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NAME

1.  Boxes of pens can be made for $1.80 per box.  Fixed costs that do not depend on how many boxes are produced total $4,800 per production period.  Each box of pens will eventually sell for $3.00 each.  Use this information to determine the following:

A.  Develop the linear equation for determining total Costs.



B.  Develop the linear equation for determining total Revenues.



C.  Develop the linear equation for determining total Profits.



D.  How many boxes of pens need to be sold in order to break even?



E.  How many boxes need to be produced and sold so that total Profits are $10,800?


2.  A manager is trying to decide whether to rent a piece of equipment or buy the piece of equipment.  To rent the piece of equipment, the costs would involve a flat fee of $50,000 as well as $5 per unit produced on the machine.  If the manager was to buy the equipment outright, the cost would be $110,000.  If current production volume is expected to be 13,000 units, answer the questions below.

A.  Should the manager rent or buy the equipment?



B.  If the manager takes your advice (from part A), how much will the manager save?



C.  Supposing that production volume may change in the future, at what production level (in units)


      would the manager be indifferent to buying versus renting the equipment?



D.  Suppose that the manager decides to buy the equipment.  If the units will sell for $11 each, how

      many units will need to be sold to break even?
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