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Comparison of Cost Classifications for 
Predicting Cost Behavior

Behavior of Cost (within the relevant range)
Cost In Total Per Unit

Variable Total variable cost Increase Variable cost per unit
and decrease in proportion remains constant.

to changes in the activity level.

Fixed Total fixed cost is not affected Fixed cost per unit decreases
by changes in the activity as the activity level rises and

level within the relevant range. increases as the activity level falls.
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Mixed Costs – An Example

If your fixed monthly utility charge is $40, your If your fixed monthly utility charge is $40, your
variable cost is $0.03 per kilowatt hour, and your variable cost is $0.03 per kilowatt hour, and your

monthly activity level is 2,000 kilowatt hours, what is ctivity level is 2,000 kilowatt hour
the amount of your utility bill?

Y = a + bX
Y =  $40 +  ($0.03 2,000)
Y = $100
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A mixed cost contains both variable and fixed 
elements.  Consider the example of utility cost.  

Mixed Costs – Part 1

X
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Mixed Costs – Part 2
The total mixed cost line can be expressed 
as an equation:  Y  = a  + bX

Where:  Y = The total mixed cost.
a = The total fixed cost (the

vertical intercept of the line).
b = The variable cost per unit of

activity (the slope of the line).
X = The level of activity.
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The Traditional and Contribution Formats

Used primarily forUsed primarily for
external reporting.

Used primarily byUsed primarily by
management.
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