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			Break-even analysis is a small-business accounting process for determining at what point a company, or a new product or service, will be profitable. It’s a financial calculation used to determine the number of products or services you must sell to at least cover your production costs.

In accounting, the break-even point is the point at which total cost and total revenue are equal, meaning there is no loss or gain for your small business. In other words, you’ve reached the level of production at which the costs of production equals the revenues for a product.









For example, a break-even analysis could help you determine how many cellphone cases you need to sell to cover your warehousing costs, or how many hours of service you’ll have to bill to pay for your office space. Anything you sell beyond your break-even point will add profit.

To fully understand break-even analysis for your business, you should be aware of your fixed and variable costs.

	Fixed costs: expenses that stay the same no matter how much you sell.
	Variable costs: expenses that fluctuate up and down with production or sales volume.


Uses of break-even analysis







A break-even point analysis is a powerful tool for planning and decision making, and for highlighting critical information like costs, quantities sold, prices, and so much more.

	Setting prices and determining how prices affect profits
	Covering fixed costs – knowing at how much one needs to sell to cover initial production costs
	To keep track of all expenses.
	Setting sales revenue targets
	Making smarter business decisions
	Limiting financial costs
	Helping in finding funds for the business – a component in the business plan.


Calculation of break-even-analysis

Net Profit = Total Revenue – Total Cost

Therefore, net profit = Total revenue – total variable cost – total fixed cost

Assume the following notations NP = net profit; Q = volume of output/sales; p = selling price per unit; a = total fixed cost; b = variable cost per unit.

Therefore, NP = Q(p-b)-a







Therefore, profit = Total revenue – total variable cost – total fixed cost

NP = Qp – Qb – a

At breakeven point (BEP), the NP = 0

0 = Qp – Qb – a

Example of calculating the breakeven point

Assume that a firm sells its products at KES 50 per unit and incurs variable costs of $10 per unit. Further assume that the fixed cost incurred by the company is KES 1 million. How many units should the company sell to break even?

NP = Qp-Qb-a

At break even, NP = zero (0)

0 = Q(50) – Q(10) – 1,000,000

0 = 50Q-10Q – 1,000,000

1,000,000 = 40Q

Q = 1,000,000 ÷ 40







Q = 25,000 units.

So the break-even point is 25,000 units.
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