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Concept of Break Even and Target Income
In business set up, break even analysis is key metric since it shows the number of units that need to be sold in order to cover the costs incurred in production. At breakeven point the profit is zero since the incurred amounts have been paid back. Managers mostly use fixed cost per unit to determine the breakeven sales volume. However, by reaching breakeven is not the ultimate goal for any business. Businesses are most worried about surpassing the breakeven point in order to realize profit. To realize profits the firm needs to plan early in advance and come up with a strategy. The first step to this accomplishment is coming up with fixed cost management strategy in which new fixed cost per unit and revised breakeven costs are established and communicated to the sales staff.  Break even can be explained by the graph below.
[image: ]
The graph above shoes fixed costs of up to 1000000. The total cost line shows the production cost for the goods while total sales line shows the amounts realized from the sales. Total cost line starts at fixed cost since It’s comprised of variable cost only. However, its slope is not very stiff compared to that of total cost.  According to the graph breakeven point is reached when they sale 1000 units. The green region shows that the firm is realizing profits. The scenario above shows that there is relationship between price and management cost. If the management cost is low, the breakeven is reached easily same as when the prices are high.  
Effects of Price on Breakeven
If a firm position’s itself as low price, its number of units sold will be high due to demand law. This in turn will lead to higher sales revenue as well as variable costs attached to each unit sold. This implies that contribution will not increase hence breakeven pint will not change. If the price set to be high, the sales volume will be low but a higher revenue will be realized because the price is high. The variable costs associated with production of the units will not be high hence contribution margin will be high. If fixed costs are held constant, breakeven point will be realized faster. This implies that if the firm wants to make higher profits faster, it should raise its prices while holding fixed costs constant. However, this should be applied with discretion since extreme prices might lead to low sales volume hence the final profits will be reduced.
Pricing Strategies
As production increases, fixed cost per unit item reduce hence this is a key aspect in setting prices of goods. For instance, if a firm has fixed income of $ 120000 per year and produces 10,000 units, the fixed cost per unit is $12. With same fixed cost and an increase of units produced from 10,000 to 12000, the fixed cost will reduce to $ 10. If the firm would like to retain profits as thy were when production was 10000 units, they have to reduce price of their product by $2. At same price the firm will increase its sales and subsequently increase contribution margin. 
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