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Starting a Business: How much will it all Cost? You’ve come up with a few ideas for a business that you would like to start. You’ve looked at the resources that you’ll need and you’ve found a market that your business will fill. So isn’t it time to begin? Hold on now!! You’re moving too fast! You need a bit more information before you set off on your new enterprise. You need to know how much it will all cost so that you can come up with a price that will allow you to make a profit. Profit is the difference between the money you must pay out to run your business and the money that your customers pay for the product or service.



The first thing that you must look at when calculating your profit is your costs. There are two types of costs, fixed costs and variable costs. Fixed costs are costs that will remain exactly the same no matter if you sell one or a thousand of your products, for example rent. Rent is a fixed cost. If you pay $100 for your premises, that will not change if you sell many products or none at all.



Variable costs depend on the number of products that you produce. An example would be if your business is selling ice cream cones. If you sell more ice cream cones, you’ll need to buy more ice cream. Ice cream is a variable cost.



Exercise One Josey runs a taco stand outside of her school. She rents the portable building from Mrs. Ownsalot for $20 per month. For every 10 tacos she needs the following: Ground beef



$5.00



Lettuce



$0.50



Tomatoes



$0.50



Cheese



$0.75



Taco shells



$2.00



Spices and sauce



$1.00
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She also pays $10 per month for electricity and $5 per month for water. Josey employs Coco part time and pays her $200 per month. She pays herself $400 per month.



A) List Josey’s fixed costs. What are her total fixed costs?



B) List Josey’s variable costs. If Josey sells 1000 tacos in a month what would be her total variable costs?



C) Josey sells her tacos at $2.50 each. If Josey sold 1000 tacos in March, what was her profit for the month?



Another important number to know regarding your business is your break even point. The break even point is the number of products that you must sell to make a zero profit. It is important to know this so that you at what point you have recovered all of your costs.
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To calculate break even point you must first calculate the variable cost for one of your products. In the above example what is Josey’s variable cost for one taco? ( $0.98) Now to calculate the break even point you divide the fixed costs by the variable costs for one product:



FIXED COSTS SELLING PRICE VARIABLE COSTS FOR ONE PRODUCT



=



BREAK EVEN POINT



In Josey’s example, the fixed costs were $635.00. The selling price of a taco is is $2.50. If we subtract the variable cost for one taco from the selling price we get $1.52. Then we must divide the fixed costs. $635.00, by $1.52. The break even point is 418 tacos. What that means is that Josey must sell at least 418 tacos in a month to break even. If she sells less than 418, her business will lose money that month if she sells more than 418 her business will make money that month.



Example two Waldo runs a gardening business. He sells vegetable seedlings to his customers. He buys the seeds at the wholesaler for $10 a pack of 1000. He grows the seedlings in cardboard containers that he buys for $0.09 each. He pays $40 per month for water and $10 per month for electricity. He rents an empty greenhouse in Mr. Jollyroger’s back yard for $10 per month. He also buys potting soil at $30 per 50 kg. 50 kg of potting soil can fill 100 containers. He sells his vegetable seedlings at $1.00 each.



A) What are Waldo’s fixed costs?
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B) What are Waldo’s variable costs?



C) Calculate Waldo’s break even point.



D) Explain how knowing the break even point helps you to decide on a price for your product.



Conclusion Before staring a business, a person needs to know a few things. They need to know what kind of business they might try. They need to know what resources will be required. They need to know that a market is there. They need to know their costs, both fixed and variable. They also need to know how many products they need to sell to start making a profit, their break even point. Knowledge is power and in business it will separate the winners from the losers.



Glossary of New Terms: Profit: The amount you get when you subtract costs form the money collected from your customers (sales). Fixed Costs: These are the costs that will remain the same no matter if you sell many products or none. Examples are rent, wages and utilities Variable Costs: These are costs connected with the production of the product. The more you sell the higher these costs the less you sell the lowers these costs.



Copyright 2008 Money Instructor



Name__________________________



Date_________________



ANSWERS - How much will it all Cost?



Exercise 1. A) Rent-$20, Electricity $10, Water $5, Salary for her $400 and wages $200. The total is $635 B) Ground beef $5.00, Lettuce $0.50, Tomatoes, $0.50,Cheese $0.75,Taco shells $2.00, Spices and sauce $1.00 per 10 tacos. Total variable costs for 1000 tacos $980.00 C) Income from tacos= $2500.00 Costs = $980.00 (variable) + $635.00 (fixed)= $1615.00 $2500.00-$1615.00 = $885 (profit)



EXAMPLE 2 A. Rent $10.00, Electricity $10.00 and Water $40.00 B. seeds $10 per 1000 ($0.01/ each), containers $0.09 each, and potting soil $30/100 ($0.30 each) C. $1.00 (selling price)-$0.40 (total variable costs)= $0.60 $60.00 (total fixed costs) divided by $0.60 = 100 seedlings his break even point D. If the break even point is too high, an amount that you know you will not be able to sell in a month, then you must increase your price to break even at lower sales
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