RM 3-10-1 Accounting Profit vs Economic Profit
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Instead of taking a job as a landscaper for the summer, you decide to open your own “Tie Dye T-Shirts” stand at the beach. You use $10 000 in savings you had planned to use for university as start-up capital and forego the landscaping job you have worked over the last 2 summers. At the end of the summer you have the following information related to your costs and revenues…..

You calculate your costs as follows:

	Stand Rental - $8 000
	Dye Tubs - $300

	Interest lost on start-up capital - $500
	Landscaping job - $5 000

	Transportation Costs - $1 000
	Fabric Dye - $500

	White T-shirts - $6 000
	Employee wage - $4 000

	Minimum profit to make risk worthwhile - $2 000
	Rubber Bands - $200



You calculate your revenues as follows:

	Total Shirts Sold – 1 200
	Price per shirt - $20

	Total Revenue  =



To please your economics teacher, you decide to calculate your Accounting Profit and Economic Profit. Sort your costs into Explicit and Implicit Costs.

	Explicit Costs
	Implicit Costs
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	Total Implicit Costs
	



Your Accounting Profit is:
Total Revenue – Total Explicit Costs = Accounting Profit


Your Economic Profit is:
Total Revenue – (Total Explicit Costs + Total Implicit Costs) = Economic Profit

