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Fixed Cost Behavior

@ SPI specializes in promoting rock concerts. It is considering paying a band $48,000 to play a concert. Obviously, SPI must sell
enough tickets to cover this cost. In this example, the relevant activity base is the number of tickets sold. The cost of the band is a
lustrates the fixed cost behavior pattern,

fixed cost because it does not change regardless of the number of tickets sold.
showing the rotal cost and the cost per unit at three different levels of activity.

EXHIBIT 21

Fixed Cost Behavior
Number of tickets sold (a) 2,700 3,000 3,300
Total cost of band (b) $48,000 $48,000 $48000

Cost perticketsold (b =a)  $ 1778 $ 1600 $ 1455

Total versus per-unit fixed costs behave differently. The total cost for the band remains constant (fixed) at $48,000. In contrast, fixed cost per
unit decreases as volume (number of tickets sold) increases. The term fixed cost is consistent with the behavior of 7ozal cost. Total fixed cost
remains constant (fixed) when activity changes. However, there is a contradiction between the term fixed cost per unit and the per-unit
behavior pattern of a fived cost. Fixed cost per unit is no7 fixed. It changes with the number of tickets sold. This contradiction in terminology

can cause untold confusion. Studv carefullv the fixed cost behavior patterns in
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EXHIBIT 2.2

Fixed Cost Behavior

When Activity Increases When Activity Decreases

Total fixed cost Remains constant Remains constant

Fixed cost per unit Decreases Increases

The fixed cost data in (@ Exhibit 2.1 help SPI’s management decide whether to sponsor the concert. For example, the information
nfluences potential pricing choices. The per-unit costs represent the minimum ticket prices required to cover the fixed cost at various levels
of activity. SPI could compare these per-unit costs to the prices of competing entertainment events (such as the prices of movies, sporting
events, or theater tickets). If the price is not competitive, tickets will not sell and the concert will lose money. Management must also

consider the number of tickets to be sold. The volume data in Exhibit 2.1 can be compared to the band’s track record of ticket sales at

previous concerts. A proper analysis of these data can reduce the risk of undertaking an unprofitable venture.

Variable Cost Behavior

Io illustrate variable cost behavior, assume SPI arranges to pay the band $16 per ticket sold instead of a fixed $48,000. Exhibit 2.3 shows
the total cost of the band and the cost per ticket sold at three different levels of activity.
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EXHIBIT 2.3

Variable Cost Behavior

Number of tickets sold (a) 2,700 3,000 3,300

Total cost of band (b) $43200 $48000 $52,800

Cost perticketsold (b +a)  $ 16 $ 16 $ 16

Since SPI will pay the band $16 for each ticket sold, the 7otal variable cost increases in direct proportion to the number of tickets sold. If SPI
sells one ticket, total band cost will be $16 (1 x $16); if SPI sells two tickets, total band cost will be $32 (2 x $16); and so on. The total cost
of the band increases proportionately as ticket sales move from 2,700 to 3,000 to 3,300. The variable cost per ticket remains $16, however,
regardless of whether the number of tickets sold is 1, 2, 3, or 3,000. The behavior of variable cost per unit is contradictory to the word
variable. Variable cost per unit remains constant regardless of how many tickets are sold. Study carefully the variable cost behavior patterns in
Exhibit 2.4. S





