
IMPORTANCE BREAK EVEN ANALYSIS BUSINESS PLAN

The break-even analysis lets you determine what you need to sell, monthly or annually, to cover your costs of doing
businessâ€”your break-even point. of sales, and revenue per unit of sales. See Also: The Key Elements of the Financial
Plan.

Magazine Break-Even Analysis: What, Why, and How Break-even analysis, one of the most popular business
tools, is used by companies to determine the level of profitability. There are a few definitions you need to
know in order to understand break-even analysis. This model assumes that only one thing changes at a time.
More than that, if the analysis looks good, you will be more comfortable taking on the burden of financing.
Contribution Margin Contribution margin can be calculated by subtracting variable expenses from the
revenues. These costs usually include material, labor, direct sales and promotion, storage etc. Technically, a
break-even analysis defines fixed costs as those costs that would continue even if you went broke. Make a list
of all your costs that fluctuate depending on how much you sell. This is an example of a restaurant.
Break-Even Analysis chart to check the Break-Even Point in Units and Sales in addition to Targeted Profit To
download click below Marketing issues Whenever you want to make some special offers, discounts or you
want to start some extravagant promotion, you need to have the Break Even point in mind while making such
incentives. Once the business has reached this point, in sales or units sold, all costs Fixed and Variable have
been recovered. These include start-up costs, and other capital expenses which do not have to be paid
periodically. Knowing your break-even for areas such as sales, production, operations and investment payback
can help you with pricing, debt service and other functions of operating your business. Keep in mind, this is
the average price. Lowering prices might result in more sales, bringing you more total, or gross, profits, even
though your profit per widget is lower. The accuracy of your break-even point depends on accurate data. Add
everything up. This will limit the number of surprises down the road. Three assumptions of the break-even
analysis The break-even analysis depends on three key assumptions: 1. You might increase your sales, raise
your prices to increase your profit margins, lower your profits to generate more gross profits or reduce
expenses. This is possible because you know at which point a business is able to achieve profits and hence,
you can use this break-even point to set benchmarks or targets for your firm. Your break-even point is equal to
your fixed costs, divided by your average price, minus variable costs. Some companies take years before they
are profitable.


