
A PAPER ON FIXED AND VARIABLE COSTS OF THE FIRM

When you start a small business, you will have two types of expenses: fixed costs and variable costs. Fixed costs do not
change with sales volume, but variable.

In many instances -- not always -- reducing variable costs are a little easier to manage without major
disruptions than changing fixed costs. Breakeven analysis shows the relationship between the price of the
product you sell, the volume of the product you sell, and your costs or expenses. In most organizations, the
bulk of all expenses are fixed costs, and represent the overhead that an organization must incur to operate on a
daily basis. Variable costs can be calculated by multiplying the quantity of output by the variable cost per unit
of output. In other words, slowing down the depreciation rate will probably raise your taxes. This calculation
is simple and obviously does not take into account any other costs such as labor or raw materials. Only the
credit card fees that are a percentage of sales i. Reducing certain fixed costs to improve your cash flow is
possible, but may require decisions like moving to a less expensive workplace or reducing the number of
employees. Here are a number of examples of variable costs, all in a production setting: Direct materials. The
separate determination of the fixed and variable cost elements can be done from the following example. A
variable cost varies with the amount produced, while a fixed cost remains the same no matter how much
output a company produces. Definition:- Fixed cost is not affected by the changes in the sales, they have slight
relationship to the business and they do not change considerably when the sale increase or decrease. Variable
Cost A variable cost is a company's cost that is associated with the amount of goods or services it produces.
Examples of variable costs include labor and the cost of raw materials, while fixed costs may include lease and
rental payments, insurance, and interest payments. What Are Variable Costs? Updated Apr 25, Variable Cost
vs. Some depreciation methods that apply depreciation according to the asset's use may be variable or mixed
costs -- partly variable and partly fixed. As sales go up, so do variable costs. From this data, we determined
that the depreciation of each asset by dividing theâ€¦. This cost has a variable element, but is largely fixed.
Property taxes. No matter how much you sell or don't sell, you still have to pay your fixed costs. Compare
Investment Accounts. Fixed cost is set for particular period of time and changes occur during the â€¦show
more contentâ€¦ The variable portion consists of units consumed or calls. Indirect costs refer to costs that are
not, such as rent and insurance. Examples of variable costs include labor costs, utility costs, commissions, and
the cost of raw materials that are used in production. Billable staff wages. That's because these costs occur
regularly and rarely change. In a business, the "activity" is frequently production volume, with sales volume
being another likely triggering event. Two of the main components of cost are fixed and variable cost and is
used to differentiate between the costs that have no direct correlation to business and those that do. On the
other hand, if it produces one million mugs, its fixed cost remains the same. Examples of variable costs are
direct materials , piece rate labor , and commissions. Costs, Sales Volume, and Profit A change in any of your
costs affects your net profit. Direct costs are costs associated with the production of goods, such as hourly
labor or materials. Fees are only charged to a business if it accepts credit card purchases from customers. What
Are Fixed Costs? A company's variable cost increases and decreases with its production volume. Here are
several examples of fixed costs: Amortization. Fixed costs are the costs associated with your business' product
that must be paid regardless of the volume of that product or service you sell.


