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Profit function General case
A company is interested in estimating its profit for Given a differentiable function, we would like to
various demand levels. __coa! 9 | estimate it at several points.
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For a demand of 1004-0(urvlvi;/s, the company is making | For a given point a on the x-axis, the values of

a profit of $4000 and has a marginal profit 0$/ :

unit. ' P and ) are
 pUoeo) P’(1200) known.

If one makes the assumption that the marginal profit | If one makes the assumption that
remains constant, then the profit function would be

linear. The equation of this line is: Slope. of Lex>
= O-Sq + 4500_ s - empInS congl'an‘l’
from y=mq+b ke ™
Liveo () e .‘7;%4“0:, 000 then the function would be linear. The equation of
(W | by g8 this line is:
Ol Y =f ) +F'0) x-o0)

for a demand g and a profit P. We call this the
of the profit for a .qe%nd of 1000 units.
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7 For demand levels that are reasonably close to 1000

units, we can use the the above linearization to For _X vahe close 4o o0 , we
approximate the profit. can use the line as an approximation for the

La (0= Pea)+4 @) x-en)

demand |
For example, if the prefitincreases by 50 units, then Ponchon  value
the profit will approximately be:
PUcS9) 2 Liooo (1950) We write:
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And for a decrease of 30 units, the profit will
approximately be:

P(ae) = L/oaoUHO)
= foo0~015(I0~]002) 0.5 (270 o)

The function Lﬂ () iscalled _fe
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