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Profit Contribution Case Study
Michael P. Claudon, Professor of Economics

Middlebury College
Your team must make a recommendation to Telecom’s senior management between two projects being considered for implementation, as the capital budget can only fund one project this year.

Department 1: 

Price Litas/unit (P): 
Lt30

Unit Cost (UC): 
Lt15

Specific Program Costs (SPC):  
Lt6.500

Current unit sales per month (Q):
475

Growth rate of sales (percent change per month in Q)
3,6%

Department 2: 

Price Litas/unit (P): 
Lt6

Unit Cost (UC): 
Lt3

Specific Program Costs (SPC):  
Lt5.000

Current unit sales per month (Q):
2100

Growth rate of sales (percent change per month in Q)
2,0%

Department 3: 

Price Litas/unit (P): 
Lt50

Unit Cost (UC): 
Lt45

Specific Program Costs (SPC):  
Lt1.700

Current unit sales per month (Q):
600

Growth rate of sales (percent change per month in Q)
3,0%

ASSIGNMENT QUESTIONS

1. Using Profit-Contribution Analysis, select and defend the department you would most and least wish to be the head of based on the initial values.

2. It is now six months later. Assuming no changes in prices, unit costs, or specific program costs, which department would you most and least wish to be the head of now? Explain/defend your choices in detail. Please also explain any change in your choices over those made for the initial period.
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