
Enterprise Development Training Course 
 
DAY FOUR - SESSION FOURTEEN 
 

What do Goods and Services Cost? Part 2 
 
Objective:  to enable participants to apply the lessons of the previous session to more complex 

micro-enterprises, including the real-life enterprises which they visited earlier in 
the course.  

 
Time:   One to one and a half hours 
 

Materials: 

The figures used in the previous session should be kept ready for display in this session on OHP 
slides, flip chart sheets or the board, together with the figures for the village shopkeeper which are 
used at the beginning of this session. You should also have the figures which participants presented 
on the fourth day in sessions one and two, describing the businesses they studied the previous day. 
 
 
Session Guide 
 
1. The example that was used in the previous session was of a business where there was only one 

product, so that it was easy to divide the total costs by the quantity sold to obtain the cost per 
item.  

 
Display the following simplified statement of the monthly results of a village shop which sells a 
variety of goods: 

 
 $ $ 
Sales   
 Goods  1200 
Variable costs   
 Goods bought for resale  1000 
Difference (Gross margin)  200 

Fixed costs   
 Rent 50  
 Assistant’s wages  50  
  Total expenses  100 
Profit  100 

 
Ask participants to calculate the total cost of two typical items, which might be sold in the 
village shop.  Examples could be one kg of rice, which the shopkeeper buys in a 50 kg sack for 
$50 a sack, and one packet of biscuits which he buys in cartons of 24 packets for $9.60 a carton.  

 
Stress that the total cost means the minimum price at which the shopkeeper must sell the items 
in order to cover all his costs. Participants must calculate the variable cost per kg. and per 
packet, and then calculate how much the shopkeeper must add to the variable cost of each 
item in order to make sure that it bears its proper share of the fixed costs. 

 

2.  Elicit the following answers: 
 

Rice $ 
Variable cost per kg. 1.00 
Share of fixed cost estimated as 10 cents 
per $1 of variable cost or 10% 

0.10 

Total cost per kg sold 1.10 
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Biscuits $ 
Variable cost per packet 0.40 
Fixed cost at 10 % of variable cost per kg 0.04 
Total cost per kg sold 0.44 

 
Ensure that participants understand that when a business sells more than one product, the fixed 
costs must be allocated according to some standard which can be applied to all the products. In 
the above case of a shopkeeper, it was the variable cost of the product. Ask participants to 
suggest a suitable basis for allocating fixed costs for other businesses, such as a tailor, a 
carpenter or a farmer producing different items.  

 
Obtain suggestions such as allocating fixed costs according to the hours taken to make a 
garment or a product, the distance travelled by a truck or the area of land used by a farmer. 

 

3. Refer back to the example used in the previous session. Ask participants to suggest how they 
would advise the tomato vendor, if she was considering reducing the selling price of her 
tomatoes. If she thought that she could double her sales to 40 kg per day, by reducing the price 
to $1.30 per kg, should she do it? 

 
Work through the calculation as follows: 
 

Tomatoes $ 
Sales, 40 kg at $1.30 per kg. 52.00 
Variable cost, $1.20 per kg sold (includes allowance for wastage) 48.00 
Difference or Gross margin 4.00 
Total fixed costs and personal drawing or wage (unchanged) 5.00 
Retained profit or (reduced capital) (1.00) 

 
 
 Clearly she would be worse off than before, even though her sales were doubled, because she 

would only make ten cents towards her fixed costs on every kg she sold, instead of the 30 cents 
she made when her price was $1.50 per kg. 

 
4. What should she do if she thought that she could increase her sales to 30 kg per day by making a 

smaller price reduction, to $1.45 per kg?  Ask participants to work through the calculation as 
before: 

 
Tomatoes $ 

Sales, 30 kg at $1.45 per kg. 43.50 
Variable cost, $1.20 per kg sold (includes allowance for wastage) 36.00 
Difference or Gross margin 7.50 
Total fixed costs and personal drawing or wage (unchanged) 5.00 
Retained profit or (reduced capital) 2.50 

 
 

This shows that lower prices can lead to higher incomes, provided that sales increase 
sufficiently. Similarly, higher prices can lead to lower incomes or to higher incomes, depending 
on the effect that the changed prices have on sales.  

 
Nobody can predict exactly how sales will be affected by price changes, but these examples 
show that it is quite easy to calculate what the effect of a given change in sales or prices will 
have on income. This method of calculation can help the owners of micro-enterprises, or those 
whose task it is to advise them, to assess the impact of possible changes and thus to make 
better decisions. 
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5. Remind participants of the businesses they studied in the field earlier in the course. Choose one 

business for which the participants obtained reasonably complete figures for sales and costs, 
and write a simple summary of the operating statement of this business on the board, in the 
same form as the figures for the tomato vendor and the village shop.  

 
Ask participants to answer questions about this business such as: 

 
• Which costs of the business vary according to the level of sales and which are fixed? 
 
• What is the total cost, including variable and fixed costs, of one typical item which the 

business sells? 
 
• What is the break-even point of this business? 
 
• If the owner was to reduce his prices by say one tenth, by how much would his sales have to 

increase for him to maintain the same level of profits (or losses) that he is now achieving? 
 
• If the owner was to increase his prices by a similar amount, by how much could sales be 

allowed to fall in order for the business to retain the same level of profits as before? 
 

6. Refer to participants' “enterprise experience” businesses, which should by this time be familiar 
to everyone. Ask participants to identify those businesses which have a high proportion of fixed 
costs, such as an evening entertainment or weekend transport business, and those which have a 
high proportion of variable costs, such as a trading business where the owner only buys items 
which he is sure to be able to sell or which he can return to the supplier if they are not sold.  

 
Ask a volunteer to identify the variable and the fixed costs of her business. Write these on the 
board, and ask participants to calculate the break-even point.  Initiate discussion as to the 
advisability of reducing or increasing prices, or spending more on promotion, in order to 
increase the profits of the enterprise. 

 

7. Stress that techniques such as those which have been covered in the last two sessions are only 
of any value of they are used to help people to earn more money from their micro-enterprises. 
The ultimate objective should be to enable our clients to use these techniques themselves, 
without our assistance, so that they can become genuinely independent. 

 
Ask participants to suggest how they would help an illiterate owner of a micro-enterprise, such 
as one of the people whose businesses they studied or the tomato vendor, to understand the 
importance of distinguishing between variable and fixed costs, or to calculate the break-even 
point for her business.  
 
If time allows, set up a brief role play. Ask one participant to act as the illiterate woman who 
proposes to start selling tomatoes and another to try to advise her by helping her to assess the 
viability of her business by estimating costs and calculating the levels of sales necessary to 
make the business worthwhile, at various price levels.  
 
You should stress that it is often more difficult to explain even simple techniques of this sort to 
illiterate people than it is to understand them ourselves. Many illiterate people actually use 
these techniques already, although they do not use the written terms and calculations we use. 
Our task may be to learn from some of our clients and to help others to share their insights.  
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