Selling Fuel Oil at a Loss

Task
A fuel oil dealer buysgallons of heating oil atper gallon and anothergallons atper gallon. (The oil is the same grade and quality, but the price varies due to the market.) He has a contract to sell up to gallons of oil next month atper gallon, but wants to use as much cash as possible immediately for future investments. To raise cash, he can sell some of his oil to another distributor, who will payper gallon now. How much investment money can the dealer raise now by selling oil and still be able to break even after selling the remainder next month?



Commentary
The task is a modeling problem which ties in to financial decisions faced routinely by businesses, namely the balance between maintaining inventory and raising short-term capital for investment or re-investment in developing the business.


Solution
The dealer has spent:
 
He hasgallons, and if he sells gallons now and gallons next month, he will get
 
Thus, the dealer breaks even if

or

He can sellgallons now, raising a total of for investment, and break even by selling the remaininggallons next month.
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