
Cost-volume-profit relationships
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Revenue driver and cost drivers:

Cost-volume-profit (CVP) analysis examines the behaviour of total revenues, total costs, and operating

income as changes occur in the output level, selling price, variable costs, or fixed costs.

A revenue driver is a factor that affects revenues.i.e. Units of output sold, selling prices, and levels of

marketing costs.

      Total costs = variable costs + fixed costs

Total revenues – total costs = operating income

operating income – income taxes = net income

Example of output:
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A CVP analysis is based on the following assumptions:

1. Total costs can be divided into a fixed component and a component that varies with the level of

output.

2. The behaviour of total revenues and total costs is linear in relation to output units within the

relevant range.

3. The unit selling price, unit variable costs, and fixed costs are known.

The breakeven point

The breakeven point is the quantity of output where total revenues and total costs are equal—where

operating incime is zero.
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Contribution margin method

Contribution margin is equal to revenues minus all costs or the outputthat vary with respect to the units

of output.
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Sensitivity analysis

What-if analysis: What will operating income be if the output level decreases?What will operating be if

variable costs per unit increase?
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Alternative fixed-cost/variablecost structure

What would happen if Computer conventions offers Frost three rental alternatives.
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Exercises
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Requires the breakeven point in units if the mix is maintained. If onlu standard carriers are sold and, b

if only deluxe carriers are sold.
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