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The fixed costs, variable costs, and step costs listed above are illustrated in Figures 3.1, 3.2, 
and 3.3.

It should be noted that this cost classification is valid only within a relevant volume and time 
frame. As volume and time frame increase beyond the norm, all costs become variable. For 
instance, when the demand for job-training programs increased during the 2008–2009 recession, 
the number of trainees exceeded the facilities capacity of some organizations. New facilities had 

to be brought online, meaning the orga-
nizations’ fixed facilities costs became 
variable in response to the overflow of 
volume beyond the relevant range. The 
same could be said about time. Although 
rent is a fixed cost in the short term, it 
can and usually does increase over the 
course of a few years. Rent therefore 
becomes a variable cost as the time 
frame extends beyond the relevant 
range. In sum, the classification of fixed, 
variable, and step costs only holds true 
when such costs are incurred in condi-
tions under which public managers nor-
mally operate (i.e., the relevant range).

The following exercise presents a 
case that facilitates a discussion of cost 
classification and combined costs.

In-Class Exercise: The MLK Settlement House

The MLK Settlement House has recently received a contract from the state government to 
expand its day care program. The expanded program will last for 1 year and will likely continue in 

the future. The expanded program will 
need an assistant director to manage the 
extra work. Her salary will be $70,000 
per year, based on the job market. The 
estimated rent for a discounted facility, a 
church in this instance, to house the 
expanded program is approximately 
$10,000 for the next 12 months. The utili-
ties, insurance, and custodial-services 
costs are estimated to be $10,000  
yearly. The facility can house up to 200 
children. The expanded program will 
also hire extra teachers, each of whom 
can teach up to 20 children. The salary 
for each of the teachers is $50,000 per 
year. Each of the children will need spe-
cialized materials, estimated to cost 
$1,000 per child. 
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