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Break-Even Analysis – Part three

How many mistakes can you find in the text below?

Break even analysis has a number of benefits and limitations.
Firstly, it is quite a complex and difficult concept which can make 
it difficult to understand for entrepreneurs. Another limitation of
break-even is that it is generally based on unrealistic assumptions.
For example, not all products are sold at the same price therefore
basing the calculations on average prices makes the calculations
more accurate. In addition, fixed costs do not always vary 
proportionately with the level of output. For example, a business
may be able to secure a substantial discount from its suppliers
when it purchases more raw materials which in turn would reduce
the firms fixed costs.

On the other hand, break-even has a number of strengths. Break-
even calculations can be used to assess the viability of the business
as it can be used to ascertain the length of time it will take for the
business to make a profit. This can also make it harder for the 
entrepreneur to secure finance from external providers. Another
limitation of break-even analysis is that what-ever calculations can
be carried out to analyse the effects of changes to the break-even
point. For example, the entrepreneur could alter some of the figures
in the calculation to assess the effect that these changes would have
on the break-even point. Finally, break even illustrates the importance
of keeping fixed costs to a minimum as the lower the fixed costs, the
longer it takes to break-even and therefore make a profit.

In summary, break-even analysis is a useful concept, but its 
limitations mean that it should not be solely relied upon to assess
how quickly a business will make a profit.
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Break-Even Analysis – Part three
The answers
8 errors
Break even analysis has a number of benefits and limitations.
Firstly, it is quite a complex and difficult concept which can make 
it difficult to understand for entrepreneurs. Another limitation of
break-even is that it is generally based on unrealistic assumptions.
For example, not all products are sold at the same price therefore
basing the calculations on average prices makes the calculations
more accurate. In addition, fixed costs do not always vary 
proportionately with the level of output. For example, a business
may be able to secure a substantial discount from its suppliers
when it purchases more raw materials which in turn would reduce
the firms fixed costs.

On the other hand, break-even has a number of strengths. Break-
even calculations can be used to assess the viability of the business
as it can be used to ascertain the length of time it will take for the
business to make a profit. This can also make it harder for the 
entrepreneur to secure finance from external providers. Another
limitation of break-even analysis is that what-ever calculations can
be carried out to analyse the effects of changes to the break-even
point. For example, the entrepreneur could alter some of the figures
in the calculation to assess the effect that these changes would have
on the break-even point. Finally, break even illustrates the importance
of keeping fixed costs to a minimum as the lower the fixed costs, the
longer it takes to break-even and therefore make a profit.

In summary, break-even analysis is a useful concept, but its 
limitations mean that it should not be solely relied upon to assess
how quickly a business will make a profit.
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