Fixed costs are production expenses that remain the same regardless of the production output. Examples of fixed costs include premises rent, workers’ salaries, insurance covers and office supplies. Fixed costs do not increase even when there is an increase in the production output. Variable cost is a production expense that changes in proportion with the production output. When production increases, variable costs increase and when production decreases, the variable costs also decrease. Examples of variable costs include the costs of raw materials, cost of power and the cost of packaging finished products. (Collier, 2007)
Contribution margin is the leftover revenue after deducting all the variable costs associated with those products.                                                                                                                                                                       Contribution margin = Total Revenue - Total Variable cost.
Fixed cost does not change with increase or decrease in the units of production volume. Variable cost fluctuates with the volume of units of production. Profitability of a product is determined by summing up the fixed costs and the variable costs to get the cost of goods sold and then deducting the total cost of goods sold from the total revenue raised after selling these particular products. Fixed cost + Variable cost = cost of goods sold.     Gross profit = Total revenue –cost of goods sold. (Collier, 2007)
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