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Extreme, Paul Stanley of KISS, Scott Ian of Anthrax,
and Dan Donegan of Disturbed, have their own lines of
signature guitars—the “batch-custom” units mentioned
earlier. These guitars receive excellent reviews. Total
Guitar magazine, for example, recently said, “If you
want a truly original axe that has
been built with great attention to de-
tail . . . then the Washburn Maya Pro
DD?75 could be the one.”

Bill Abel, Washburn’s vice pres-
ident of sales, is responsible for re-
viewing and approving prices for
the company’s lines of guitars. Set-
ting a sales target of 2,000 units for
anew line of guitars, he is considering
a suggested retail price of $349 per
unit for customers at one of the
hundreds of retail outlets carrying
the Washburn line. For planning
purposes, Abel estimates half of the
final retail price will be the price
‘Washburn nets when it sells its gui-

its channel of distribution.

Looking at Washburn’s financial data for its pres-
ent plant, Abel estimates that this line of guitars must
bear these fixed costs:

Rent and taxes = $14,000
Depreciation of equipment =$4,000
Management and quality control program = $20,000

In addition, he estimates the variable costs for each
unit to be:

Direct materials = $25/unit
Direct labor = 15 hours/unit @ $8/hour

Carefully kept production records at Washburn’s
plant make Abel believe that these are reasonable esti-
mates. He explains, “Before we begin a production
run, we have a good feel for what our costs will be.
The U.S.-built N-4, for example, simply costs more
than one of our foreign-produced electrics.”

Caught in the global competition for guitar sales,
Washburn continually searches for ways to reduce
and control costs. For example, Washburn recently
purchased Parker Guitar, another guitar manufac-
turer that designed products for professionals and
collectors, and will combine the two production
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Questions

1

What factors are most likely to affect the demay
for the lines of Washburn guitars (a) bought by,
first-time guitar buyer and (b) bought by a sophis
ticated musician who wants a signature model?

2 For Washburn, what are examples of (a) shifting

the demand curve to the right to get a higher price
for a guitar line (movement of the demand curve)
and (b) pricing decisions involving moving along:
demand curve?

3 In Washburn’s factory, what is the break-even

point for the new line of guitars if the retail prict
is (a) $349, (b) $389, and (c) $309? Also. (@1
Washburn achieves the sales target of 2,000 unlt
at the $349 retail price, what will its profit be?

4 Assume that the merger with Parker leads to the ™

reductions projected in the case. What will b the
(@) new break-even point at a $349 retail price e
line of guitars and (b) new profit f it sells 2,001

e 3 i}
5 If, for competitive reasons, Washburn eventudl

has to move all its production back to Asia, (@) ¥
specific fixed and variable costs might be "“”"T,
and (b) what additional fixed and variable costs "
it expect to incur?
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