2







Problem #1
Student’s name:
[bookmark: _GoBack]Tutor 
University affiliation:
Date:








Problem #1.
a) Should the company buy the new equipment? Explain and support your answer by showing all calculations. 
For the company to produce a new product, they must lease new equipment without losing money.  The following calculations proof whether or not the firm need to lease the new equipment’s. However, the income cost is calculated using the flowing formula: 
Income cost = Sales – variables cost – fixed cost.
Where, 
Sales = selling price per unit * the current volume
$1.25 * 50,000 = $62. 500
Variable cost = variable cost per unit* current volume.
Which is, $0.75* 50,000 units = $ 37,500. The fixed cost is $ 12, 000.
Using the above formula, the value of the variables would be equal to
$62,500- $37,500 - $12,000 = $13,000.
Therefore, the sales per unit = price per unit * updated volume
= $1.25*70000 units = $87,500.
Updated fixed cost = increased valuable cost * updated volume.
$1.00 * 70,000 units = $70,000
And the updated fixed cost is obtained by multiplying the fixed cost and the increased fixed cost.
12,000 * 5,000 = $17,000.
Computing the above values in the formula, so, that the values would equal to:
47,500-$70,000-$17,000 = $500.
The profit is now reduced to 5,500 from $13, 000. So, the company should not by the new equipment.
b) What are the break-even points in dollars and units for the two processes presented above?
Break even points (in units) = fixed costs ÷ (sales price – valuable price per unit.
= $12,000 ÷ ($62, 500 – $37,500) = $0.48 per unit.
However, the breakeven point for updated income:
Updated fixed points ÷ (updated sales – updated valuable cost)
17,000- (87,500 - 70,000) = $ 0.97 per unit.
c) What volume of output will yield a profit of $35,000 under each scenario?
First scenario
Profit = sales- valuable cost – fixed cost
$35,000 = 62,500 – valuable cost - 12,000
$35,000 = $50,500 - Valuable cost
Valuable cost = $85, 500.
The volume output × $0.75 = 85, 500
Volume output = $114, 000
Second scenario
$35,000 = $87,500 – v – $17,000
35,000 = 70,500 – v
Valuable cost = $105, 500
Volume output = 105,500 ÷0.75
= $140,666.6 per unit







