Breakeven Analysis 
John C. Kelly, PhD, SCORE Counselor

Every business plan should include a breakeven analysis, which illustrates at what sales volume a company will become profitable. It is a simple X-Y graph, where X, the horizontal axis, is sales volume in units sold, and Y, the vertical axis, is both revenue dollars and expense dollars. Revenue is given by the simple straight line equation: 
Revenue = number of units ( price per unit

Expenses are bit more complicated, being composed of two parts: fixed and variable:
Expenses = fixed expenses + number of units ( cost per unit

Fixed expenses are expenses that do not change as the number of units sold increases, such as rent and payroll. Variable expenses are equal to the number of units sold multiplied by the cost per unit. I will illustrate a breakeven chart for a service business, a tow company. The major fixed expenses are the cost of tow trucks and salaries. The major variable costs are fuel and maintenance. The vertical distance between the revenue and expense lines is profit. The point where the lines intersect is the breakeven point. To the left of the breakeven point, profit is negative, and to the right, it is positive. The breakeven point is the level of sales volume where revenue begins to exceed expenses. The two step-increases on the expense line below are due to the addition of a second and third tow truck. The breakeven point occurs at six tows per day.
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The breakeven chart tells a big story in a small amount of space. Take the time to generate one, and if you are having trouble call SCORE and ask for help.

