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How	to	calculate	variable	cost	in	break	even	analysis

Cost	basis	is	a	measure	of	the	amount	of	the	original	investment	in	a	stock	or	other	asset.	It	is	often	used	to	calculate	capital	gain	or	loss,	especially	for	tax	purposes.	The	gain	or	loss	is	the	price	which	the	asset	was	sold	at	minus	the	cost	basis.	This	article	will	tell	you	how	to	calculate	cost	basis	for	any	asset,	whether	it	be	a	stock,	bond,	or	something
tangible	like	real	estate.	Look	up	your	financial	records	for	the	asset	whose	cost	basis	you	want	to	calculate.	Determine	the	initial	amount	of	money	invested.	For	example,	if	you	invested	$1000	for	Stock	XYZ,	the	cost	basis	is	$1000.	If	you	bought	a	house	for	$250,000,	then	the	cost	basis	for	the	house	is	$250,000.	Cost	basis	can	also	be	measured	per
share.	If	you	bought	100	shares	of	Stock	XYZ	for	$1000,	then	the	cost	basis	per	share	is	$10.	Calculating	cost	basis	for	stocks	can	be	more	difficult	to	calculate	if	you	invested	in	the	same	stock	multiple	times	at	different	prices.	The	best	way	to	calculate	cost	basis	in	this	case	is	to	apply	the	simple	formula	for	of	FIFO	(first	in	first	out).	This	means	that
if	you	bought	the	original	100	shares	at	$10	and	another	100	shares	at	$15,	then	the	cost	basis	for	selling	the	first	100	shares	is	$10	per	share	but	after	that,	the	cost	basis	is	$15	per	share.	Now	that	you	have	a	cost	basis	for	your	asset,	what	do	you	do	with	it?	Cost	basis	is	usually	used	to	determine	capital	gains	(or	losses).	To	calculate	capital	gain,
subtract	the	cost	basis	from	the	asset	sales	price.	For	example,	if	you	sell	100	shares	of	XYZ	for	$1500	and	want	to	calculate	the	capital	gains,	subtract	the	cost	basis	($1000)	to	get	a	capital	gain	of	$500.	When	filing	for	taxes,	this	is	the	number	you	will	have	to	put	on	your	IRS	schedule	D.	Tips	If	using	a	brokerage,	cost	basis	for	your	investments	is
usually	calculated	automatically	and	sent	to	you	at	the	end	of	every	year.	If	assets	are	acquired	by	gift,	inheritance,	or	trust,	then	cost	basis	typically	retains	the	original	owner's	basis.	It	is	important	to	keep	track	of	all	records.	A	key	aspect	of	business	accounting	is	cost	of	goods	sold.	This	formula	makes	this	calculation	simple	to	understand:
Beginning	Inventory	+	Inventory	Purchases	-	End	Inventory	=	Cost	of	Goods	Sold.	Calculate	the	business'	beginning	inventory.	Determine	the	inventory	amount	at	the	beginning	of	the	month.	This	amount	is	also	the	ending	balance	for	the	previous	month.	For	example,	the	beginning	balance	of	$500	for	Feb.	1	is	usually	the	same	$500	ending	balance
for	Jan.	31.	Total	the	amount	of	inventory	purchased	throughout	the	month.	If	your	business	bought	$100,	$200,	$350	and	$250	in	consecutive	weeks,	the	total	inventory	purchased	for	the	month	would	be	$900.	Add	the	beginning	inventory	to	the	amount	of	inventory	purchased	in	the	month.	Using	the	$500	from	Step	1	and	the	$900	from	Step	2,	the
sum	would	be	$1,400.	Determine	the	ending	inventory	balance	for	the	month.	The	ending	inventory	is	the	value	of	the	inventory	left	at	the	end	of	the	month	after	all	sales	have	been	recorded.	If	you	end	the	month	with	$350	in	inventory,	this	would	be	your	ending	inventory	balance.	Subtract	the	ending	inventory	from	the	sum	of	the	beginning
inventory	and	inventory	purchased	during	the	month.	In	the	example,	subtract	the	$350	ending	inventory	balance	from	the	$1,400.	The	balance,	$1,050,	is	the	cost	of	goods	sold.	Tips	Your	beginning	and	ending	inventory	might	not	always	match,	depending	on	the	inventory	method	used.	For	example,	if	you	do	not	deduct	inventory	until	it	is	received
by	the	purchaser,	and	you	make	a	sale	on	the	last	day	of	the	month	but	the	purchaser	does	not	receive	it	until	the	first	of	the	next	month,	the	ending	and	beginning	balances	are	going	to	differ	by	the	amount	of	the	last	purchase.	Warnings	The	equation	used	here	is	a	simplified	method	of	calculating	cost	of	goods	sold	and	works	best	with	either	a
periodic	or	perpetual	inventory	tracking	method.	Periodic	inventory	tracking	consists	of	taking	inventory	throughout	the	month,	while	perpetual	tracking	means	conducting	a	daily	inventory	count.	Jupiterimages/BananaStock/Getty	Images	By:	Carter	McBride	Updated	September	26,	2017	If	you	have	several	costs	that	are	in	the	future,	you	can	find
the	present	value	of	these	costs.	The	present	value	of	the	costs	are	how	much	the	costs	are	worth	today.	Present	value	of	costs	takes	into	account	a	concept	known	as	time	value	of	money.	This	concept	states	that	money	today	is	better	than	money	tomorrow	because	you	can	invest	the	money	today	to	get	a	better	return.	This	is	why	people	want	money
sooner	rather	than	later.	Determine	the	costs	and	when	you	will	incur	the	costs.	For	example,	assume	in	two	months	you	owe	$400	and	in	four	months	you	owe	$600.	Determine	the	interest	rate	you	can	get	at	a	bank.	This	can	be	a	guess,	but	a	general	estimate	is	good.	In	the	example,	assume	the	interest	rate	is	4	percent	per	month.	Determine	the
present	value	factor	for	each	period	and	the	interest	rate.	A	present	value	table	is	available	in	the	references.	In	the	example,	two	periods	at	4	percent	is	0.9246	and	four	periods	at	4	percent	is	0.8548.	Multiply	the	cost	by	its	corresponding	cash	flow.	In	the	example,	$400	times	0.9246	equals	$396.84	and	$600	times	0.8548	equals	$512.88.	"Business
is	personal	--	it's	the	most	personal	thing	in	the	world."	These	are	famous	words	by	Michael	Scott	from	the	TV	show,	The	Office.	And	although	this	quote	conflicts	with	the	universal	belief	that	business	isn't	personal,	Michael's	point	of	view	is	perfect	when	learning	about	a	business's	fixed	costs	--	or	those	costs	that	don't	change	as	a	company	grows	or
shrinks.	To	identify	and	calculate	your	business's	fixed	costs,	let's	start	by	looking	at	the	ones	you're	already	paying	in	your	personal	life.	Then,	we'll	explain	how	a	business	manages	its	own	fixed	costs	and	review	some	common	fixed	cost	examples.	What	Is	a	Fixed	Cost?	Fixed	costs	are	those	costs	to	a	business	that	stay	the	same	regardless	of	how
the	business	is	performing.	These	costs	are	known	as	fixed	costs	to	distinguish	them	from	variable	costs,	which	do	change	as	the	company	sells	more	or	less	of	its	product.	Consider	your	personal	routine.	As	a	single	adult,	your	expenses	would	normally	include	a	monthly	rent	or	mortgage,	utility	bill,	car	payment,	healthcare,	commuting	costs,	and
groceries.	If	you	have	children,	this	can	increase	variable	costs	like	groceries,	gas	expenses,	and	healthcare.	While	your	variable	costs	increase	after	starting	a	family,	your	mortgage	payment,	utility	bill,	commuting	costs,	and	car	payment	don't	change	for	as	long	as	you're	in	the	same	home	and	car.	These	expenses	are	your	fixed	costs	because	you
pay	the	same	amount	no	matter	what	changes	you	make	to	your	personal	routine.	In	keeping	with	this	concept,	let's	say	a	startup	ecommerce	business	pays	for	warehouse	space	to	manage	its	inventory,	and	10	customer	service	employees	to	manage	order	inquiries.	It	suddenly	signs	a	customer	for	a	recurring	order	that	requires	another	five	paid
customer	service	reps.	While	the	startup's	payroll	expenses	go	up,	the	fixed	cost	of	a	warehouse	stays	the	same.	Average	Fixed	Cost	Keep	in	mind	you	have	to	keep	track	of	your	business's	fixed	costs	differently	than	you	would	your	own.	This	is	where	average	fixed	cost	comes	into	play.	Average	fixed	costs	are	the	total	fixed	costs	paid	by	a	company,
divided	by	the	number	of	units	of	product	the	company	is	currently	making.	This	tells	you	your	fixed	cost	per	unit,	giving	you	a	sense	of	how	much	the	business	is	guaranteed	to	pay	each	time	it	produces	a	unit	of	your	product	--	before	factoring	in	the	variable	costs	to	actually	produce	it.	Let's	revisit	the	ecommerce	startup	example	from	earlier.
Assume	this	business	pays	$5,000	per	month	for	the	warehouse	space	needed	to	manage	its	inventory,	and	leases	two	forklifts	for	$800	a	month	each.	And	last	month,	they	developed	50	units	of	product.	The	warehouse	and	forklift	costs	remain	unchanged	regardless	of	how	many	products	they	sell,	giving	them	a	total	fixed	cost	(TFC)	of	$5,000	+
($800	x	2),	or	$6,600.	By	dividing	its	TFC	by	50	--	the	number	of	units	the	business	produced	last	month	--	the	company	can	see	its	average	fixed	cost	per	unit	of	product.	This	would	be	$6,600	÷	50,	or	$132	per	unit.	Fixed	Cost	Examples	So	far,	we've	identified	a	handful	of	fixed	cost	examples	since	considering	the	costs	we	already	pay	as	individuals.
A	home	mortgage	is	to	a	lease	on	warehouse	space,	as	a	car	payment	is	to	a	lease	on	a	forklift.	But	there	are	a	number	of	fixed	costs	your	business	might	incur	that	you	rarely	pay	in	your	personal	life.	In	fact,	some	variable	costs	to	individuals	are	fixed	costs	to	businesses.	Here's	a	master	list	of	fixed	costs	for	any	developing	company	to	keep	in	mind:
Lease	on	office	space:	As	long	as	your	business	operates	in	the	same	building,	your	rent	cost	doesn't	change.	Utility	bills:	Your	heating	or	cooling	bill	might	fluctuate	as	seasons	change,	but	it	is	generally	not	affected	by	business	operations.	Website	hosting	costs:	When	you	register	your	website	domain,	you	pay	a	small	monthly	cost	that	remains	static
despite	the	business	you	perform	on	that	website.	Ecommerce	hosting	platforms:	Ecommerce	platforms	integrate	with	your	website	so	you	can	conduct	transactions	with	customers.	They	typically	charge	a	low	fixed	cost	per	month.	Lease	on	warehouse	space:	Warehouses	are	paid	for	the	same	way	you'd	pay	rent	on	your	office	space.	They	do	not
change	in	price	as	you	store	more	or	fewer	products	inside,	but	can	have	storage	and	capacity	limits.	Manufacturing	equipment:	The	equipment	you	need	to	produce	your	product	is	yours	once	you	buy	it,	but	it	will	depreciate	over	its	useful	lifetime.	Depreciation	can	become	a	fixed	cost	if	you	know	when	you'll	have	to	replace	your	equipment	each
year.	Lease	on	trucks	for	shipment:	Truck	leases	work	the	same	way	as	a	car	payment,	and	will	not	charge	differently	depending	on	how	many	shipments	you	make.	Small	business	loans:	If	you're	financing	a	new	business	with	a	bank	loan,	your	loan	payments	won't	change	with	your	business's	performance.	They	are	fixed	for	as	long	as	you	have	a
balance	to	pay	on	that	loan.	Property	tax:	Your	office	space's	building	manager	might	charge	you	property	tax,	a	fixed	cost	for	as	long	as	your	business	is	on	the	property.	Health	insurance:	Health	insurance	costs	might	be	a	variable	cost	to	an	individual	if	they	add	or	remove	dependents	from	their	policy,	but	to	a	business,	the	recurring	costs	to	an
insurer	are	fixed.	Calculating	your	fixed	costs	isn't	always	the	most	fun	part	of	growing	your	business.	But	knowing	what	they	are,	and	when	you'll	pay	each	one,	gives	you	the	peace	of	mind	you	need	to	serve	and	delight	your	customers.		Originally	published	Oct	20,	2019	3:00:00	PM,	updated	October	20	2019	Contribution	margin	reporting	shares
useful	information	with	company	managers.	Company	managers	use	this	information	to	calculate	the	breakeven	point,	or	the	level	of	sales	required	to	pay	all	expenses.	Managers	also	use	this	information	to	make	decisions,	such	as	agreeing	to	sell	products	at	a	reduced	price.	The	contribution	margin	equals	total	revenue	minus	all	variable	expenses.
It	represents	the	money	available	to	pay	fixed	expenses,	and	increase	the	profits	of	the	business.	A	contribution	format	income	statement	lists	the	revenue	and	variable	costs,	and	presents	the	contribution	margin.	Read	the	contribution	format	income	statement,	and	locate	the	contribution	margin.	Read	the	contribution	format	income	statement.
Locate	the	variable	costs.	Add	the	contribution	margin	and	the	variable	costs.	This	calculates	the	total	sales	recognized	by	the	company.	Review	the	production	report.	Locate	the	total	quantity	of	units	produced.	Divide	the	total	sales	by	the	total	quantity	produced	--	this	calculates	the	unit	selling	price.	Tips	This	method	assumes	the	company	only
sells	one	product,	and	that	the	selling	price	calculated	applies	to	that	product.	If	the	company	sells	multiple	products,	you	need	to	use	a	contribution	format	income	statement	by	item.	This	allows	you	to	determine	the	selling	price	for	a	specific	item.	As	you	increase	the	selling	price,	the	contribution	margin	and	net	profit	also	increase.	When	you
decrease	the	selling	price,	the	contribution	margin	and	net	profit	also	decrease.	Businesses	use	various	formats	when	they	create	income	statements.	These	include	the	traditional	income	statement,	the	multiple	step	income	statement,	and	the	contribution	format	income	statement.	The	contribution	format	income	statement	is	the	only	one	that	lists
the	variable	costs	and	the	contribution	margin.	The	other	formats	require	additional	analysis	to	arrive	at	these	numbers.	Warnings	Two	types	of	selling	prices	exist.	These	include	the	base	selling	price	and	the	adjusted	selling	price.	The	adjusted	selling	price	reduces	the	base	price	by	any	discounts	offered	to	the	customer.	Total	sales	revenue	includes
sales	that	occurred	at	the	base	price,	as	well	as	sales	that	occurred	at	an	adjusted	price.	The	selling	price	calculated	consists	of	an	average	of	all	selling	prices.	If	your	home	is	barely	above	freezing	in	the	winter	or	feels	particularly	hot	in	the	summer,	you	might	be	living	in	a	poorly-insulated	house.	Though	insulation	comes	with	a	cost,	it's	more	than
the	issue	of	a	few	dollars	and	cents	at	stake	here.	Insulating	your	home	can	bring	invaluable	benefits	in	the	comfort	it	brings,	better	health,	and	the	ability	to	enjoy	living	in	your	own	home.	A	home	insulation	calculator	can	only	show	you	the	financial	benefits,	and	there	are	some.	For	example,	you	might	not	be	aware	that	a	better-insulated	house
typically	consumes	less	in	heating	and	cooling	costs	in	times	of	extreme	temperatures.	However,	you	should	also	take	into	account	the	forgotten	benefits	of	home	insulation	that	have	little	to	do	with	money.	With	those	in	mind,	insulating	your	home	could	be	the	best	thing	you've	ever	done	for	the	year-round	comfort	of	your	family.	You	will	want	to
consider	insulation	for	the	inside	walls	of	your	house	in	order	to	make	the	house	warmer	in	the	winter	time.	Insulating	inside	walls	dampens	the	movement	of	cold	draughts,	minimizing	the	ability	of	cold	to	travel	around	your	house.	If	cold	air	seeps	in,	for	instance,	when	someone	opens	the	door,	insulation	will	stop	it	from	spreading	to	the	other
rooms.	An	additional	benefit	of	inside	wall	insulation	is	that	it	can	cut	down	your	heating	bills.	There	are	multiple	insulation	options	for	insulating	inside	walls.	These	include	rigid	foam	boards,	quilts	of	mineral	wools,	as	well	as	sheep's	wool	and	other	natural	materials.	These	types	of	inside	wall	insulation	will	cost	between	$1.70	per	square	foot	to
$3.13	per	square	foot	in	material	costs.In	addition	to	the	cost	of	the	materials,	you	also	need	to	consider	how	putting	in	insulation	will	affect	the	current	fixtures	in	your	house.	You	might	need	to	carry	out	some	internal	renovations,	specifically,	moving	radiators	and	other	wall	installations.	Your	choice	of	external	insulation	requires	substantial
thought	and	attention	to	detail	because	it	can	change	the	physical	appearance	of	your	house.	The	actual	insulation	can	be	made	of	mineral	wools,	EPS	(expanded	polystyrene),	or	phenolic	resin.	The	cost	for	mineral	wools	averages	$1	per	square	foot	to	$2	per	square	foot.	Depending	on	labor	costs,	the	total	might	be	higher.	EPS	costs	around	$3	per
square	foot,	while	phenolic	resin	will	cost	in	the	region	of	$1	per	square	foot.There	are	many	renders	available	that	can	help	you	achieve	the	final	look	of	your	choice.	For	instance,	builders	can	apply	a	brick	render	to	your	insulation,	along	with	other	options	such	as	smooth	paint,	glass,	or	ceramics.	The	render	you	choose	will	have	an	impact	on	the
total	insulation	cost.	The	attic	is	particularly	vulnerable	to	deathly	chills	in	the	winter	time.	Perched	high	atop	your	house,	it's	a	natural	weak	point	where	cold	can	seep	in.	To	prevent	this,	you	will	need	to	insulate	the	attic	adequately.	Doing	so	can	make	a	big	difference	to	your	heating	bill.	In	the	summertime,	a	well-insulated	attic	will	help	keep	heat
from	entering	your	house,	keeping	the	house	cooler	overall.Your	options	for	attic	insulation	include	blown	in	insulation,	costing	about	$1	per	square	foot,	and	blanket	batt	insulation.	The	latter	will	run	$0.60	a	square	foot,	making	it	an	especially	cost-effective	insulation	solution.	Finding	the	best	insulation	company	locally	comes	down	to	a	few
essential	considerations:	Selection	-	Check	if	the	company	offers	a	wide	selection	of	insulation	materials:	cellulose,	batt,	foam	insulation,	and	others.	Customer	support	-	A	good	insulation	contractor	will	install	the	insulation	and	offer	a	period	of	support	to	fix	any	problems	that	may	arise.	Quality	rating	-	If	the	company	has	been	in	business	for	a	while,
it	should	have	positive	customer	reviews	on	platforms	like	Yelp	and	Google,	indicating	quality	delivery	on	past	customer	orders.	While	you	should	compare	the	prices	charged	by	different	companies,	consider	that	there	is	a	lot	more	to	successful	insulation	than	costs.	Sometimes,	a	better	company	will	charge	more,	but	make	up	for	it	in	customer
support	and	a	stress-free	experience.	The	result	will	be	a	more	comfortable	home	and	a	solution	that	lasts.
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