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How	to	calculate	break	even	point	in	units

The	breakeven	point	is	the	critical	level	where	a	company's	revenue	equals	its	total	expenses,	marking	a	transition	from	financial	losses	to	profitability.	Understanding	and	calculating	this	point	is	vital	for	businesses	to	plan	financially,	set	realistic	sales	targets,	optimize	pricing	strategies,	and	secure	investor	funding.	Breakeven	analysis	helps
companies	identify	hidden	expenses,	make	informed	decisions,	and	assess	the	efficiency	of	their	operations.	It	involves	determining	how	many	units	must	be	sold	or	how	much	revenue	generated	to	cover	all	costs.	This	calculation	forms	the	foundation	of	financial	planning	and	pricing	strategy.	There	are	two	primary	methods	to	calculate	the	breakeven
point:	by	units	sold	or	by	sales	dollars.	The	formula	for	Units	Break-Even	Point	(Units)	is	Fixed	Costs	÷	(Selling	Price	per	Unit	-	Variable	Cost	per	Unit),	while	the	formula	for	Sales	Dollars	is	Fixed	Costs	÷	Contribution	Margin	Ratio.	A	business	must	first	calculate	its	fixed	costs,	which	are	expenses	that	remain	constant	regardless	of	production
volume.	For	example,	monthly	overhead	expenses	might	total	$5,000	(rent,	utilities,	base	salaries).	Then,	it	should	determine	its	variable	costs,	which	depend	on	how	many	units	are	produced	or	sold.	In	this	case,	each	candle	costs	$10	to	produce.	Next,	the	business	sets	a	sales	price	for	its	product,	such	as	$25	per	candle.	The	contribution	margin	is
the	difference	between	the	sales	price	and	variable	cost	($15	per	candle).	To	calculate	the	break-even	point,	divide	the	fixed	costs	by	the	contribution	margin	(333.33	units	in	this	case).	This	means	that	the	business	must	sell	at	least	334	candles	monthly	to	cover	its	expenses	and	break	even.	Breakeven	analysis	can	help	businesses	make	informed
decisions	about	pricing	strategies,	production	planning,	cost	management,	and	product	mix	decisions.	It	can	also	guide	investment	decisions,	such	as	options	trading,	real	estate	investments,	and	business	acquisitions.	By	conducting	a	thorough	breakeven	analysis,	businesses	can	uncover	hidden	expenses,	develop	an	objective	decision	framework,	set
clear	performance	targets,	and	demonstrate	their	viability	to	potential	funding	sources.	However,	breakeven	analysis	has	some	limitations.	It	may	not	account	for	all	costs,	as	many	expenses	don't	fit	neatly	into	"fixed"	or	"variable"	categories.	Additionally,	it	assumes	that	the	business	can	adjust	its	sales	price	and	production	volume	to	achieve	break-
even,	which	may	not	always	be	possible	in	practice.	The	breakeven	analysis	formula:	a	key	to	unlocking	profitability.	However,	assumptions	can	create	ambiguities	that	affect	accuracy,	such	as	stable	prices	and	costs,	linear	volume-cost	relationships,	and	neglect	of	nonfinancial	factors	like	market	demand	and	competitive	landscape.	The	complexity
increases	when	dealing	with	multi-product	businesses	or	shared	fixed	costs.	The	break-even	point	is	crucial	for	understanding	minimum	viability	thresholds	in	various	industries,	including	manufacturing,	retail,	service	sectors,	and	investments.	It	provides	a	critical	perspective	for	decision-making	by	knowing	exactly	where	revenue	meets	expenses.	To
calculate	the	breakeven	point,	the	following	formula	is	used:	Break-Even	Quantity	=	Fixed	Costs	/	(Sales	Price	per	Unit	–	Variable	Cost	Per	Unit).	This	involves	identifying	fixed	costs,	sales	price	per	unit,	and	variable	cost	per	unit.	The	contribution	margin	per	unit	is	also	calculated	as	the	sales	price	per	unit	minus	variable	cost	per	unit.	For	instance,	if
a	book's	selling	price	is	$100	and	its	variable	costs	are	$5,	then	$95	is	the	contribution	margin	per	unit	that	contributes	to	offsetting	fixed	costs.	In	an	example	with	Company	A,	which	sells	water	bottles,	the	break-even	point	was	determined	as	10,000	units	based	on	fixed	costs	of	$100,000,	a	variable	cost	of	$2	per	unit,	and	a	selling	price	of	$12.	The
graphical	representation	of	unit	sales	and	dollar	sales	needed	to	break	even	is	referred	to	as	the	break-even	chart	or	cost-volume-profit	(CVP)	graph.	This	graph	illustrates	how	the	number	of	units	sold	affects	revenue	and	costs,	highlighting	the	importance	of	breakeven	analysis	in	making	informed	business	decisions.	The	company's	total	cost
structure	consists	of	$100,000	in	fixed	costs	and	$120,000	in	total	costs.	The	break-even	point	is	reached	at	10,000	units,	where	revenue	equals	both	variable	and	fixed	costs.	Beyond	this	threshold,	the	business	begins	to	generate	profits.	Conversely,	below	10,000	units,	it	incurs	losses.	Understanding	Break-Even	Point:	A	Crucial	Financial	Metric	for
Businesses	To	cover	costs,	Sam's	team	must	generate	$2,727	worth	of	sales	in	a	single	month.	Any	revenue	exceeding	this	threshold	will	be	considered	profit	for	the	company.	To	verify	this	figure,	multiply	the	1,818	units	calculated	earlier	by	the	$1.50	sales	price	per	unit,	yielding	the	same	$2,727	amount.


