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    MATH 156

Handout 2

Interpreting Cost, Revenue and Profit

In each of the following functions, let x = the number of items.

For the cost function:
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· The marginal cost is 6 (dollars per item).

· The slope of the cost function has the form 
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· If I produce one more item, my cost will increase by $6.

· The C-intercept is 140 which means my fixed (or start-up) costs are $140.

For the revenue function:
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· The selling price is $11. 

· The marginal revenue is 11 (dollars per item).

· The slope of the revenue function has the form 
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· If I sell one more item, my revenue will increase by $11

For the profit function:
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· The marginal profit is 5 (dollars per item).

· The slope of the profit function has the form 
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· If I produce and sell one more item, my profit will increase by $5.

Interpreting cost, revenue and profit for a specific number of items:
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· If I produce 30 items, it costs me $320.

· This fact can be written as the ordered pair (30, 320).
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· If I sell 30 items, my revenue will be $330.
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· If I produce and sell 30 items, my profit will be $10.
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Break-even analysis - The break-even point can be found by:

· Letting cost equal revenue. For 
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 , solve the equation 
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· Letting the profit function equal zero. For 
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, solve the equation 
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· The break-even point is (28, 308).

· If I make and produce 28 items, then both my cost and revenue are $308, and profit = $0.
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