Chapter 3 Seminar Questions  

Questions 


3-1 Distinguish between (a) a variable cost, (b) a fixed cost, and (c) a mixed cost. 

3-2 What effect does an increase in volume have on

    Unit fixed costs?

    Unit variable costs?

    Total fixed costs?

    Total variable costs?

3-3 Define the following terms (a) cost behaviour, and (b) relevant range.



Exercises

E3-4 – St Mark’s

St Mark’s Hospital contains 450 beds. The average occupancy rate is 80% per month. In other words, on average, 80% of the hospital’s beds are occupied by patients. At this level of occupancy, the hospital’s operating costs are £32 per occupied bed per day, assuming a 30-day month. This £32 figure contains both variable and fixed cost elements.

During June, the hospital’s occupancy rate was only 60%. A total of £326,700 in operating cost was incurred during the month.

Required

1- Using the high–low method, estimate:

(a) The variable cost per occupied bed on a daily basis.

(b)  The total fixed operating costs per month.

2- Assume an occupancy rate of 70% per month. What amount of total operating cost would you expect the hospital to incur?


E3-5 – Hoi Chong 

Hoi Chong Transport Ltd operates a fleet of delivery trucks in Singapore. The company has determined that if a truck is driven 105,000 kilometres during a year, the average operating cost is 11.4 pence per kilometre. If a truck is driven only 70,000 kilometres during a year, the average operating cost increases to 13.4 pence per kilometre. (The Singapore dollar is the currency used.)

Required

    1- Using the high–low method, estimate the variable and fixed cost elements of the annual cost of truck operation.

    2- Express the variable and fixed costs in the form Y = a + bX.

    3- If a truck were driven 80,000 kilometres during a year, what total cost would you expect to be incurred?




E3-6 – Harris Company

Harris Company manufactures and sells a single product. A partially completed schedule of the company’s total and per unit costs over the relevant range of 30,000 to 50,000 units produced and sold annually is given below:
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Required

1- Complete the schedule of the company’s total and unit costs above.
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Uniits produced and sold

30,000 40,000 50,000

Total costs:
Variable costs £180000  ? ?
Fixed costs 300000 2 ?
Total costs £480000 2 2
Cost per unit:

Variable cost 22 ?
Fixed cost 2 2 2

Total cost per unit 2 2





