Break –even point
Break-even point is the level of sales at which profit is zero. At break -even point total sales are equal to total cost (variable + fixed).
If a firm cannot manage sales to cover variable as well as fixed costs it will have to bear losses. The following is the further explanation of this concept:
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There are two methods for the calculation of break-even point. These are:
1. Equation method
2. Contribution margin method

[bookmark: _GoBack]Example 1 (using equation method)
We can use the following data to calculate break-even point.
· Sales price per unit = $500
· variable cost per unit = $300
· Total fixed expenses = $70,000
Revenues – Total cost = 0
[image: ]
Example 2 (using contribution methode)
We can use the following data to calculate break-even point.
Sales price per unit = $500       Unit contribution margin = Price – Variable cost 

variable cost per unit = $300
Total fixed expenses = $70,000

Break-even point in units = Fixed expenses / Unit contribution margin
                                             =  $70,000 / $200* = 350 Units
Break even point in sales = 350 Units × $500 Per unit = $175,000 

The following formula is also extensively used to calculate sales-break even point:

Break-even Sales in Dollars = [Fixed Cost / 1 – (Variable Cost / Sales)]

This formula produces the same answer:
Break Even Point = [$70,000 / 1 – (300 / 500)] = $70,000 / 1 – 0.6
          = $70,000 / 0.4
                                                                                  = $175,000

Number of units to be sold to break even: $175,000 / $500 = 350 units
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Profit
Sales > Variable Expenses + Fixed Expenses.

Break-even Point
Sales = Variable Expenses + Fixed Expenses.

Loss.
Sales < Variable Expenses + Fixed Expenses.
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