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I.Learning Objectives

1. Leverage represents the use of fixed cost items to magnify
the firm’s result

2. Break even analysis allows the firm to determine the
magnitude of operations necessary to avoid loss

3. Operating leverage indicates the extent fixed assets (plant
and equipment) are utilized by the firm

4. Financial leverage shows how much debt the firm employs in
its capital structure

5. Combine leverage takes into account both the use of fixed
assets and debt.

6. By increasing leverage, the firm increases its profit potential,
but also its risk of failure.
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2 primary decisions

1. Determine the 
amount of fixed cost 
used in production 

process

Installing modern 
sophisticated 
equipment OR

High volume

Low volume

Using expensive labor

Opportunity for profit

Exposure to risk

2. Determine how to 
finance the business

Relying on Debt OR

Relying on Equity

Operating 
Leverage

Financial 
Leverage

I.Learning Objectives
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Initial name

Q: quantity 

P: price per unit

S = P*Q

BE: break-even

FC: fixed cost

VC: variable cost per unit

TVC = VC *Q: total variable costs

EBIT: earning before interest and taxes

I: interest
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EBT: Lợi nhuận trước thuế= EBIT- I

t: Tax rate

EAT: lợi nhuận sau thuế = EBT (1-t)

Dp : Cổ tức chia cho các cổ đông ưu đãi

Pr : Lợi nhuận dùng để chia cho cổ đông thường

Pr = EAT - Dp

EPS: earning per share (Thu nhập trên mỗi cổ phần) = Pr /Sp
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II.Operating Leverage

1. Definition 

- Operating Leverage ( Đòn bẩy ) – reflects the extent to which fixed 
assets and associated fixed costs are utilized in the business

- Operational costs classified as fixed and variable

- Fixed costs ( Định phí ): stay mostly the same no matter how many 
units of products or service are sold, such as: insurance, management 
salaries, and rent or lease payments

- Variable costs( Biến phí ): those that change with the number of units 
produced and sold, such as: utilities, labor and raw materials

- Contribution margin ( lãi gộp ): this is the amount of money that every 
sold unit contributes to paying for fixed costs.
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II.Operating Leverage

2. Break-even Analysis 

What is the changes of break-even point before and after the 
employment of fixed assets?

 Phân tích hoà vốn : kỹ thuật nghiên cứu mối quan hệ giữa định phí, 
biến phí, lợi nhuận & sản lượng tiêu thị

 Điểm hoà vốn là điểm mà tại đó doanh thu bằng chi phí

- BE: break-even

- FC: fixed cost

- P: price (net unit revenue)

- VC: variable cost per unit

VCP

FC




margin onContributi

costs Fixed
BE
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Các loại dự án đầu tư

3 DN Tại mức tiêu thụ hiện tại

DN F DN V DN 2F

DT (S) 10,000     11,000     19,500     

Chi phí tổng (TC)

Định phí  (FC) 7,000       2,000       14,000     

BP (VC) 2,000       7,000       3,000       

Lợi nhuận (EBIT) 1,000       2,000       2,500       

Tỷ suất đòn bẩy kinh doanh

FC/TC 0.78         0.22         0.82         

FC/S 0.70         0.18         0.72         

3 DN sau khi gia tăng 50% DT năm sau

DN F DN V DN 2F

DT (S) 15,000     16,500     29,250     

Chi phí tổng (TC)

Định phí  (FC) 7,000       2,000       14,000     

BP (VC) 3,000       10,500     4,500       

Lợi nhuận (EBIT) 5,000       4,000       10,750     

% thay đổi trong EBIT

(EBIT t -EBIT t-1 )/EBIT t-1 400% 100% 330%

9
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II.Operating Leverage
2. Break-even analysis (cont’d)

Example: company producing pencil

- Price: $2

- Fixed cost: $60,000

- Variable cost: $0.80/unit

- Assume units to be produced and consumed: 50,000 units

Units = 50,000                                             .

Total Variable     Fixed Costs      Total Costs      Total Revenue    Operating Income                            
Costs (TVC)             (FC)                (TC)                  (TR)                          (loss)

$40,000                 $60,000           $100,000           $100,000                       0
(50,000 X $0.80)                                                                                             (50,000 X $2)
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II.Operating Leverage
2. Break-even analysis (cont’d)

 đồ thị hòa vốn biểu thị 
quan hệ giữa tổng chi phí 
và tổng doanh thu tại các 
mục tiêu khác nhau.

www.hoasen.edu.vn

TOẢ SÁNG TƯƠNG LAI – B r i g h t e n y o u r f u t u r e  

II.Operating Leverage

2. Break-even analysis (cont’d)
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Điểm hòa vốn

• BE:

• Sbe:

• timebe:

Sn: number of days

Số ngày hoạt động trong kỳ

P

VC

FC
PQDTSbe hvhv





1

*

VCP

FC
QBE hv




DT

SDT

Q

SQ
TĐ nhvnhv

hv

**

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Ex 1

14

Company X in 200X :

FC = 100.000 USD

P:  10USD/unit

Q: 10 Unit

TVC: 60 USD

Cal BE, Sbe ?
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II.Operating Leverage

3. A more conservative approach

- More expensive variable costs may be substituted for fixed costs.

- Break-even point of this approach is lower but potential profitability 
of the firm may be cut into.
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Sau khi đạt được điểm hòa vốn thì toàn bộ định
phí đã được trang trãi xong. Lượng hàng tăng
bao nhiêu thì tiền lời tăng bấy nhiêu. Từ đó lợi
nhuận có thể được tính như sau:

P = EBIT= (P- VC) x( Q- Qhv)
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II.Operating Leverage

3. A more conservative approach (cont’d)
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II.Operating Leverage 

3. A more conservative approach (cont’d)
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II.Operating Leverage

4. The risk factor

- Economic condition

- Competitive position within industry

- Company’s own risk-taking desires:
• Risk averse: prefer less risk than more risk
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II.Operating Leverage

5. Cash break-even analysis

- Break-even analysis in terms of accounting flows:

BE= 50,000 units

- Break-even analysis in terms of cash flows:

Assuming the depreciation is $20,000  

BE=33,333 units

VCP

FC




margin onContributi

costs Fixed
BE

VCP

DFC






margin onContributi

onDepreciati-costs Fixed
BE
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Ví duï 3 : Doanh nghieäp Myõ An chuyeân saûn xuaát moät loaïi saûn phaâm A coù soá 
lieäu nhö sau :
Coâng suaát toái ña 40.000sp
Ñònh phí 200.000.000ñ
Bieán phí 60.000ñ/sp
Giaù baùn 80.000ñ/sp
a./ Xaùc ñònh saûn löôïng hoøa voán, doanh thu hoøa voán, coâng suaát hoøa voán, thôøi 
gian hoøa voán, lôïi nhuaän tröôùc thueá cuûa doanh nghieäp A. ?
b./ Neáu coâng ty muoán ñaït lôïi nhuaän sau thueá laø 576.000.000 thì phaûi saûn xuaát 
vaø tieâu thuï bao nhieâu saûn phaåm. Thueá suaát thueá TNDN laø 28%.
c./Giaû söû ñaàu naêm coâng ty coù ñôn ñaët haøng 20.000sp vôùi giaù 75.000ñ/sp. Sau 
ñoù coù 1 ñôn ñaët haøng 7.000sp vôùi giaù baùn 65.000ñ/sp. Hoûi coâng ty coù nhaän ñôn 
ñaët haøng thöù 2 hay khoâng ? taïi sao?
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II.Operating Leverage 

6. Degree of operating leverage (DOL)

- DOL: the percentage change in operating income as a result 
of a percentage change in units sold.

• DOL: thể hiện quan hệ giữa tốc độ tăng (giảm) của EBIT so với
tốc độ tăng giảm của DT. 

- Q: quantity at which DOL is computed

- P: price per unit 

- VC: variable cost per unit

- FC: fixed cost

���� =
������� �ℎ���� �� ��������� ������

������� �ℎ���� �� ���� ������

=
�(����)

� ���� ���
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II.Operating Leverage

6. Degree of Operating Leverage (cont’d)

- If Q = 80,000, at leveraged firms:
• �������� = 2.7

- If Q = 80,000, at conservative firms:

• �������� = 1.6
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• �������� = 2.7

Meaning: at S= 80.000 unit, each 1% quantity sale
increase 2.7% EBIT .
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Degree of Operating 
Leverage Formulas

• ���� =
������� ������ �� ��������� ������

������� ������ �� ���� ������

=
�����

�����
��

��

• EBIT = P*Q – (VC*Q + FC)

• P and FC are fixed 

• �EBIT = �Q * (P – VC)

•
�����

�����
��

��
=  

��∗(� ���)

�∗� �(��∗����)
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�

=
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Công thức xác định DOL

EBIT

FCEBIT

FCVCS

VCS

FCQVCP

QVCP 












)(

)(
DOL
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Ex1

27

Company Fixed asset FC VC

A The oldest 20,000,000 150,000 

B Average 40,000,000 120,000 

C Modern 60,000,000 100,000 

Cal : price = 200.000 usd/unit. ,BE? DOL 800?
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Ex 2
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Ex: DOL affect Profit

Company
A

Company
B

Company
C

Revenue 10.000 11.000 19.500

Expense

+ FC 7.000 2.000 14.000

+ VC 2.000 7.000 3.000

EBIT 1.000 2.000 2.500

Before affect Revenue

www.hoasen.edu.vn
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After revenue 
increase 50%

30

Công ty A Công ty B Công ty C

Revenue 15.000 16.500 29.250

Expense

+ FC 7.000 2.000 14.000

+ VC 3.000 10.500 4.500

EBIT 5.000 4.000 10.750

% change EBIT 400% 100% 330%
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Conclusion
Apply DOL affect increasing EBIT. However, 
increasing have Rule, It is decreasing

31
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II.Operating Leverage

7. Limitations of Analysis

- In the real world:

• Weakening of price in an attempt 
to capture an increasing market

• Cost overruns when moving 
beyond an optimum-size 
operation

• Relationships between revenue 
and cost are not fixed
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Ex3
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Số lượng D.Thu Biến phí Định phí Tổng chi phí EBIT Độ bẩy

Q Q.P TVC FC TVC + FC Q(P-VC) – FC DOL

15.000 150.000 90.000 100.000 190.000 (40.000)

20.000 200.000 120.000 100.000 220.000 (20.000)

25.000 250.000 150.000 100.000 250.000 0

30.000 300.000 180.000 100.000 280.000 20.000

35.000 350.000 210.000 100.000 310.000 40.000

40.000 400.000 240.000 100.000 340.000 60.000

45.000 450.000 270.000 100.000 370.000 80.000

50.000 500.000 300.000 100.000 400.000 100.000

34

REVENUE AND LEVERAGE
LỢI NHUẬN VÀ ĐỘ BẨY HOẠT ĐỘNG 
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Conlusion: Q move far form BE, EBIT decrease 
or increase and return.
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III.Financial Leverage

1. What is financial Leverage?

- Financial Leverage – reflects the amount of debts used 
in the capital structure of the firm.

- Debt carries a fixed interest payment 

- Financial leverage determines how the operation is to be 
financed.
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III.Financial Leverage

2. Impact on Earning 

Example: Examine two financial plans, where 
$200,000 is required for the assets.
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TOẢ SÁNG TƯƠNG LAI – B r i g h t e n y o u r f u t u r e  

Financial Leverage
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III.Financial Leverage

3. Degree of financial leverage (DFL)

- DFL – the percentage change in earning (EPS) as a result of  
percentage change in EBIT.

Điểm cân đối : Còn gọi là đòn bẩy tài chính. Là tỷ lệ phần trăm 
giữa tổng số nợ với tổng số tài sản của DN tại một thời điểm 
nhất định.

- In which: 

EBIT: Earning before interest and taxes

I: interest

EBIT

EPS
DFL






%

%
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* Financial Leverage

DFL show relate between increasing (decreasing) EPS with
increasing (decreasing) of EBIT

EBIT                     ( P –VC)* Q-FC
DFL   =                        =

EBIT-I                    (P-VC)*Q-FC-I
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III.Financial Leverage

3. Degree of Financial Leverage

Example: 

• DFL36,000= 1.5

– If EBIT = $36,000, at conservative firms (plan B):

– If EBIT = $36,000, at leveraged firms (plan A):

• DFL36,000= 1.1

Plan A has much higher DFL
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Ex1

42

Company X have:
capital: 2.000.000.000, include 50% loan. FC:200.000.000, VC:

500.000/unit. P: 1.000.000/unit. interest:10%, Q:1.000unit. Cal
DFL?
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• Ex2: CorporationX have: Q= 70.000;P= 1000/u ;VC
=300/u; FC: 30.000.000. interest payment= 5.000.000; 

• Cal DFL?
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III.Financial Leverage

4. Limitations to use of financial leverage

- Beyond a point, debt financing is detrimental to the firm
• Lender will perceive a greater a financial risk
• Common stockholders may drive down the price

- Recommended for firms that are: 
• In an industry that is generally stable
• In a positive stage of growth
• Operating in favorable economic conditions
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IV.Combining Operating 
and Financial Leverage
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IV.Combining Operating and 
Financial Leverage
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IV.Combining Operating 
and Financial Leverage

– Degree of combined leverage (DCL) – shows the 
impact of a change in sales or volume on EPS

IFCVCPQ

VCPQ
DCLQ






)(

)(
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IV.Combining Operating 
and Financial Leverage

– At 80,000 units, what is the DCL ? DCL = 4

– Clarifying the calculated DCL ?
Every percentage point change in sales will be reflected in a 4 percent 

change in EPS at this level of operation
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V.Degree of combined 
leverage (DCL) 

S

EPS
DCLQhayS






%

%

49

XEBITSQQorS DFLDOLDCL  /
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Ex1: CorporationX have: 

• Q= 70.000;P= 1000/u ;VC =300/u; FC: 30.000.000. 

• interest payment= 5.000.000; 

• Cal DOL, DCL?
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Ex2

• Corporation Toy have:

• P=50$, VC: 25$, FC: 100.000$. Loan: 200.000$ with 
interest 8%. Cal DCL 8.000
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Discussion Questions 
and Problems

• -the end-


