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Breakeven Analysis
CVP Costing:
	CVP costing involves the determination of the effects of the sales volume and the selling price of the products on the profitability of a business. It is used to make critical managerial decisions since it seeks to determine the number of units a company must sell to breakeven, the number of units to sell to make a profit, whether the company should invest in advanced technology to reduce labor costs, and effective sales promotion strategies (Jan, 2011).

Breakeven:
	Breakeven is achieved in business when the revenues accrued equate the expenditure incurred. Therefore, the company is neither making profits nor losses. At this point, the company determines variable expenses it ought to reduce including rent and the number of units to sell to sustain the balance (Square, 2019).
Three Methods to Calculate Breakeven:
	The first method is the equation method where the fixed costs are divided by the profit of each product minus the variable expense of each product. The fixed costs include the expenditures that do not vary based on the number of units sold by the business. The profit is the selling price minus the variable costs (Jan, 2011). The second method is the contribution where the total fixed costs are divided by the contribution margin. Contribution margin is obtained by subtracting variable costs from sales. The third method is the graphical method where the point on the graph where the total fixed and variable costs equate total profit indicate the breakeven.

Contribution Margin:
	Contribution margin is the difference between the price of a product and all the associated variable costs to obtain the profit accrued by each unit after sales. It is used to determine whether the business can sell its products at relatively lower prices during certain circumstances and which units to be given high priority (Accounting Tools, 2018).
Contribution Margin Ratio:
	Contribution margin ratio is obtained from subtracting the variable expense of a firm from its sales. The total margin of a firm is a representative of its total revenues used to pay for fixed expenditures. The ratio gives the amount of profit generated from the sale of a single unit (Accounting Tools, 2017).
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