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Case Study 2: Making the Business Decision
(Breaking Even)

Tracy Chen began dabbling in pastry making several years ago as a hobby. Her pas-
try is quite creative, and it has been so popular with friends and others that she has
decided to quit her job with a travel agency and prepare pastry full-time. She will be
giving up her salary from the travel agency, a steady $2,000 per month.

Ms. Chen has found a small building near her former employer to rent for her pastry
shop at $400 per month. She estimates that for all her specially selected pastries,
the ingredient cost will be $0.50 per finished piece. She plans to hire workers to pro-
duce the pastries at a labor rate of $7.50 per hour, and it will take 8 hours to produce
12 dozen sets of ten assorted pastries. The retail selling price for each pastry is $2.50.
To sell her pastries, Ms. Chen is of the opinion that she must advertise heavily in
the local area. An advertising agency states that it will handle advertising for a fee
of $200 per month. Her brother will sell the pastries at the counter and to local busi-
nesses for a commission of $5 per dozen pastries.

Ms. Chen already owns the production equipment, which she purchased several
years ago. This equipment will depreciate at a rate of $50 per month. A phone in-
stalled in the shop for taking orders will cost $20 per month. In addition, a recording
device will be attached to the phone for taking after-hours messages.The phone com-
pany will charge Ms. Chen $0.40 for each message recorded.

Ms. Chen has some money in savings that is earning interest of $5,000 per year.
These savings will be withdrawn and used to get the business going. For the time be-
ing, Ms. Chen does not intend to draw any salary for herself.

Your task:

1. Do you think that Ms. Chen should open the pastry shop, and what advice
would you give her?

2. What is her break-even point?

Case Study 3: The Decision to Shut Down or
Continue to Operate

The Seafood Restaurant is a popular restaurant in the Monterey area, with an aver-
age of 1,000 covers daily and an average food check of $20 per cover. During the
winter months from December until March, the restaurant can hardly pay its bills be-
cause tourism is very low. This downturn affects the whole Monterey area. Mr. Jacob,
the owner, has tried to attract the local community to eat at the restaurant during the
winter months by writing a new menu, offering discounts, and increasing advertise-
ment. Unfortunately, his efforts have not worked.

Mr. Jacob’s variable expenses are $8 per menu item; fixed overhead costs total $5,000
per month. Due to the current low level of sales, Mr. Jacob is thinking about closing
down the restaurant during the four months that he is losing money. If Mr. Jacob does
close down the restaurant, it is estimated that fixed overhead costs can be reduced
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