
big macs
decision

Resources for Courses

Michael McDonald (Mac), owner of Big Macs Burgers Ltd is looking at ways to increase revenue. 
He is trying to decide whether to increase his advertising or launch a new type of burger, the
Magic Mac. He has decided to use a decision tree to assist him in the decision making process.

Increase Advertising

If Mac increases his advertising, there is a possibility that this could result in a big impact on sales
(high) or a smaller impact on sales (low).

The expected value of high sales is £21,000. The probability that sales will be low is 0.3. The (total)
expected value of increasing his advertising is £25,500 and the cost of increasing advertising
would be £10,000. 
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Question 1
How much revenue would Mac receive if there was a smaller (low) impact on sales?

Question 2
How much revenue would Mac receive if the increase in advertising had a big (high) impact 
on sales?

Question 3
If the Magic Mac is in low demand, what would 
the forecasted revenue be?

Launch a New Type of Burger – The Magic Mac

The cost of launching the Magic Mac is £3,000. Mac forecasts that if the burger is in high 
demand then the revenue will be £10,000. The probability of the Magic Mac being in high demand
is 0.6. If the Magic Mac is in low demand then the expected value would be £2,800.SA

M
PL

E



thethethethetheMagicmac

big macs decision Resources for Courses

Question 4
What is the net gain of the Magic Mac?

Question 5
Draw a Decision Tree based on the information above. Calculate the expected value of each
outcome, total expected value of each decision and the net gain for each decision.
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Big Macs Decision – Answers

Question 1 How much revenue would Mac receive if there was a smaller (low) impact on sales?

£15,000 

Broken down as follows:
£25,500 - £21,000 = £4,500 / 0.3 = £15,000

Question 2 How much revenue would Mac receive if the increase in advertising had a big (high)
impact on sales?

£30,000 

Broken down as follows:
£21,000 / 0.7 = £30,000

Question 3 If the Magic Mac is in low demand, what would the forecasted revenue be?

£7,000 

Broken down as follows:
£2,800 / 0.4 = £7,000

Question 4 What is the net gain of the Magic Mac?

£5,800 

Broken down as follows:
£2,800 + (£10,000 x 0.6) - £3,000 = £5,800
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Question 5

INCREASE
ADVERTISING

High

0.7

Low

0.3

High

0.6

Low

0.4

LAUNCH THE
MAGIC MAC

£10,000

£3,000

DO NOTHING

£30,000

£15,000

£10,000

£7,000

£0

Increasing Advertising

High Demand: Expected Value 0.7 x £30,000 = £21,000
Low Demand: Expected Value 0.3 x £15,000 = £4,500
Total Expected Value £25,500
Net Gain £25,500 - £10,000 = £15,500

Launch the Magic Mac

High Demand: Expected Value 0.6 x £10,000 = £6,000
Low Demand: Expected Value 0.4 x £7,000   = £2,800
Total Expected Value £8,800
Net Gain £8,800 - £3,000 = £5,800
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