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Microsoft Excel – Tutorial 10, Session 10.1
Performing “What If” Analyses
Skills Checklist and Notes

· Principles of Cost-Volume-Profit (CVP) Relationships 
Cost-volume-profit analysis expresses the relationship between a company’s expenses, its volume of business, and the resulting net income (profit)

· Types of Expenses: Variable, Fixed, and Mixed
· Variable expenses – change in proportion to the amount of business done.  E.g., the cost of raw materials and cost of labor go up as production increases and go down as production decreases

· Fixed expenses – remain constant regardless of amount of business done.  E.g. salaries and benefits to employees, site maintenance, insurance, property taxes 

· Mixed expenses – part variable and part fixed 

· The break-even point – as the name implies, the point at which revenue equals expenses (i.e. net profit is zero).  CVP analysis is sometimes called “break-even analysis”
· Tutorial example (does not include mixed expenses): 
· It costs Creative Ventures® $13.75 (parts + labor) to produce each HoverDisc®, so total variable expenses are $13.75 times the number of units produced
· The company has almost $300,000 in fixed expenses

· Each HoverDisc® sells for $28.50
· If 20,000 disks are sold, the total expenses are $575,000 ($13.75 x 20,000 = $275,000 (variable) + $300,000 (fixed))
· If 20,000 disks are sold, the revenue is $570,000 ($28.50 x 20,000)

· So the break-even point is roughly 20,000 units sold

· “What If” Analysis
· To do a “What If” analysis, we simply enter a new value into a cell (known as the “input cell”) and observe the results
· In the tutorial example, we do several “What If” analyses. In each, we change the value for the units sold and observe the effect on the net income
· This is a simple yet valuable tool, but the disadvantage is that we can only try one new value at a time

· Using Goal Seek

See the online document “Using Goal Seek”
· One-Variable Data Tables

See the online document “One-Variable Data Tables”
· Two-Variable Data Tables

See the online document “Two-Variable Data Tables”
