
COST-VOLUME-PROFIT ANALYSIS
 COST-VOLUME-PROFIT (CVP) ANALYSIS IS USED TO DETERMINE HOW CHANGES IN 

COSTS AND VOLUME AFFECT A COMPANY'S OPERATING INCOME AND NET INCOME. 

 COST-VOLUME-PROFIT (CVP) ANALYSIS IS A MANAGERIAL ACCOUNTING TECHNIQUE 
WHICH STUDIES THE EFFECT OF SALES VOLUME AND PRODUCT COSTS ON OP
PROFIT OF A BUSINESS. PROFIT OF A BUSINESS. 

 IT SHOWS HOW OPERATING PROFIT IS AFFECTED BY CHANGES IN VARIABLE
FIXED COSTS, SELLING PRICE PER UNIT AND THE SALES MIX OF TWO OR 
PRODUCTS.

 IT IS ALSO KNOWN AS BREAK EVEN POINT 

 IT IS A LOGICAL EXTENSION OF THE CONCEPT 
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ELEMENTS OF COST

 COST + VOLUME +PROFIT .

 COST INCLUDES FIXED COST AND VARIABLE COST.

 VOLUME INCLUDES PRODUCTION UNITS.

 PROFIT MEANS REVENUE MINUS COST.

ELEMENTS OF COST-VOLUME-PROFIT

COST INCLUDES FIXED COST AND VARIABLE COST.



RELATIONSHIP BETWEEN COST

THERE IS NEGATIVE RELATIONHIP BETWEEN VOLUME OF PRODUCTION AND COST OF 
PRODUCTION. I.E, WITH THE INCREASE IN VOLUME OF PRODUCTION THERE ARE CHANCES OF
DECREASE IN COST OF PRODUCTION PER UNIT.

THERE IS NEGATIVE RELATIONHIP BETWEEN COST OF PRODUCTION AND AMOUNT OF PROFIT. 
I.E, WITH THE DECREASE IN COST OF PRODUCTION PER UNIT THERE ARE CHA
INCREASE IN PROFIT.

THERE IS POSITIVE RELATIONHIP BETWEEN VOLUME OF PRODUCTION AND AMOUNT OF 
PROFIT I.E, WITH THE INCREASE IN VOLUME OF PRODUCTION THERE ARE CHANCES OF
INCREASE IN PROFIT.
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IMPORTANCE OF COST VOLUME PROFIT ANALYSIS.

SETTING UP FLEXIBLE BUDGET.

DETERMINATION OF B.E.P.

PROFIT PLANNING.

HELPFUL IN PRICE FIXATION.

ANALYSIS OF EFFECT OF CHANGES IN PRICES.

IMPORTANCE OF COST VOLUME PROFIT ANALYSIS.

ANALYSIS OF EFFECT OF CHANGES IN PRICES.



BREAK EVEN POINT ANALYSIS.
THE BREAK-EVEN POINT CAN BE DEFINED AS A POINT WHERE TOTAL COSTS (EXPENSES) AND 

TOTAL SALES (REVENUE) ARE EQUAL. BREAK-EVEN POINT CAN BE DESCRIB

THERE IS NO NET PROFIT OR LOSS. THE FIRM JUST “BREAKS EVEN

NO PROFIT – NO LOSS SITUATION.

TOTAL REVENUE = TOTAL EXPENSES
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MARGIN OF SAFETY

A MARGIN OF
SAFETY (MOS) IS ASAFETY (MOS) IS A
DIFFERENCE BETWEEN
ACTUAL/BUDGETED SALES
AND LEVEL OF BREAKEVEN
SALES.






