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Practice exam question 

Breakeven point 

Mark Hage 

Check your answer to the question on p. 8 of the magazine. 

Sample answer 
One benefit of Apple having a high level of contribution is that it means it can pay off its fixed costs 

from a lower level of sales revenue than its competitors.  For example, the iPhone X was priced at a 

premium of £999, which may have allowed Apple to gain a high level of contribution from each sale of 

the phone to pay for its fixed costs. With high demand for the innovative smartphone, the breakeven 

output required from sales revenue may have been much lower than required by competitors such as 

Samsung. As a consequence, this may have allowed Apple to make profits earlier in the production of 

the iPhone X, which it could then quickly reinvest in more research and development at an early stage, 

so as to have a competitive edge over its rivals when introducing its next phone. High levels of 

contribution could have allowed Apple to start development of a new phone earlier and therefore given 

the company first-mover advantage in terms of the introduction of its next product. This could have 

allowed Apple to charge premium prices, as it has created a technological monopoly compared to 

Huawei and other rivals, increasing its ability to make large sales revenue and maximise long-term 

profits.  

However, Apple may have based its breakeven analysis and therefore high level of contribution on 

unrealistic assumptions regarding the static nature of variable costs. For example, key raw materials 

such as gold and silver vary dramatically in price. As production of the iPhone X continues, it is 

possible that the cost of gold may increase dramatically, having a negative impact on the variable 

costs and contribution of each iPhone sold. The total level of contribution will therefore be less due to 

higher raw material costs. This could mean Apple may struggle to reach breakeven, particularly if 

demand is more sensitive to the premium price charged. To avoid the potential negative impact of 

rising raw material costs, Apple may need to look at the opportunity cost of significant bulk buying of 

gold and silver for future production vs the potential to be able to buy the raw materials more cheaply 

at a later date in the future.  

Sample examiner comment 
Mark: 10/10 (Level 4 — an excellent response fully focused on the question) 

Thorough knowledge and understanding are shown of the importance of high levels of contribution. 

Application is shown through the use of appropriate context applied to the question. 

Coherent and logical analysis is linked together, giving cause and effect of the positive and negative 

effects of high level of contribution for Apple, using context-based quantitative and qualitative data for 

competing arguments. 
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An evaluation of competing arguments with context is used to support a judgement about Apple 

maintaining high levels of contribution. 
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