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Question 1: Lease or Buy Decision
Differential analysis involves a comparison on the cost and revenues that are expected from alternatives ("Differential Analysis And Product Pricing", 2017). 
	
	Purchase
	Lease
	Differential (Increase/ Decrease)

	Equipment 
	$8,500
	
	$8,500

	Repair and maintenance 
	$465*5 = $2325
	
	$2325

	Cost of lease 
	
	$2,200*5 = $11,000
	($11,000)

	Freight and installation cost 
	$645
	
	$645

	Total Relevant cost 
	$11,470
	$11,000
	$470


Table 1: Differential Analysis on Buying or Leasing Equipment 

Boxx Corporation should consider leasing the equipment since leasing would cost the company $11,000 while purchasing would cost the firm $11,470. The equipment has a five-year useful life if either leased or purchased. Considering this period is same when purchasing or leasing, leasing will be appropriate to the firm as it will save $470.



Question 2: Continue or Discontinue Decision
Table 2: Differential analysis on continuing or discontinuing production of Moon Cookies 
	
	Alternative 1: Continue 
	Alternative 2: Discontinue 
	Differential (Increase or Decrease)

	Sales 
	$ 550,000
	
	$550,000

	Cost of goods sold 
	$ 280,000
	15%*280,000 = $42,000
	$ 238,000

	Gross profit 
	$ 270,000
	
	$312,000

	Operating expenses 
	$297, 000
	30%*297,000 = $89,100
	$207,900

	Loss/Profit  from operations 
	($27,000)
	$131,100
	$104,100



The marginal contribution of Moon Cookies is $104,000. Stopping the production of the product results in the company incurring $131,100 as fixed cost, and consequently reducing the overall operating income of the business by the same amount. Thus, the company would be incurring $131,100 as an operational cost even if the production of the product is discontinued as opposed to a loss of $27,000 when the product is produced. This indicates that continuing production of Moon Cookies saves the firm $104, 100 but the overall business profit reduces by $27,000 only. Therefore, the company should keep producing Moon Cookies until the production of the product results in a loss higher than its relevant fixed cost.
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