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Break-Even Analysis – Part one

How many mistakes can you find in the text below?

When a business is breaking even, its revenue is just enough to
cover its fixed costs and the business is neither making a profit or a
loss. Achieving break even is an important mile stone for a business
as the quicker the business breaks even the quicker it makes a loss.

Break-even can be calculated using the following formula:

Fixed costs
Contribution per unit

So, if a small beauty salon had monthly fixed costs of £2,500, an 
average price per treatment of £20 and average variable costs per
treatment of £5, then the number of treatments per year required 
to break even would be 2100. Once the beauty salon sold 2101 
treatments then it would be making a profit. 

In order to reduce the number of treatments required to break-even
and therefore make a profit more quickly, the business could increase
the selling price. This would lower contribution per unit meaning
fewer treatments would be required to break-even. However, an 
increase in price may result in fewer customers. Alternatively, the
business could look to lower its variable costs which would result 
in an increase in contribution per unit.

The beauty salon could also increase its break-even amount by 
reducing its fixed costs. The lower the fixed costs the quicker the
salon would break even and therefore the quicker the salon would
make a profit.
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Break-Even Analysis – Part one
The answers

6 errors

When a business is breaking even, its revenue is just enough to
cover its fixed costs and the business is neither making a profit or a
loss. Achieving break even is an important mile stone for a business
as the quicker the business breaks even the quicker it makes a loss.

Break-even can be calculated using the following formula:

Fixed costs
Contribution per unit

So, if a small beauty salon had monthly fixed costs of £2,500, an 
average price per treatment of £20 and average variable costs per
treatment of £5, then the number of treatments per year required 
to break even would be 2100. Once the beauty salon sold 2101
treatments then it would be making a profit. 

In order to reduce the number of treatments required to break-even
and therefore make a profit more quickly, the business could increase
the selling price. This would lower contribution per unit meaning
fewer treatments would be required to break-even. However, an 
increase in price may result in fewer customers. Alternatively, the
business could look to lower its variable costs which would result 
in an increase in contribution per unit.

The beauty salon could also increase its break-even amount by 
reducing its fixed costs. The lower the fixed costs the quicker the
salon would break even and therefore the quicker the salon would
make a profit.
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(The actual break even amount is 2000
meaning 2001 treatments are required to
break-even).


