
Chapter 22: Break-even Analysis and Marginal 
Costing

Introduction
In the competitive world of business, financial planning and decision-making are 
crucial to a company's success. Two essential tools used for these purposes are 
Break-even Analysis and Marginal Costing. These tools help managers 
determine the level of output or sales at which the business neither makes a profit 
nor a loss (break-even), and also understand how costs behave with changes in 
production.

For BTech CSE students venturing into tech startups, software product 
development, or IT management, understanding these concepts is vital for project 
budgeting, resource allocation, and cost control.

22.1 Meaning of Break-even Analysis
Break-even analysis is a technique used to determine the point at which total 
revenues equal total costs. At this point, the company breaks even, meaning it 
does not earn a profit or incur a loss.

Key Definitions:
 Break-even Point (BEP): The level of output or sales at which total revenue 

equals total cost.
 Fixed Costs: Costs that remain constant regardless of production levels 

(e.g., rent, salaries).
 Variable Costs: Costs that vary with the level of production (e.g., raw 

materials).
 Contribution Margin: Selling price per unit minus variable cost per unit.

22.2 Objectives of Break-even Analysis
 To determine the minimum sales volume to avoid losses.
 To help in pricing decisions.



 To assess the impact of changes in cost and volume.
 To assist in decision-making related to product mix and expansion.

22.3 Assumptions of Break-even Analysis
1. All costs can be clearly classified into fixed and variable.
2. Selling price per unit remains constant.
3. Costs and revenue are linear functions of output.
4. Production and sales levels are equal (no inventory).
5. Only one product or constant sales mix exists in case of multiple products.

22.4 Break-even Point Formulas
(a) In Units:

BEP (units)=Fixed Costs
Selling Price per Unit−Variable Cost per Unit

=Fixed Costs
Contribution per Unit

(b) In Sales Value:

BEP ( )₹ =Fixed Costs
Contribution Margin Ratio (CMR)

Where:

CMR=Contribution per Unit
Selling Price per Unit

22.5 Graphical Representation: Break-even Chart
The break-even chart is a graphical tool that shows the relationship between cost, 
volume, and profits. It has:

 X-axis: Units sold/produced
 Y-axis: Revenue and cost
 Lines plotted: Fixed cost line (horizontal), total cost line (starts from fixed 

cost), and total revenue line (starts from zero)

The intersection of the total cost line and total revenue line is the Break-even 
Point.



22.6 Margin of Safety (MoS)
Margin of safety shows how much sales can drop before the business reaches its 
break-even point.

MoS=Actual Sales−Break-even Sales

MoS %=(MoS
Actual Sales )×100

A higher MoS indicates greater security.

22.7 Applications of Break-even Analysis in IT Projects
 Determining minimum subscriptions for SaaS products to cover 

development cost.
 Deciding pricing for mobile apps or digital services.
 Evaluating profitability of a new software tool or product.
 Budgeting for cloud services and computing infrastructure.

22.8 Marginal Costing: Meaning
Marginal costing is a costing technique where only variable costs are charged to 
the product, and fixed costs are treated as period costs and written off against 
revenue.

22.9 Key Concepts in Marginal Costing
a. Marginal Cost:

The additional cost incurred to produce one more unit of a product.

Marginal Cost=Change in Total Cost /Change in Output

b. Contribution:
Contribution=Selling Price−Variable Cost



This is the amount available to cover fixed costs and contribute to profit.

c. Profit:
Profit=Total Contribution−Fixed Costs

22.10 Features of Marginal Costing
 Cost classification into fixed and variable is essential.
 Inventory is valued at variable cost only.
 Profit is a function of sales volume.
 Useful for short-term decision making.

22.11 Advantages of Marginal Costing
 Simple and easy to understand.
 Aids in short-term decision making.
 Helps in identifying profitable and unprofitable products.
 Useful in determining selling prices during tough competition.

22.12 Limitations of Marginal Costing
 Ignores fixed costs in product valuation.
 Not suitable for long-term planning.
 May not comply with GAAP or traditional accounting standards.
 Assumes linearity in cost behavior.

22.13 Decision-Making Using Marginal Costing
Marginal costing helps in answering managerial questions such as:

 Make or Buy Decisions: Whether to manufacture a component in-house or 
outsource.

 Product Mix Decisions: Choosing the most profitable combination of 
products.

 Accepting Special Orders: If offered below normal price but above variable 
cost.



 Shut Down or Continue: During losses, assess if continuing makes sense.

22.14 Comparison: Marginal Costing vs Absorption Costing
Aspect Marginal Costing Absorption Costing
Cost charged to 
product

Only variable cost Variable + fixed cost

Fixed cost treatment Period cost Product cost
Inventory valuation At variable cost At total cost
Use Decision making Financial reporting
Profit calculation Based on 

contribution
Based on net profit

22.15 Numerical Example
Given:

 Fixed cost = ₹50,000
 Variable cost per unit = ₹150
 Selling price per unit = ₹250

Calculate:

 BEP in units
 BEP in ₹
 Contribution per unit
 Profit at 800 units sold

Solution:

 Contribution per unit = 250 - 150 = ₹100
 BEP (units) = 50,000 / 100 = 500 units
 BEP (₹) = 500 × 250 = ₹1,25,000
 Profit at 800 units = (800 × 100) - 50,000 = ₹30,000



Summary
Break-even analysis and marginal costing are foundational tools in managerial 
finance and cost accounting. They enable decision-makers to:

 Understand the cost structure
 Assess financial viability
 Set pricing strategies
 Optimize production planning
 Make smart short-term and strategic decisions

For computer science engineers aspiring to build or manage businesses, startups, 
or IT products, mastering these tools ensures smarter financial planning and 
sustainability.
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