EXCEL PRICING TOOL INSTRUCTIONS

create a BASE CASE by inserting 5 data points (2 points on the demand curve [Q1-P1; Q2-P2], a price increment, variable cost, and fixed cost) into the appropriate cells of Excel Pricing Tool to perform a "modified" breakeven and price sensitivity analysis to determine an appropriate price for a hypothetical product.  
	Quantity:
Q1
	Price:
P1
	Quantity:
Q2
	Price:
P2
	Price
Increment
	Variable
Cost
	Fixed
Cost

	11,881.00
	$39.00
	20,000.00
	$6.00
	$0.50
	$4.00
	$80,000.00


The prices in rows 34 – 37 and column F & G (P3 – P6) are not associated with product demand and do not affect spreadsheet calculations.  They can be used to understand the association between revenue and cost as depicted on the chart labeled “Modified Breakeven.”

Input the data points provided to you by your faculty member into the spreadsheet to perform this assignment.

Section #1:

employ data set and the spreadsheet to determine and discuss the issues in the section.  
The incorporation of data set into the spreadsheet represents the hypothetical demand of a brand or firm in the firm's final consumer marketplace.  
1.  [Base Case]

· Determine an approximate profit maximizing price from spreadsheet.

· Determine the location (price / quantity point) of the profit maximizing price on the demand curve.

· Determine revenue, variable costs, and total cost at the profit maximizing price.

· Determine the elasticity of demand at the profit maximizing price and discuss the meaning and importance of price elasticity.

· Describe the relationship between maximum profit point and maximum revenue point on demand curve.

· Describe the effect of changes in fixed cost on profit, revenue, and elasticity at the point of maximum profit.

· Describe the effect of changes in variable cost on profit, revenue, and elasticity at the point of maximum profit.

· Describe what happens to the elasticity of demand and the relationship between profit and revenue when price is decreased from the profit maximizing point by movement along the original demand curve and why.

2. Describe what happens to the profit maximizing price and the revenue, profit, and demand elasticity associated with the "BASE CASE" profit maximizing price for each of the next 3 scenarios 

· [Scenario #1] Decrease the slope of the BASE CASE demand curve by changing only one point [decrease the slope of your demand curve by increasing Q1 or Q2 by 1,000].

· [Scenario #2] Increase demand [quantity] at each point on the original demand curve of the BASE CASE by creating a demand curve parallel to the original demand line - slope remains the same [add 1,000 to Q1 and Q2].

· [Scenario #3] Decrease demand [quantity] at each point on the original demand curve of the BASE CASE by creating a demand curve parallel to the original demand line - slope remains the same [subtract 1,000 from Q1 and Q2].
[image: image1.jpg]Elastcity|
Max | Quanty@ | @max
Qip1 azp2_ | MacpProit | Revenue | MaxProft | profit

IS I N I S

SEETEIANN I R R R
SESEEIN I I I N —
EEEIEE I S I S S N





Section #2:

1. If demand forecasting statistics were obtained from a final consumer market, briefly describe what affect a channel of distribution will have on a manufacturer's "profit maximizing" price and

2. Discuss the potential impact of competitive price activity on the profit maximizing price selected the Base Case above.

