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Breakeven Analysis
When comparing several potential locations, if we assume that the revenue per unit is the same regard-
less of where the goods are produced, then the total revenues can be eliminated from consideration and 
the potential locations can be compared on the basis of their total costs. By performing a breakeven 
analysis, we can find the location that has lowest total cost for a given volume range.18

To conduct a breakeven analysis by location, take the following steps:

1.	 For each location, determine its fixed costs and variable cost per unit. Fixed costs are the
portion of total costs that remain constant regardless of the volume produced or output level.
Variable costs are the portion of total costs that varies directly with the output level.

2.	 On a graph, plot the total costs (fixed costs + variable costs) for each location against a range of
annual production volumes. Plot the total costs on the vertical axis and the annual production
volume on the horizontal axis.

3.	 Choose the location that has the lowest total costs for the expected production volume.

EXAMPLE 8.2: Tipton Metals, a mythical manufacturer of metal castings, needs an additional plant to
expand its capacity. The company’s managers have identified three potential locations: Sandusky, Ohio; 
Erie, Pennsylvania; and Pittsburgh, Pennsylvania. All three locations will generate the same revenue 
per unit of the product produced but have different cost structures as Table 8.3 shows. Given this cost 
information:

1.	 Determine the most economical location for an expected annual volume of production of 3,000
units.

2.	 Determine the breakeven volumes for the locations and the range of annual volumes of production
at which each of three locations would become most economical.

TABLE 8.3: Cost Structures for Three Locations

LOCATION
FIXED COSTS  

(IN U.S. DOLLARS)
VARIABLE COSTS PER UNIT  

(IN U.S. DOLLARS)

Sandusky, Ohio   30,000 40

Erie, Pennsylvania   55,000 30

Pittsburgh, Pennsylvania 100,000 20

TABLE 8.2: Analyzing Locations: An Example of the Factor Rating Method

FACTORS

FACTOR RATINGS 
(IMPORTANCE) 

(1–5)

RATING FOR 
CHENNAI 

(1–10)

RATING FOR 
SHANGHAI 

(1–10)

SCORE FOR 
CHENNAI 
LOCATION

SCORE FOR 
SHANGHAI 
LOCATION

Tax Incentives 4 7 5 4 × 7 = 28 4 × 5 = 20

Availability of Labor 5 3 3 5 × 3 = 15 5 × 3 = 15

Proximity to Customers 3 6 5 3 × 6 = 18 3 × 5 = 15

Per Capita Income 5 3 4 5 × 3 = 15 5 × 4 = 20

Transportation Network 
Availability

3 4 3 3 × 4 = 12 3 × 3 = 9

Community Attitude 5 4 5 5 × 4 = 20 5 × 5 = 25

Quality of Educational System 4 1 6 4 × 1 = 4 4 × 6 = 24

Provision for Site Expansion 2 10 6 2 × 10 = 20 2 × 6 = 12

Proximity to Supporting 
Industries 

2 7 9 2 × 7 = 14 2 × 9 = 18

Utilities Availability 3 5 8 3 × 5 = 15 3 × 8 =24

TOTAL SCORE 161 182

Breakeven analysis: 
a technique that is 
used to determine the 
production quantity at 
which total revenues 
are equal to total costs 
and net profits are 
equal to zero


