1. [bookmark: _GoBack]Explain how CPV analysis can be used in managerial decision making
Cost Volume Profit (CVP) analysis is a cost accounting technique used by management to determine the effect of different levels of cost, volume, and price on profit margin or estimate the number of sales units required to break even and avoid losses. CVP analysis is a very important analytical tool used by managers to make informed decisions. The profit structure is well understood, giving managers deep insights into the cost, volume, and price inter-relationship and their effects on its profitability. CVP analysis fosters profit planning decisions as the break-even point of sales can be predicted as well as the sales required to reach the desired profit margin of a firm. Also, this analysis empowers managers to choose the best rewarding combination of cost, volume, and prices. CPV analysis helps managers while developing the firm's budget as the operating cost can be estimated. 
4. Explain why contribution margin per unit becomes profit per unit above break-even point.
Contribution per unit is the amount left on the sale of one unit after all variable expenses per unit have been deducted from the revenues per unit. Break-even rate, on the other hand, is the minimum number of units you would produce to cover production and other fixed costs. Profit per unit is the amount obtained after the total production costs are subtracted from the total revenues divided by the number of units. Therefore, since break-even point is the point at which no loss or profit is made, above this point, all the sales made are part of profit upon which, after subtraction of variable costs, they become the contribution margin. When net revenue is divided by the number of units sold, the contribution margin per unit is obtained, and it becomes the profit per unit.

12. How do income taxes affect the break-even point and CVP analysis?
Neither an increase nor decrease in income taxes influences a firm's break-even point. This is because, at this point, no income has been realized from sales. The sales net the cost incurred in production; hence no extra revenue to be taxed. However, income tax affects CVP analysis as the income tax rate is usually to estimate the target profit after the desired target profit has been established. Income tax helps in the planning and budgeting a firm to predict the appropriate costs, units, prices to set to earn the targeted profit.
14. Determine what is made by a margin of safety. Explain what is made by the term operating leverage. What impact does an increase in the margin of safety have on risk? what impact does an increase in leverage have on risk
The margin of Safety (MOS) is the difference between the number of expected sales and the break-even point. It is expressed either as a percentage or ratio, and it is calculated by deducting break-even point from current sales, divided by current sales. Operating leverage refers to a cost-accounting technique used to measure the degree to which a firm can increase its operating income by increasing revenue. When the margin of safety is high, the risk of doing business is significantly reduced since the firm's profitability is high and able to cater for financial obligations. However, an increase in operating leverage rises a firm's risk of doing business as this means the fixed costs are high and variable costs are low; hence it is difficult to lower some huge fixed costs.




Exercise 16.9 break-Even Unit
1. Break-Even point units= fixed cost/ contribution margin
Contribution margin per unit= price of product-variable costs
Fixed cost=$16,335,000
Variable costs=$225
Grill price=$600
Contribution margin=$600-$225=$375
break-Even point units=$16,335,000/$375
=$43,560
2. Operating income= sales revenue-fixed cost-variable cost
Sale revenue= ($600*46,775) =$28,065,000
Variable cost= ($225*46,775) =$10,524,375
Operating income=$28,065,000-$16,335,000-$10,524,375
=$1,205,625
3. New Break-even point.
Contribution margin per unit= $600-$240=$360
break-Even point units=$16,335,000/$360
=$45,375

