Future Companies Innovation Programs– Costs


An Overview of Costs
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The costing process is extremely important for any business, especially that companies need to calculate the costs of their operations to enable people who are responsible for sales/marketing in order to determine a selling price for the product to ensures competitiveness in the market and at the same time ensures reasonable profits for the company. This section will help you understand the cost calculations when running a small company.

Costing Topics
1- What is cost calculation:
Every business has costs, and costs are all the money a business incurs to make and sell goods or services. Costing is the method of calculating the costs of making or selling a product or providing a complete service.
Costs vary for different businesses, but there are two types of costs for all businesses:
· Direct costs
· Indirect costs
2- How can cost calculation improve my business?
Costing helps the business in several ways:
· Costing helps you to set prices for your product/service.
· Costing helps you to reduce and control your costs.
· Costing helps you to reach a better decision regarding your business.
· Costing helps you to plan ahead.
3- What are the different types of costs?
There are two types of cost:
(1) Direct costs: These are all costs directly related to the goods or services that your business manufactures or sells, and includes the direct costs of materials and workers.
· Direct material costs: These are all costs resulting from the necessity of purchasing materials that are directly related to the final product sold by your business. In retail, this is the cost of purchasing goods.
· Direct labor costs: These are all the wages your business will bear to be able to make the product it sells.
(2) Indirect costs: These are all costs that your business must pay that are not directly related to the product itself. These are expenses that are referred to as indirect expenses or operating expenses and may include items such as rent, electricity, telephone, etc.
· Variable cost: They are the company's expenses that change according to its products. They increase or decrease according to the volume of production, so they rise as it increases and decrease as it decreases.
· Fixed cost: They are expenses that do not change by changing the volume of production, whether the company makes sales or not, and fixed costs must be paid because they are independent from production.

Key Differences between Fixed cost and Variable Cost
· Fixed cost is the cost that does not vary with the changes in the quantity of production units.
· Variable cost is the cost that varies with the changes in the number of production units.
· Fixed cost is time related, i.e. it remains constant over a period.
· Unlike, the variable cost is volume related, i.e. it changes with the change in volume.
· Fixed cost is definite; It will incur even when there are no units being produced.
· Adversely, variable cost is not definite; It will incur only when the enterprise undertakes some production.
Examples of fixed cost are: rent, taxes, salary, depreciation, fees and charges, insurance, etc. Examples of variable cost are: packing, freight, shipping expenses, materials consumed, wages, etc.
