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Section 1.4

Break Even Analysis

The break even level of operation- is when the company neither
makes a profit nor sustains a loss.

Note: The break even level of operation is represented by the
point of intersection of two lines.

The break even level of production means the profit is zero.

Consider the following gra&la:
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The point (x', y') is referred to as the break even point.
X' = break even quantity
y = break even revenue

If x < x" then R(x) < C(x), therefore P(x) =R(x) C(x) < 0 soyou
will have a loss. cast 1S more Hhaonrn regye YLAE,

If x = x' then R(x) > C(x), therefore P(x) = R(x) — C(x) = 0so
you will have a profit.
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Example 1:

Find the break-even quantity and break-even revenue if

el T St ahand) R = st )
R(x)= C&) R(x)=150%
150X = 4X +4a,540 R (305) = 150(305)
14X = Ha, 540 :ﬁ%;rjg
D= . ga¥ - L&
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(555 : “5 150)

Example 2: The XYZ Company has a fixed cost of $20,000, a
production cost of $12 for each unit produced and a selling price
of $20 for each unit produced.

RGO= zoxX C(x)= 12X + 20,0600

a. Find the break even point for the firm.

RGO)= C) R{x)= 20X
20X = 12X +20,000 R (2500)= 20(2500)
3X = 20,009 ~f50,000

%= ZﬂJgﬂ‘%: 2500 onits Ppeak-ruen poiat

(2500, SOO0)

b. If the company produces and sells 2000 units, would they
obtain a profit or loss?

2,00 £ 2500 — | oS5

c. If the company produces and sells 3000 units, would they
obtain a profit or loss?

H000 L5000 — mes:ct
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Example 3:

A bicycle manufacturer experiences fixed monthly costs of
$124,992 and variable costs of $52 per standard model bicycle
produced. The bicycles sell for $100 each. How many bicycles
must he produce and sell each month to break even? What is his
total revenue at the point where he breaks even?

Clx)= S5a%+ 124,992 R(x)= Joox
R = 100X R(2609) =109 (26:04)
RO0= CO =4 260,400
(OO0 X = 5ax -+ 124992
Hgx= 12 9992 'E)J*E.cﬁk- E ven
= [29992 -~ J
X — 08 Z{ﬁnib‘i CZfofJ‘-"r; g[.;,t}ﬁﬂﬂ)
Example 4: LA %5 ALAI S

Ty King owns a small publishing house printing specialty books.
His fixed costs are $525 and the total cost to produce 1000 copies

of the book is $2675. His books sell for $4.95 each. Find the
break-even point?

GE T RS RLd=C6a
26715 = C (1,000) L 525 4askx= 218X L5175
C= 2150 oy ooy sg.ff
X= 222 = J91.5Yy
R = 49X 27 JZ8 units
R)=4d 95
R(e3)= d.as(§v)
= §q30. O

Break -2uen paink bt
(138, 436.60)



