Shutdown Decision
Sally’s Pencil Factory

Business owners today face many obstacles.  One obstacle that business owners face is during a prolonged, slow business cycle, do owners continue producing there good/service or do they shut down their business?  In the following reading you will decide if it is best for Sally to continue producing pencils or to shut down her production of pencils.

Sally who owns a Pencil factory is producing pencils at a rate where her total revenue (TR) is less than its total cost (TC).  Below are the key factors when deciding on whether you think Sally should produce pencils or shut down production.  **Remember, there are times when business owners must keep their businesses open because total revenue (TR) from the good/service sold are greater than the total cost (TC) of keeping it open. 

 Factors
-4 months remaining on her lease (Fixed Cost of $1,000/month)

-Variable Costs for Sally are $350/month

-Pencil sales have dropped from $2/pencil to $1/pencil

-Sally produces and ships out 800 pencils/month

A. Assess the following for keeping Sally’s business open and for shutting down production:
1.  Calculate Sally’s total revenue (TR) each month.
2. Identify Sally’s profit each month.
3. Compare Sally’s total cost (TC) each month.
B. Create two Production cost worksheets that illustrate the benefit to leaving the factory open for business or shutting down the factory immediately.  The production cost worksheets must have the following:

1. List the following amounts: 
· fixed cost

· variable cost

· total cost

· marginal cost

· total revenue

· profit
2. Justify why it is important to leave the factory open or to shut down production.
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Shut down production
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