Constructing a Break Even Chart



                    

Archie wants to produce some CD’s of him and his band. He knows it will be expensive but wants to know when he will break even, that is, when his revenue will equal his total costs.

He has booked a recording studio where he and his band will record the CD. He has already spoken to a number of local music shops that are willing to buy the CD’s, as they know that Archie & His Band have a large local following. By performing a Break Even Analysis, they will know how many CD’s they will have to sell before they will make a profit.

Below is what they have estimated the costs (and revenue) to be:

· The recording studio charges a fixed amount of £500 per day, and the band will use it for 4 days.

· The variable costs comprise of duplicating the CD (50p per CD) and printing the sleeve (50p per CD).

· The band has agreed a price of £2 per CD with the shops that will supply it, and they are hoping that they will sell around 5000 CD’s.

Write the following here:

Total fixed cost for the 4 days: ___________

Variable cost per CD:
        ___________

Price per CD:


        _​__________

Breakeven table

	Number 
Sold 

	Fixed Costs
£
	Variable Costs 
£
	Total Costs (Fixed costs + variable costs)
£
	Sales Revenue
(number sold x price)
£

	0
	
	
	
	

	500
	
	
	
	

	1000
	
	
	
	

	1500
	
	
	
	

	2000
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Use the information on the next page to construct a Break Even Chart for Archie and His Band.

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


Stage 1

Your graph needs an X and a Y axis. Label the X (Horizontal) axis “Quantity Sold (£)” and the Y (Vertical) axis “Cost/Revenue”

Stage 2

For the X axis, every square equals 500. Continue along the X axis, adding 1000 every 2 squares until you reach 5000.

For the Y axis, every 1 square equals 1000. Continue up the Y axis, adding an extra 1000 every square.

Stage 3

Draw the line for the Fixed Costs. (Remember, fixed costs never increase as Quantity Sold increases, or else they wouldn’t be fixed).Now label it.

Stage 4 

Draw the line for Variable Costs, bearing in mind that 1 CD has £1 of variable costs, so 5000 CD’s will have a variable cost of £5000. Now label it.
Stage 5

Add the 2 costs together and plot this on the graph. What is this line called?
Stage 6

Draw the line for total revenue (Selling Price x Quantity Sold). Label this as Total Revenue.

Stage 7

Give the graph an appropriate title.

You’ve now completed the Break Even Chart!!

The point where Total Revenue meets Total Costs is the Break Even Point. 
After this point, the difference between Total Costs and Total Revenue is Total Profit.

Questions (answer in your book)
1. How many CD’s does the band have to sell to break even?

2. If 3000 CD’s are sold, what will the Total Costs be?

3. If the band sells 5000 CD’s as expected, how much profit will they make?

4. If the band only sells 1000 CD’s, they will have made a loss. True or False?

