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VARIABLE COSTS
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Variable costs are expenses that fluctuate based on the level of activity or
usage. In Facility Management, they are essential in budgeting and
forecasting because they grow or shrink as operations scale up or down.
Common examples include utilities (like electricity and water), waste
disposal and the use of supplies. The more the facility consumes or
operates, the higher these costs become and vice versa. Understanding

variable costs enables FM professionals to anticipate operational shifts

and manage costs proactively.
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Fixed costs remain constant over a specific period, regardless of changes
in activity level. In FM, they include items like rent, depreciation, insurance,
and administrative salaries. While these costs don't fluctuate in the short
term, they may change in the long run due to pricing shifts or strategic
decisions. Facility managers must understand which costs are truly fixed

and monitor when they might evolve beyond their relevant range.
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Mixed costs (or semi-variable costs) contain both fixed and variable
components. These costs partially respond to changes in activity but not
in direct proportion. Maintenance contracts that include a set monthly
fee plus costs for extra repairs are also considered mixed. Understanding

these costs is essential for accurate planning and separating predictable

spending from usage-based variability.
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Direct costs are those that can be clearly and specifically traced to a single
activity, service, or project. These include direct labor and materials tied to
a task. In FM, if a team repairs a roof, the labor and sealant used are direct

costs. They are measurable, attributable, and important for cost control

and performance analysis.




INDIRECT COSTS
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Indirect costs support multiple services or departments and cannot be
directly traced to a single activity. Examples include general administrative
salaries, shared utilities, or building-wide insurance. These costs are
allocated across activities based on estimation methods. FM managers

must understand and manage these costs to ensure transparency and

fairness in resource distribution.
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Differential costs (also called incremental or relevant costs) refer to the
difference in cost between two or more alternative decisions. They are
crucial in evaluating which option offers better financial value. For
example, if replacing an old machine will increase depreciation from
$65,000 to $100,000 annually, the differential cost is $35,000—this is the
figure that should guide the decision. Facility managers must ignore costs

that stay the same across options and focus on what truly changes.
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Opportunity costs represent the benefits lost when choosing one option
over another. Though not recorded in accounting books, they are vital for
strategic thinking. In FM, dedicating resources to one project often
means giving up other investments or efficiencies. For instance, choosing
to renovate a building instead of investing in automation might result in
missing out on long-term savings. Facility managers must weigh these

invisible costs carefully when making high-impact decisions.
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Sunk costs are past expenses that cannot be recovered or changed,
regardless of future outcomes. In FM, they include failed investments,
outdated systems, or legal fees on unusable assets. A common mistake is
factoring in sunk costs when deciding whether to proceed with or cancel a

project. Good practice requires ignoring sunk costs and focusing only on

future-relevant figures.
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Understanding costs is the
difference between random
management and leadership

grounded in data and insight.
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