
 At low levels of sales, a business is not selling enough units for revenue to cover 
costs. A loss is made. As more items are sold, the total revenue increases and 
covers more of the costs. The breakeven point is reached when the total reve-
nue exactly matches the total costs and the business is not making a profit or a 
loss. If the firm can sell at production levels above this point, it will be making 
a profit. 

Establishing the breakeven point helps a firm to plan the levels of production it 

needs to be profitable. 

Fixed Costs The costs that stay largely the same, regardless of the business’ output e.g. 

Rent, mortgagae, salaries 

Variable 

Cost 

The costs that change as the business' output changes e.g. raw materials & 

hourly wages. 

Breakeven The point at which the business’ total sales equals the total costs. There is 

neither profit nor loss.  

Margin of 

safety 

The amount by which current sales exceed the break-even level of output  

 

Contribution is the difference between sales 

revenue  and variable costs of production  
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Analysing  Financial Performance 

Income statement  

(formerly known as Profit  & Loss statement) 
Statement of financial position 

(formerly  knows as Balance Sheet) 

Assets: Something the business owns;  it has a value  

Current assets: cash and other assets that are expected to be con-
verted to cash within a year.  

Liabilities:  are obligations of the company;  they are amounts owed to credi-
tors for a past transactions 

Noncurrent liabilities are long-term financial obligations listed on a company's 
balance sheet that are not due within the present accounting year 

Gross profit = Revenue - Cost of Goods Sold. Gross profit is the profit a company 

makes after deducting the costs associated with making and selling its product  

Net Profit: the actual profit after working expenses not included in the calculation of 

gross profit have been paid  

Financial reports of LTDs ad PLCs 

have to be published, PLC’s must 

make these available to anyone 


