
Seminar Solutions 
Cost Behaviour: Analysis and Use

3-1

a. Variable cost: A variable cost is one that remains constant on a per unit basis, but which changes in total in direct relationship to changes in volume.

b. Fixed cost: A fixed cost is one that remains constant in total amount, but which changes, if expressed on a per unit basis, inversely with changes in volume.

c. Mixed cost: A mixed cost is a cost that contains both variable and fixed cost elements.

3-2

a. Unit fixed costs will decrease as volume increases.

b. Unit variable costs will remain constant as volume increases.

c. Total fixed costs will remain constant as volume increases within the relevant range of activity.

d. Total variable costs will increase as volume increases. 

3-3

a. Cost behaviour: Cost behaviour can be defined as the way in which costs change in response to changes in some underlying activity, such as sales volume, production volume, or orders processed.

b. Relevant range: The relevant range can be defined as that range of activity within which assumptions relative to variable and fixed cost behaviour are valid.

Exercise 3-4: St Mark’s Hospital
1.
a.
Difference in cost:




Monthly operating costs at 80% occupancy:

	 
   450 beds ( 80% = 360 beds;
	
	

	 
   360 beds ( £32 ( 30 days

	
	£345,600

	
Monthly operating costs at 60% occupancy (given)

	 
	326,700

	
Difference in cost

	 
	£ 18,900





Difference in activity:

	 
   80% occupancy (450 beds ( 80% x 30 days)

	
	10,800

	 
   60% occupancy (450 beds ( 60% x 30 days)

	
	8,100

	     Difference in activity

	
	2,700
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	b.
 Monthly operating costs at 80% occupancy (above)

	
	£345,600

	 
 Less variable costs:
	

	      360 beds x 30 days x £7

	
	75,600

	 
 Fixed operating costs per month

	
	270,000


	
2.
	450 beds x 70% = 315 beds occupied.
	
	

	
	Fixed costs

	
	£270,000

	
	Variable costs: 315 beds x 30 days x £7

	 
	66,150

	
	   Total expected costs

	
	£336,150


Exercise 3-5: Hoi Chong Transport Ltd
	
1.
	
	
	Kilometers

Driven
	
	Total Annual Cost*

	
	High level of activity

	
	105,000
	
	$11,970

	
	Low level of activity

	
	70,000
	
	9,380

	
	   Change

	
	35,000
	
	$ 2,590


	*
	
105,000 ( $0.114 = $11,970.

	
	 70,000 ( $0.134 = $ 9,380.




Variable cost per kilometer:
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Fixed cost per year:

	Total cost at 105,000 kilometers

	
	$11,970

	Less variable portion: 105,000 ( $0.074

	
	7,770

	Fixed cost per year

	
	$ 4,200



2.
Y = $4,200 + $0.074X

	3.

	Fixed cost
	
	$ 4,200

	
	Variable cost: 80,000 kilometers ( $0.074

	
	5,920

	
	   Total annual cost

	
	$10,120


Exercise 3-6: Harris Company 
1.
The company’s variable cost per unit would be:
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In accordance with the behaviour of variable and fixed costs, the completed schedule would be:

	
	
	Units produced and sold

	
	
	30,000
	
	
	40,000
	
	50,000

	Total costs:
	
	
	
	
	
	
	

	   Variable costs

	
	£180,000
	
	
	£240,000
	
	£300,000

	   Fixed costs

	 
	300,000
	
	
	300,000
	
	300,000

	      Total costs

	 
	£480,000
	
	
	£540,000
	
	£600,000

	Cost per unit:
	
	
	
	
	
	
	

	   Variable cost

	
	£6.00
	
	
	£6.00
	
	£6.00

	   Fixed cost

	 
	10.00
	
	
	7.50
	
	6.00

	      Total cost per unit

	 
	£16.00
	
	
	£13.50
	
	£12.00


2.
The company’s Profit and loss statement in the contribution format would be:

	Sales (45,000 units ( £16)

	
	£720,000

	Less variable expenses (45,000 units ( £6)

	
	270,000

	Contribution margin

	
	450,000

	Less fixed expense

	
	300,000

	Operating profit

	
	£150,000
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