
Chapter – 06 

Theory of Cost 

 

Q. 1. “The gap between AC and AVC keeps on decreasing with rise in output, but they never meet each 
other”. Comment. 

Ans. The given statement is correct. The gap between AC and AVC keeps on decreasing because the 
difference between them is AFC, which falls with increase in output. However, AFC can never be zero. 
Therefore, AC and AVC can never meet each other. 

Q. 2. Why does the minimum point of AC curve fall towards right of AVC curve? 

Ans. The minimum point of AC curve fall towards right of AVC curve because AC continues to fall due to 
decreasing AFC even after AVC starts rising. 

Q. 3. “MC can be calculated both from total cost and total variable cost and is not affected by total fixed 
cost”. Discuss 

Ans. The given statement is correct. MC is not at all affected by total fixed cost (TFC). MC is addition to TC 
or TVC when one more unit of output is produced. As TFC remains same with increase in output, MC is 
independent of fixed cost and is affected just by change in variable costs. 

Q. 4. Calculate TFC, if AC and AVC are Rs. 22 and Rs. 18 respectively, at output of 10 units. 

Ans. AFC = AC - AVC = Rs.22- Rs. 78 = Rs.4 

TFC - AFC × units produced = Rs. 4×10 units  

TFC = Rs. 40 

Q. 5. Classify the following as fixed cost and variable cost: 

(i) Salary to manager of the company. 

(ii) Wages to casual labour. 

(iii) Payment of insurance premium for insurance of factory. 

(iv) Payment for raw material. 

(v) Payment of rent of Postpaid connection of Mobile Phone. 

(vi) Interest on loan taken from ICICI. 

(vii) Electricity charges beyond the minimum rent. 

(viii) Payment of rent of the factory building to the landlord. 

(ix) Commission to production manager on the basis of number of units produced. 

(x) Payment of fuel used in machines. 

Ans. Fixed Cost: (i), (iii), (v), (vi), (viii); Variable Cost: (ii), (iv), (vii), (ix). (x). 

 

  


