
Enterprise Development Training Course 
 
DAY FOUR - SESSION THIRTEEN 
 

What do Goods and Services Cost? 
 
 
Objective:  to enable participants to estimate the cost of the goods and services produced by 

micro-enterprises, to assess the impact of sales volume on costs and to estimate the 
'break-even' point of a micro-enterprise.  

 
Time:   One to one and a half hours 
 
Materials:  

It may be convenient to prepare OHP transparencies, flip chart sheets or simple handouts in 
advance with the simplified figures for the tomato vending business, which is used as an example. It 
is important that the figures should be available throughout the session, whether they remain on 
the board or are presented elsewhere. 
 

Note:  
This material is designed for participants to whom the concepts of fixed and variable costs and 
break-even point are quite unfamiliar. If some participants have some knowledge of these topics, 
they should use the session as an opportunity to practice helping others to learn. If the material is 
too elementary for all the participants, the session may be abbreviated and combined with the 
following one, or more examples may be added, using figures from the businesses which 
participants surveyed on the second day.  

 
 
Session Guide 
 
1. Write up or display the following very simplified figures for the daily operations of a woman 

selling tomatoes in the market or, if they are suitable, use similar figures which were obtained 
by participants during their studies of micro-businesses earlier in the course. 

 
 $ $ 

Daily Sales*   
 20 kg tomatoes @ $1.50 per kg.  30 

Daily Expenses   
 Cost of tomatoes: 24 kg @$1.00 per kg. 24  

 Transport 2  

 Market fee 1  

  Total expenses  27 

Profit  3 

  * Assumes 4 kg wastage per day 
 
Ask participants to calculate the cost of the tomatoes per kg., and allow five minutes for this. 
 
 
2. Ask for their answers. You may get any of the following alternative figures, all of which are 

correct: 
 
 Purchase price per kg.   $1.00 
 Cost of saleable tomatoes per kg. $1.20 
 Cost per kg, including expenses     $1.35 
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Some participants may also have included a wage for the woman.  There are many ways this 
could be done, such as: 

• using  an average figure for a daily wage such as $2.00, 
• using the so-called 'profit' of $3.00, 
• using a higher figure which justice might suggest was appropriate, such as $4.00 or more, 

leading to a loss of capital for the day's operations.  
 

3. Instigate a discussion on the issue of wages. Participants should recognise that although daily 
wages of $2 or even $10 can be argued to be fundamentally unjust, they are nevertheless the 
amounts that poor people actually earn and many people earn even less than $2 a day, since 
casual workers on farms or construction sites and elsewhere are often paid far below so-called 
legal minimum wages. 

 
Ask participants what would be the effect on their clients' micro-enterprises if they were to 
include in their prices 'socially just' wages, or even the legal minimum wage in their State. 
Clearly many of them would not sell anything at all, since their prices would be far too high, 
and instead of earning a good wage they would earn nothing at all.  
 
Ask how this injustice can be corrected; some exploited independent workers have successfully 
combined to secure higher wages and NGOs have played a vital role in these achievements. For 
most poor people, however, dramatic improvements of this kind are not possible. The task of 
the NGO worker must be to help them to earn as much as they can in the existing situation.  

 

4. Ask participants to suggest what might be a reasonable wage for a tomato vendor. Clearly the 
figures will differ from one area and possibly one season to another, depending on the 
alternative earning opportunities that may exist for people with the same skills, or lack of skills, 
in each case.  

 
If a rate of $2.00 were agreed as reasonable for a tomato vendor, ask the participants to 
calculate what price she would have to sell her tomatoes at to enable this level of personal 
drawing from her business. 
 

 Total costs for 20 kg would now be $27.00 + $2.00, i.e. $29.00 
 Therefore, the cost per kg would be $1.45 
 
5. Ask participants what determines the cost per kg, apart from the purchase price of tomatoes, 

the level of wastage and the wage. Try and get the answer that the quantity of tomatoes sold is 
a vital factor. 

 
In order to demonstrate this, allow participants up to ten minutes to calculate the cost of one 
kg of tomatoes, if the sales are 10 kg per day. 

 
Some participants may make the mistake of simply dividing the total cost figure by the new 
quantity of items sold, while others will probably have realised that the cost of the materials 
used will change in proportion to the quantity sold, while other costs will remain the same. 

 
Obtain the correct answer as follows: 

 
 $ 
Tomatoes purchased: 12 kg @ $1.00 (allowing 2 kg wastage) 12.00 
Transport, market fee and personal drawings (unchanged) 5.00 
Total cost 17.00 
Cost per kg sold 1.70 

 

6. Participants may point out that the tomato vendor's transport cost might be reduced because 
she transported fewer tomatoes. They may also suggest that the vendor might wish, and indeed 
deserve, to pay herself more money, or less, so that the costs would vary more than is assumed 
in the above calculations. 
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Hold a discussion on these points and, if it appears that participants did not understand the 
above calculations, ask them to re-calculate the costs, but using their assumptions as to which 
costs would vary according to the volume of business, and which would remain fixed. 

 
7. Ask participants whether the costs which have been assumed to be fixed in these calculations 

would remain fixed whatever the volume of business. 
 

Clearly they would not. If sales increased by two or three times, it might be necessary for the 
vendor to employ someone else to help her. If sales dropped to a very low level she might be 
able to spare enough time to find other part-time jobs, thus reducing the wage cost. 

 
8. Ask participants to suggest businesses most of whose costs remain unchanged even if the volume 

of business changes significantly. Elicit examples such as a rickshaw puller, a bus, or a training 
course such as this one, where costs remain much the same regardless of the number of 
passengers, or trainees. 

 
Ask for examples of businesses where the costs vary directly according to the volume of 
business.  Elicit examples such as vendors or traders with no fixed premises, whose only fixed 
cost is their own wage. 
 
Ensure that all participants understand the difference between fixed and variable costs and how 
to calculate the cost of each item produced or sold. 

 
9. Display again the original figures for the tomato vendor but without the quantity sold and sales 

figure. Ask participants to imagine that this is an estimate of costs and selling prices for a 
proposed new micro-enterprise. If they were asked to advise on its feasibility, they would have 
to help the woman to work out what would be the minimum level of sales necessary to cover 
her costs and earn the wage which was earlier agreed to be reasonable.  

 
Ask participants to calculate the number of kg of tomatoes she would have to sell in order to 
cover the fixed costs and provide a wage of $2 per day. 

 
Some participants should realise that the minimum level of sales can be calculated by finding 
out how much each kg of tomatoes 'contributes' to the fixed costs, that is, how much of the 
selling price is left after deducting the variable costs per kilogram. 

 
The level of sales at which the fixed costs will be covered can then be calculated by dividing 
this 'contribution' per unit sold into the total of the fixed costs. 

 
Lead them through the calculation as follows, ensuring that everyone understands each stage: 

 
 $ 
Selling price per kg 1.50 
Variable cost per kg (purchase price plus allowance for wastage) 1.20 
Margin or ‘contribution’ per kg 0.30 
Total fixed costs and personal drawing or wage 5.00 
 kg 
Number of kg that must be sold to cover $5.00 ($5/0.30 = 16.66) 17.00 

 
 
10. Explain that they have now calculated what is called the 'break-even point' for the tomato 

vendor, that is, the level of sales at which she makes no profit (beyond the wage) and no loss. 
This figure provides a vital guide when someone is proposing to start a new micro-enterprise, 
and it is also useful when advising somebody whose business is losing money. If it appears 
possible to reach the break-even point, it may be worth continuing the business, but if not, it 
may be necessary to make fundamental changes or even to close the business down. 
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