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PS 371
Exam 1
April 25, 1995

Nane:

Questi on:

Def i ne:

Managenent :

Annui ty:

I nterest:

| Mm nence:

Del mar va Peni nsul a:
Mar gi nal Cost s:
Depr eci ati on:
Producti on Functi on:
Non- cash Cost s:

Sunk Cost s:

Long-run Costs:
Short-run Costs:

El ectroni c Spreadsheet:
Draw a |ine graph show ng typical production functions (I abel

the axes: Units of input and Units of output:

Draw typical total variable and fixed cost curves based on
t he production function above (I abel the axes):

Draw typi cal average fixed cost, average variable cost and average

t ot al

cost curves based on the production function above (I abel

t he axes):

6.

How can margi nal costs be used to decide the appropriate
out put | evel at which to produce?

| dentify the ownership costs for options A & B (show any
cal cul ati ons on back):
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Nane: Anmount :
Tot al
(3) 7. Circle the correct type of costs for a person considering
becom ng a contract broiler grower (option B)
Bui | di ng Fi xed Vari abl e Sunk
G adi ng Fi xed Vari abl e Sunk
Vel | Fi xed Vari abl e Sunk
Equi prent Fi xed Vari abl e Sunk
Litter Fi xed Vari abl e Sunk
Electricity Fi xed Vari abl e Sunk
Fuel Fi xed Vari abl e Sunk
Repairs Fi xed Vari abl e Sunk
Ins. & Prop. Taxes Fixed Vari abl e Sunk
M scel | aneous Fi xed Vari abl e Sunk
(4) 8. Circle the correct type of costs for a contract broiler
grower who has just placed chicks in his house:
Bui | di ng Fi xed Vari abl e Sunk
G adi ng Fi xed Vari abl e Sunk
Vel | Fi xed Vari abl e Sunk
Equi pnment Fi xed Vari abl e Sunk

Litter Fi xed Vari abl e Sunk



(4)

(6)

(10)

(4)
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10.

11.

12.

13.

Electricity Fi xed Vari abl e Sunk
Fuel Fi xed Vari abl e Sunk
Repai rs Fi xed Vari abl e Sunk
Ins. & Prop. Taxes Fi xed Vari abl e Sunk
M scel | aneous Fi xed Vari abl e Sunk

Cal cul ate the payback period for option A the tunnel
ventil ated house:

Wiy is the net present value of an investnent nore inportant
t han t he payback period?

Cal cul ate the net present value of the investnent in option
B, assum ng that the house and equi pnent will|l have no sal vage
val ue after 20 years.

Does this house appear to be a good investnent? Explain.

| f the grower had the noney to invest in the tunnel

ventil ated house, what would his opportunity cost be for the
first year if the interest rate on 1-year certificates of
deposit was 7%

Based on the grower's net returns and opportunity costs,
woul d this appear to be a good investnent? Explain.



Use the follow ng exanple for questions 6 through 13. They are

for actual contracts offered in Georgia in 1995:

Option A Option B

Ventil ation Tunnel Side Curtains
House capacity (started) 22,000 27,900
Bat ches/ year 5.0 6.0
Bi rd wei ght (pounds) 6. 25 4.0
Capacity marketed (% 95 95
Contract paynment ($/1b) . 045 . 042
Total returns ($/yr) $29, 658 $26, 717
| nvest nent s:

Bui | di ngs $ 60, 000 $ 60, 400

G adi ng 5, 500 5, 500

Vel | 2,500 2, 300

Equi prent 47, 000 36, 200

Tot al $115, 000 $104, 400
%ggnS&pPaynent 13,972 12, 683

.5% tor 20 years)

Annual expenses:

Litter $1, 200 $1, 000

Electricity 2,250 1, 600

Fuel 2, 200 2,200

Repai rs 1, 000 616

Ins. & prop. taxes 1, 650 1, 320

M scel | aneous __500 _ 328

Tot al $8, 800 $7, 064

Cal cul at e:
Net Returns ($/year)



