Data on test markets and costs for a product are given below.



	
	
	
	

	Potential national market:
	350,000,000
	

	
	
	
	

	Test Markets

	Market Number
	Market Size
	Price
	Projected Yearly Sales         (number of drives)

	1
	144,900
	$265.95
	570

	2
	4,627,600
	$276.95
	17,178

	3
	1,049,800
	$287.95
	3,801

	4
	2,946,500
	$299.95
	9,941

	5
	5,042,300
	$310.95
	15,594

	6
	3,617,600
	$321.95
	10,859

	
	
	
	

	Fixed Cost For The Year:
	$135,000,000
	

	
	
	
	

	Variable Costs
	

	Quantity
	Cost per drive
	

	First: 
	800,000
	$160 
	

	Next: 
	400,000
	$128 
	

	Further: 
	 
	$72 
	



















The demand function for this product is given by.

1) Find the projected yearly sales in the national market at each test market price.  Use the same units as in the class project.

Using the following equation,




	Projected Yearly Sales (in K's) in National Mkt

	1377

	1299

	1267

	1181

	1082

	1051







2) Find the Profit at 1,500,000 units

First need to convert the quantity to thousands of units
This will give q=1500K

Now find R(1500) in millions of dollars

R(1500)=[1500*D(1500)]/1000=(1500*$242.57)/1000=$363.85M

Now find C(1500)

Need the variable cost at q=1500

Use the batch sizes to get the variable cost=(800*160+400*128+300*72)/1000=$200.8M

C(1500)=fixed+variable=$135M+$200.8M=$335.8M

P(1500)=R(1500)-C(1500)=$363.85M-$335.8M=$28.05M
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