Break Even Point

Preparation:  Duplicate a copy of the case student below (one per student).  Also, give each group a sheet of graph paper to plot the break-even points.

Process:  Divide the class into groups of three or four students and give each student a copy of the case.  Explain that the students are to read the case, and then as a group, determine the break-even point in units and in dollars for the existing equipment situation and for the new equipment situation.  For each situation, students should implement the six-step procedure for calculating break-even.

The group should then plot the break-even points for each situation on graph paper and decide whether the business owner should purchase the new oven.  When all groups have finished, ask each group to present its findings to the class.

CASE STUDY

Mike Crow is the owner of Mike’s Pizza, a pizzeria close to a college campus.  He has been in business for three years and has experienced a steady increase of 10 percent in sales during each of those years.  Mike now finds his conventional pizza ovens cannot keep pace with pizza demand, and he is considering buying a larger, new ovent that will increase his pizza output by and additional five percent.  The new oven Mike is considering buying costs $12,000 and can be purchased over four years with a bank loan.  His payment on the loan would be $300 per month, with no down payment required. For the past three years, costs of goods sold averaged 40 percent of pizza sales, the owner’s salary averaged 20 percent of pizza sales and gasoline and maintenance averaged three percent of sales.  Advertising expenses cost the restaurant $400 per month.  A three percent increase in worker’s wages is scheduled for the next year.  Other operations costs have been constant.  The average selling prices of a pizza is $9.

Analyze Mike’s pizza operations for the past year and make recommendations as to whether he should invest in the new oven based on the calculation of his current and future break-even points.

Income Statement

Mike’s Pizza

Year Ending December 31, 2007

Sales Revenue





$184,500

Cost of Goods Sold




 $73,800

Gross Margin





$110,700

Expenses


Owner’s salary




 $35,000


Wages-workers




 $27,675


Rent






 $14,400


Delivery vehicles



  $7,200

`
Gasoline and maintenance

  $5,535


Advertising




  $4,800


Telephone





 $1,625


Insurance





  $2,500


Utilities





  $3,465

Total Expenses





$102,200

Net Profit






  $8,500

