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Questions: What are the fixed costs, 
variable costs, and step costs for the 
expanded day care program? What 
would be the total cost of the program if 
the program were to enroll 50 children?

Answers: The fixed costs include the 
salary for the assistant director and the 
costs of the rent, insurance, utilities, and 
custodial services for the facility. The 
variable costs include the children’s 
materials. The step costs are the teach-
ers’ salaries, with costs remaining fixed 
within each 20-child step and going up as 
more children are enrolled in incre-
ments of up to 20. The fixed costs (FC), 
variable costs (VC), and step costs (SC) 
of the program are calculated below:

FC = $70,000 + $10,000 + $10,000 = $90,000

 VC = $1,000 × 50 = $50,000

 SC = $50,000 × 3 = $150,000

Use the following equation to calculate the total cost (TC) of the program:

TC = FC + VC + SC = $90,000 + $50,000 + $150,000 = 290,000

Therefore, the total cost of the program is 290,000.

Summary

This module has discussed the concepts of fixed, step, and variable costs and their application  
in the context of the relevant range of operating activity. Although traditionally, government  
and nonprofit organizations are mission driven and not overly concerned with cost recovery, 
current financial realities have required them to take such considerations into account. This 
classification of costs provides the basis for breakeven analysis, which is discussed in the next 
module.

Discussion Questions

Answer the following questions, providing examples:

1. How is a fixed cost dif ferent from a variable cost?

2. Why do most fixed costs sooner or later become variable costs?
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