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COST ANALYSIS
Hewlett-Packard’s Deskjet Facility

Suppose you have the following data for a Deskjet assembly line, which has a project life of 2 years:

· Max capacity per line is 150,000 printers per year

· Assume that 2 lines are to be built.

· Fixed costs per line are $30M 

· Variable costs are $200 per printer

1. Graph the total costs as a function of sales for 0-200K units per year. 

2. Suppose that HP wants to make a profit of $100 per printer at a target volume of 200K printers/year.  Superimpose the total revenue curve on top of the total cost curve in (1).  

3. What is the resulting price at the target volume?

4. What is the breakeven volume at this price?  What is the beakeven utilization?

5. What is the contribution margin and operating leverage at 200,000 printers per year?

6. What is the approximate ROI at the target volume, assuming 10% of the fixed costs will be recovered at the end of 2 years (use the approximation used in class for short-term projects in which we can ignore the time discounting effect)? 

7. Suppose that marketing is rather unsure of the demand for this new product—it could be well below the expected 150K units/year, but then again it could be a phenomenal hit and sell far more than expected.  (Historically, this was the case when the original Deskjet came out; projections ranged from 60K to 500K printers/year.)  Note that a big portion of the fixed costs for HP arise from the very expensive “chip shooters” needed to place the components (ICs, Capacitors, Resistors, etc.) on the printed circuit board (PCB).  Solectron, a very successful PCB job shop, offers to assemble the PCBs.

What would a risk-averse manager do, and why?

