3.3 Break-Even Investment
1. Break-Even Calculation – Rampage Tour
Step 1: Contribution Margin Per Concert
Revenue per concert = $200,000
Variable cost per concert = $145,000
Contribution Margin = Revenue – Variable Cost
$200,000 – $145,000 = $55,000 per concert
Step 2: Break-Even Formula
Break-Even Point (in units) = Fixed Costs ÷ Contribution Margin
Fixed Costs = $1,210,000
$1,210,000 ÷ $55,000 = 22 concerts
Rampage must perform 22 concerts to break even.

2. Trade Credit Terms: “5/15 n60”
The invoice reads: 5/15 n60
This means:
· 5% discount
· If paid within 15 days
· Otherwise, net amount due in 60 days
Step 1: Calculate Discount in Dollars
5% of $5,000
$5,000 × .05 = $250
Discount Amount: $250
Step 2: Payment Timeline
· To receive the $250 discount, payment must be made within 15 days
· If you do not take the discount, the full $5,000 is due within 60 days
· 3. Cash Surplus / Shortfall and Running Total
· Month-by-Month Calculation
· Month 1
$9,000 – $18,000 = –$9,000
Running Total: –$9,000
· Month 2
$12,000 – $18,000 = –$6,000
Running Total: –$15,000
· Month 3
$21,000 – $18,000 = +$3,000
Running Total: –$12,000
· Month 4
$24,000 – $28,000 = –$4,000
Running Total: –$16,000
· Month 5
$29,000 – $28,000 = +$1,000
Running Total: –$15,000
· Month 6
$36,000 – $31,000 = +$5,000
Running Total: –$10,000

Maximum Working Capital Requirement
The largest negative running total is:
–$16,000 (Month 4)
The company needs $16,000 in additional start-up capital to cover anticipated cash shortfalls.

4. Investment Options
After receiving a large sum of cash and paying off debt, diversification is essential to reduce risk while positioning for long-term financial growth. Modern portfolio theory emphasizes spreading investments across asset classes to balance risk and return (Malkiel, 2020).
1. Index Funds
Index funds are mutual funds or exchange-traded funds (ETFs) designed to track a market index such as the S&P 500. They offer broad market exposure, low operating expenses, and long-term growth potential. Because they passively track an index, management fees are typically lower than actively managed funds (Malkiel, 2020).
Reason for selection:
Index funds provide diversification, historically competitive returns, and lower risk than investing in individual stocks.

2. Real Estate (Including REITs)
Real estate can be owned directly (rental properties) or indirectly through Real Estate Investment Trusts (REITs). REITs allow investors to purchase shares in portfolios of income-producing properties without directly managing property (Brigham & Ehrhardt, 2017).
Reason for selection:
Real estate investments can generate steady income, appreciate over time, and act as an inflation hedge.
3. Bonds (Fixed-Income Securities)
Bonds are debt securities issued by governments or corporations that pay periodic interest and return principal at maturity. They are generally considered lower-risk investments compared to stocks and help stabilize a diversified portfolio (Brigham & Ehrhardt, 2017).
Reason for selection:
Bonds provide predictable income and reduce portfolio volatility, making them valuable for long-term financial security.

5. Steps in the IPO (Initial Public Offering) Process
An Initial Public Offering (IPO) occurs when a private company offers shares to the public for the first time, allowing it to raise capital from investors (Ross et al., 2022).
Step 1: Select an Underwriter
The company hires an investment bank to manage the IPO process. The underwriter helps determine pricing, prepares documentation, and assumes some financial risk.
Step 2: Due Diligence and SEC Registration
The company prepares audited financial statements and files a registration statement (Form S-1) with the U.S. Securities and Exchange Commission (SEC), detailing risks, operations, and financial performance (U.S. Securities and Exchange Commission [SEC], 2023).
Step 3: Roadshow and Pricing
Executives present the company to potential investors during a roadshow. Based on demand and market conditions, the offering price is set (Ross et al., 2022).
Step 4: Public Trading Begins
Shares are sold to institutional investors and then begin trading on a public stock exchange.
Step 5: Ongoing Reporting Requirements
After the IPO, the company must comply with SEC reporting requirements, including quarterly and annual financial disclosures (SEC, 2023).
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