl dladd Juulali

-The second key relationship in CVP analysis is the break-even point is
the level of activity where total revenues equals total costs, both fixed and
variable.

- Since no income is involved when the break-even point is the objective,
the analysis is often referred to as break-even analysis.
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The break-even point can be: Jalatl) ddads apaat oSy
1) Computed from a mathematical equation., asab I Aalaall aladiuly
2) Computed by using contribution margin. . dealuwll (iala alasiuly
3) Derived from a CVP graph. ) as ) alasialy

The break-even point can be expressed in either sales dollars or sales
units.
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Break-Even Analysis: Mathematical Equation
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In its simplest form, the equation for break-even sales is:
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Break-even Sales = Variable Costs + Fixed Costs
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