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“Break-even point of production is the level of output at which total costs equal total revenue.”
Specification Check
· Determining the minimum level of production needed to break even or the profit made
· Calculation of the margin of safety
· Uses and limitations of breakeven analysis





Calculations 
	Equation
	Formula
	Expressed as..
	Comment

	Contribution

	
	$
	

	Break Even Point

	
	Units
	Low is good. Remember the limitations of Break Even Analysis

	Predicted Profit from Break Even Data

	
	$
	Remember, this is only a prediction. 

	Margin of Safety 

	
	Units
	Output could be given as capacity. 



Uses and Limitations of Break Even Analysis
	Uses
	Limitations

	· Calculate in advance the level of sales needed to break-even
· See how changes in output affect profit
· See how changes in price affect BEP and profit
· See how changes in costs affect BEF and profit
· Help set targets for survival – important for Sole Traders and in times of recession. 
	· It assumes all output is sold and no stocks are held.
· Cannot cope with a sudden increase in wages and prices or changes in technology.
· Poor quality data can result in inaccurate conclusions being drawn
· Ignores purchasing economies of scale
· Less useful for multi-product businesses because allocating fixed costs in different products might be inaccurate.



Conclusions
Very limited in use in the real world, use as a guide only, but, be prepared to recalculate, when things change! 
ADN 2013

