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AS Activity 

Using breakeven analysis to make 
business decisions 
Naomi Birchall 

This activity will help you understand the crucial concept of breakeven calculations. 

Fill in the gaps 
Breakeven point refers to a level of output where a firm’s sales ________________, i.e. the 
value of its sales, is exactly equal to its total costs of ________________.  Not enough is 
being sold to generate a ________________ but the firm is avoiding making a 
________________. Constructing a breakeven chart makes it possible to quickly identify the 
profits (or losses) produced at different levels of ________________. It can also show the 
effects on profits of a change in its ________________ or ________________ costs, as well 
as its sales price. 

           (7 marks) 

Correct the following 
Spot the error in each of the following breakeven formulae: 

(1) Sales revenue = Sales price + Quantity sold 

(2) Breakeven point =       Variable costs___ 
                                    Contribution per unit 

(3) Contribution per unit = Sales price + Variable costs per unit 

(4) Margin of safety = Breakeven output – Actual output 

(5) Profit = Contribution per unit 
                     Margin of safety 

           (5 marks) 

True or false 
Indicate whether the following statements are true or false (1 mark extra for correctly 
explaining why): 

(1) A firm cuts its prices by 10% in order to stay competitive, even though its costs remain 
unchanged. This will cause its breakeven level of output to rise.  TRUE/FALSE 

Why? 
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(2) A fall in the cost of supplies will cause a firm’s breakeven point to increase.  
          TRUE/FALSE 

Why? 

 

 

 

           (4 marks) 

Data response 
A friend supplies you with the following figures relating to his business: 

• Sales revenue: £512,500 per year 

• Fixed costs: £210,000 per year 

• Variable costs: £11.00 per unit 

• Current output: 20,500 units per year 

• Maximum output: 25,000 units per year 

He asks you to provide him with the following information: 

(1) The firm’s current breakeven level of output. 

(2) The firm’s current level of profit/loss. 

(3) The maximum level of profit possible, based on current capacity, costs and prices. 

           (9 marks) 


