
KEY - COST CURVES PRACTICE (See Presentation #7 Notes For Help):   

1) Draw & Label Cost Curves Below: MC, ATC, AVC, AFC 

 

 
2) Fill in blanks in the table 

Output Total 

Costs 

(TC) 

Marginal 

Costs 

(MC) 

Average 

Total Costs 

(ATC) 

Total 

Variable 

Costs (TVC) 

Average 

Variable 

Costs (AVC) 

Average 

Fixed Costs 

(AFC) 

0 $20 ----- ----- ----- ----- ----- 

1 $30 10 30 10 10 20 

2 $38 8 19 18 9 10 

3 $51 13 17 31 10.33 6.66 

4 $72 21 18 52 13 5 

5 $100 28 20 80 16 4 
 

3) What is the firms economic loss if they choose not to open? 

 

$20.  If the company never produces anything, it still must pay fixed costs. 
 

4) At approximately how many units does the MC cross the ATC? 

 

Between 3 and 3 ½  units.  This is the “low point” of the ATC.  This is the point MC crosses ATC. 
 

5) If the firm sells 4 units at $25 per unit, what is the firms economic profit? (Hint:  Profit = (Price-ATC) x Quantity) 

 

($25 – $18) x 4 = $28 of Economic Profict 
 

6) How many units should the firm produce at the different market prices per unit listed below? 

     (Hint:  Firms increase production when MR > MC and profits are maximized when MR = MC) 

 

Market Price per unit    # of Units Firm Should Produce   Economic Profit or Loss 

 

 $27      4    ($27 - $18) x 4 = $36 Profit 
 

 

 $14      3    ($14 - $17) x 3 = $9 Loss  

                     $9 loss still better than $20 fixed costs 
 

 

 $6              ZERO    $20 loss from fixed cost 

                 Price is below entire ATC curve.  

MC typically looks like a Nike swoosh (falling then rising) 

ATC is the most “U” shaped and MC crosses its minimum 

AVC is below ATC and slowly approaches ATC as Q rises 

AFC starts high and approaches the x axis but never touches it 



How to figure #6 out?  One way is plug in the numbers… 
 

With Price = $27 

Output Profit = (Price-ATC) x Quantity) Profit = TR - TC Profit 

1 (27 – 30) x 1 (27 x 1) - 30 -3 

2 (27 – 19) x 2 (27 x 2) - 38 16 

3 (27 – 17) x 3 (27 x 3) - 51 30 

4 (27 – 18) x 4 (27 x 4) - 72 36 

5 (27 – 20) x 5 (27 x 5) - 100 35 

$36 profit at output of 4 when price is $27 per unit is best option 
 

With Price = $14 

Output Profit = (Price-ATC) x Quantity) Profit = TR - TC Profit 

1 (14 – 30) x 1 (14 x 1) - 30 -16 

2 (14 – 19) x 2 (14 x 2) - 38 -10 

3 (14 – 17) x 3 (14 x 3) - 51 -9 

4 (14 – 18) x 4 (14 x 4) - 72 -16 

5 (14 – 20) x 5 (14 x 5) - 100 -30 

A $9 loss at output of 3 when price is $14 a unit is best option when fixed cost is a loss of $20 
 

With Price = $6 

Output Profit = (Price-ATC) x Quantity) Profit = TR - TC Profit 

1 (6 – 30) x 1 (6 x 1) - 30 -24 

2 (6 – 19) x 2 (6 x 2) - 38 -26 

3 (6 – 17) x 3 (6 x 3) - 51 -33 

4 (6 – 18) x 4 (6 x 4) - 72 -48 

5 (6 – 20) x 5 (6 x 5) - 100 -70 

If Price is $6 per unit, best option is output of ZERO because $20 loss of fixed cost is better than the greater 

losses at all other levels of output 

 



_____ 1) Which statement is FALSE? 

 a. The ATC line never touches the AVC line   

 b. The AFC line approaches but never touches the x-axis as quantity increases 

 c. The MC curve crosses both the ATC and AVC at their minimum 

 d. The MC curve crosses the AFC curve at its minimum 

(See Cost Curves Graph Above) 

 

_____ 2) When the MC is greater than the ATC, the average cost is 

 a. rising   b. falling   c. constant   d. uncertain 

(See Cost Curves Graph Above) 

 

_____ 3) The ATC when 5 units  of output are produced is $30.  The marginal cost of the 6th unit of output is $60.  What is the ATC 

 when the 6th unit is produced? 

 a. $10   b. $25    c. $30    d. $35 

(5 x $30 = $150 Total Cost + $60 (next unit) = $210 Total Cost at 6…$210 ÷ 6 = $35 

 

_____ 4) At Bert’s Boot Shop the total cost of producing twenty pairs of boots is $400.  The marginal cost of producing the twenty-

 first pair of boots is $83.  We can conclude that for 21 pairs of boots, the average 

 a. Variable Cost is $23       b. Total Cost is $23 

 c. Total Cost is $15       d. Total Cost cannot be calculated 

($400 Total Cost + $83 (next unit) = $483 Total Cost at 21…$483 ÷ 21 = $23 

 

_____ 5) When the Marginal Product (MP) begins to fall, the Marginal Cost (MC) will 

 a. rise   b. fall    c. stay the same   d. be uncertain 

MP and MC are inverse mirror images 

 

This scenario applies to questions 6 & 7:  Tony is a farmer who also teaches guitar lessons.  Due to the growing popularity of 

country music, Tony has more students  requesting guitar lessons than he has time for if he is to maintain his farm properly.  Tony 

charges $25 an hour for guitar lessons.  One day, he chooses to spend 10 hours in his field planting $130 worth of seeds.  He expects 

that the seeds he planted will yield $300 worth of crops. 

 

_____ 6) Tony’s accountant would figure that the total cost of his seed planting is equal to 

 a. $25   b. $130    c. 300    d. $380 

Explicit Costs = Accounting Costs = Seeds = $130 

 

_____ 7) An economist would figure that the total cost of Tony’s seed planting is equal to 

 a. $25   b. $130    c. 300    d. $380 

Explicit Costs + Implicit Costs = Economic Costs  = $130 (seeds) + $250 (Opportunity Cost of not teaching) = $380 

 

_____ 8) Which of the following expressions is correct? 

 a. accounting profit = total revenue – explicit costs  b. economic profit = total revenue – implicit costs 

 c. economic profit = total revenue – explicit costs  d. economic profit is larger than accounting profit 

 

Fill in the blanks: 

 

Output Marginal 

Cost 

Total 

Costs 

 

Fixed  

Costs 

Average 

Total Costs  

0 ------ $10 $10 ------ 

1 $1 $11 $10 $11 

2 $2 $13 $10 $6.50 

3 $3 $16 $10 $5.33 

4 $4 $20 $10 $5 

5 $5 $25 $10 $5 

6 $6 $31 $10 $5.16 
 

_____ 9) What is the marginal cost of the 3rd unit of output? 

 a. $1   b. $3   c. $6   d. $16 

 

_____ 10) What is the firms economic profit if they sell 4 units at $6 per unit? (Hint:  Profit = TR – TC) 

  a. $3   b. $4   c. $5   d. $7 

TR = (4 x $6) = 24    TC = $20    $24 - $20 = $4 


