
OPERATING COSTS

Operating costs are expenses associated with the maintenance and administration of a business on a day-to-day basis.
The total operating cost.

Fixed Costs include items such as the rent of the building. Startup costs include the money required to obtain a
lease, buy or make a down payment on equipment, computers and supplies. For example, a manufacturing
company that increases its rate of production over a specified period will eventually reach a point where it
needs to increase the size of its factory space in order to accommodate the increased production of its
products. Selling and distribution expenses like advertisement, salaries of salesmen. Investors must monitor
costs to see if they're increasing or decreasing over time while also comparing those results to the performance
of revenue and profit. No one wants to put money into a project to only hope that it makes money; they want
to see exactly how sales and marketing will generate the required revenues to take the company from investor
reliant to self-reliant financially. Common fixed costs include rent for office, production and retail space,
utilities, salaries and benefits for administrative staff, taxes, fees for licenses, professional certifications, bank
charges, interest and depreciation. It may be more or less expensive to use overtime production depending on
whether faster production means the product can be more profitable. You can use operating costs to estimate
your company's breakeven volume, meaning the number of units you must sell before you start making a
profit. The SBA office or the venture capitalist will want to know how quickly the company will be
operational and generating revenues. Operating costs are often reflected on the income statement, which is
recorded for a company each year; the income statement reviews broad financial indicators such as overall
revenues, the costs of goods sold, the operating costs and net profits. Variable costs are expenditures directly
related to producing and selling goods or services. Costs include expenses, plus COGS. The business owner
could also look at peak selling seasons to make sure he not only has the shelves stocked with products but also
that he has promotions to entice as many sales as possible. Operating Costs â€” Vehicles Small business
owners and employees frequently use personal vehicles for work-related travel. Economies of scale can allow
large companies to sell the same goods as smaller companies for lower prices. Failing to understand this
distinction could lead to misreading reports and not having a true picture of your company's financial health.
These are the day-to-day business expenses required to keep the lights on and to have the staff necessary to
sell and fulfill customer needs. Investopedia Apple's total operating costs must be examined over several
quarters to get a sense of whether the company is managing its operating costs effectively. These are not
normal operating costs, but they must be factored into what a new company needs to obtain in financing in
order to properly launch the business. These include the rent, sales and marketing costs, administrative costs,
payroll and office expenses. Most assets are allowed to be depreciated on taxes over time, helping the
company offset future revenues resulting from the growth, while capturing the total value of the asset over
time. Even though there are costs associated with capital expenses, they are listed as assets on the balance
sheet, whereas all operating expenses are treated as expenses on the income statement. Strategic Planning for
Companies The small business owner should consider the costs spent on getting to gross profit, the COGS, as
well as operating expenses, so that he could look for ways to improve net profits. Operating costs also include
the costs of buying or making your products and services. A business that is starting out might need two years
of operating expenses as well as the capital investment to start the company. As already discussed, the
operating expense is the funding required for everyday business operations. When thinking about operating
costs, think about what it takes to keep the lights on in the office or warehouse. This is what primarily
differentiates semi-variable costs from fixed costs and variable costs.


