
One of the benefits of the internet is the resurgence of “cottage 
industries”, where individuals make and sell goods from their 
own homes. Now, instead of just selling locally, the internet gives 
access to the world. However, we do need to know that we will 
earn enough to pay our bills, or break-even.

Now, I’ve got a sweet tooth, so let’s make some deluxe jam  
in our cottage.

We have been doing this as a hobby, selling 350 jars per month 
for an average of £4.50 a jar. Variable costs are £1.50 a jar, so, 
using marginal costing, each jar contributes £3 towards fixed 
costs like hiring stalls at craft fairs.

Our fixed costs are £450 per month, so 150 jars (£450 ÷ £3) 
cover the fixed and variable costs, and the rest is profit. 
Let’s look at that on a graph, starting with the fixed cost line.  
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Now, let’s add the variable costs of £1.50 per jar. The first jar will cost 
£1.50 + £450, so we start a total costs line from £450 on the Y-axis.
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Now, we add the sales revenue of £4.50 per jar. This time we start at 
zero, because if we don’t sell any jam, we don’t make any money.
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The graph shows that we sell enough to cover all the costs 
(and therefore break-even) at 150 jars when revenue is £675. 
150 jars matches the figure that we calculated earlier using  
the contribution figure.

Continuing to look at the graph, we can see that, after the  
sales and total cost lines cross, we make £600 profit at 350  
jars (£1,575 - £975).

Selling 350 jars gives a margin of safety of 200 jars, or 57% 
(200 ÷ 350 x 100), so in a bad month, sales can drop by 200 
jars (£900) before making a loss, which is good to know.

However, to make a living from jam making, we need a guaranteed 
income or target profit. We can add our target, say £2,000, to the 
£450 fixed costs to calculate a required sales volume of 817 jars 
(£2,450 ÷ £3 contribution per jar). Let’s look at that on the graph 
on the next page.
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“One of the benefits of the internet 
is the resurgence of ‘cottage 
industries’, where individuals make 
and sell goods from their own 
homes... However, we do need to 
know that we will earn enough to 
pay our bills, or break-even.”



Break-even with Target profit
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This time, the fixed line is much higher, and the break-even point 
has moved to 817 jars. If we can sell 1,000 jars of jam, the margin 
of safety would be 183 jars of jam, that is 18% or £823.50.

But what if the selling price drops or costs rise? If contribution per 
jar drops from £3 to £2.50, we must sell £2,450 ÷ £2.50 = 980 jars, 
reducing our margin of safety to just 2%.

Break-even with Target profit and lower contribution
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All these calculations have thrown out questions for us to consider. 
Can we keep costs down? How much can we sell the jam for? Is 
£2,000 the right target profit? What margin of safety do we need? 
Maybe we should do some more research, or simply keep jam-
making as a hobby!

Compiled by Cath Littler, accountancy learning specialist working 
with AAT and Mindful Education.
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