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[bookmark: _Toc44373758]Café Xaragua Report
[bookmark: _Toc44373759]Background Information
Café Xaragua is a coffee business set to be established through a partnership between Lehnert, Peckham, and Schneider in downtown Calgary. The location is ideal as it has numerous tourist attractions that will add to the dense population to provide a significant market for the café. The café's primary purpose is to provide unique coffee experience through coffee roasting; offering premium brewed coffee, specialty coffee drinking area, retail bags, and baked goods to the customers. The café will provide Arabica coffee sourced from the local farmer and process it at a cooperative network of farmers established in 1990. The partners will target to raise $75,000 of the capital from their families and $250,000 from the bank to service the budgeted expenditure for the next two years prepared.
	[bookmark: _Toc44373760]1(b) list of sale items
	

	CAFÉ XARAGUA

	regular coffee
	 $              750.00 

	drip cofee
	 $           1,000.00 

	backed product 50% customers
	 $              125.00 

	Coffee bag per10-ounce 10% of customers
	 $              412.50 



The café plans to gain a larger share of the market and competitive advantage through providing unique services. First, the café will provide two types of drinking coffee. A regular coffee will cost $3 and the drip coffee $4 for specialty drinking. This pricing is relatively lower compared to the competitors' $5. Hence, the café will get numerous customers. Also, the cafe will serve backed goods sold $2.5 to take with coffee. Moreover, the café has branded retail coffee bags with the cafe’s information sold at $16.50 and can carry up to 10-ounce of coffee. Finally, the café setting will have three portions one for roasting fresh coffee, another one for serving drinks, and the last setting for relaxing.
[bookmark: _Toc44373761]List of Expenditure
	CAFÉ XARAGUA

	COSTS
	 $ 
	 $ 

	Fixed Costs
	
	 

	Wages ($16*126*52) +20% benefit
	 $       125,798.40 
	 

	Manager wages
	 $         35,000.00 
	 

	Initial marketing
	 $         10,000.00 
	 

	Utility run 
	 $         23,565.00 
	 

	Insurance 
	 $           3,000.00 
	 

	Telephone /internet
	 $           3,600.00 
	 

	Miscellaneous 350*12
	 $           4,200.00 
	 

	legal fees:
	
	 

	License and permit
	 $         10,000.00 
	 

	Utility deposit 
	 $           2,000.00 
	 

	Rent deposit
	 $           6,000.00 
	 

	Roaster installation
	 $         16,000.00 
	 $    239,163.40 

	variable cost 
	
	 

	Marketing Cost
	 $         12,000.00 
	 

	Lease Payment
	 $         35,000.00 
	 $      47,000.00 



The café will have two professional staff per month being paid $16 per hour and 20% benefits for a 126-hour week. The wage is set to attract and motivate the stuff since the competitors are offering $9 per hour wage. Also, the café will be managed by Lehnert, who will be paid $35,000 for the two years. Moreover, the cafe projection for other administrative and selling expenses with the amount to $125,165, as shown in the table below. Additionally, when a contribution margin statement is prepared, it indicates a net operating profit of $ 95,261.60for the first year and $ 106,261.60 for the second year. The return on investment is 38 and 42%, respectively, indicating the café will be able to service the loan.
	[bookmark: _Toc44373762] Budgeted Contribution Statement

	CAFÉ XARAGUA

	Budgeted (Annual) contribution margin statement.

	Particulars
	1st year

	2nd year


	SALES REVENUE
	 
	 
	 
	 

	  regular coffee
	 $  273,750.00 
	 
	 $  273,750.00 
	 

	  drip cofee
	 $  365,000.00 
	 
	 $  365,000.00 
	 

	  backed product 50% customers
	 $ 114,062.50 
	 
	 $  114,062.50 
	 

	coffee bag per10-ounce 10% Customers
	 $ 150,562.50 
	 $ 903,375.00 
	 $  150,562.50 
	 $  903,375.00 

	Less: Cost of sale 
	 
	 
	 
	 

	Variable cost 60% selleing price
	 $ 542,025.00 
	 $ 542,025.00 
	 
	 $  542,025.00 

	Contribution margin
	 
	 $  361,350.00 
	 
	 $  361,350.00 

	Less: Fixed cost
	 
	 
	 
	 

	selling and distribution
	 
	 
	 
	 

	    Initial marketing expense
	 $ 10,000.00 
	 
	 
	 

	     Monthy marketing expenditure
	 $ 11,000.00 
	 
	 $    10,000.00 
	 

	legal fees:
	 
	 
	 
	 

	  Licence and permit
	 $ 10,000.00 
	 
	 $    10,000.00 
	 

	   Lease permit
	 $ 35,000.00 
	 
	 $    35,000.00 
	 

	administration expenses:
	 
	 
	 
	 

	Wages 
	 $ 125,798.40 
	 
	 $  125,798.40 
	 

	Manager wage
	 $ 17,500.00 
	 
	 $    17,500.00 
	 

	Initial marketing
	 $ 10,000.00 
	 
	 $    10,000.00 
	 

	Utility expense
	 $ 21,565.00 
	 
	 $    21,565.00 
	 

	Insurance 
	 $ 3,000.00 
	 
	 $      3,000.00 
	 

	Telephone /internet
	 $ 3,600.00 
	 
	 $      3,600.00 
	 

	mischellanious 
	 $ 4,200.00 
	 
	 $      4,200.00 
	 

	Depreciation expense 10 years
	$ 14,425.00 
	$  266,088.40 
	 $   14,425.00 
	 $  255,088.40 

	Net Operating Income
	 
	 $ 95,261.60 
	 
	 $  106,261.60 


The café cost volume analysis on the estimates indicates that the cafe breakeven sales revenue for the first year is projected to be $655,221, and the 637,721 for the following year. Moreover, the MOS in percentage for the café is 26% and 29% for the years respectively. This shows that the café can operate efficiently with a lower risk of making a loss. Additionally, the degree of operating leverage is the evaluation of how the net income will be affected by a percentage change in the sale. The café DOL indicates that the sales of the coffee and other items will able to pay for the expenses efficiently. Finally, if the café targets a profit of $50,000 at the end of the second year, it will have to increase its breakeven sales revenue to $380,088 to meet the target profit.
[bookmark: _Toc44373763]CVP Analysis
	Return on Investment (ROI) = Net Profit / Total Investment *100
	

	1st year
	 $                38.10 

	2nd year
	 $                42.50 

	
	

	
	

	3. Breakeven Analysis
	

	break even in $= fixed cost/contribution margin
	

	
	

	1st year
	 $       665,221.00 

	2nd year
	 $       637,721.00 

	
	

	Margin of Safety= Sales-Breakeven Point/Sales Revenue
	

	1st year
	 $                  0.26 

	2 nd year
	 $                  0.29 

	
	

	MOS IN %
	

	1ST YEAR
	26.36%

	2ND YEAR
	29.41%

	
	

	DOL =  Quantity*Contribution/(Q*S.P-Fixed Cost

	1ST YEAR
	 $                  1.00 

	2ND YEAR
	 $                  1.00 

	
	

	4. Target Profit
	

	Break-even with target profit = Fixed Cost + Target profit / Contribution Margin

	target profit
	 $         50,000.00 

	2nd year
	 $       380,088.40 

	
	



	5. (a) re-computation with 200 drinks
	

	CAFÉ XARAGUA

	Budgeted (Annual) contribution margin statement.

	PARTICULARS
	 2ndyear 
	 

	SALES REVENUE
	 
	 

	  Regular coffee
	 $       328,500.00 
	 

	  Drip cofee
	 $       438,000.00 
	 

	  Backed product 50% customers
	 $       136,875.00 
	 

	Coffee bag per10-ounce 10% customers
	 $       180,675.00 
	 $ 1,084,050.00 

	 
	 
	 

	Less: Cost of Sale 
	 
	 

	Variable Cost 60% selleing price
	 $       650,430.00 
	 $    650,430.00 

	contribution margin
	 
	 $    433,620.00 

	Less: Fixed Cost
	 
	 

	selling and distribution
	 
	 

	    Initial marketing expense
	 
	 

	     Monthly marketing expenditure
	 $         10,000.00 
	 

	legal fees:
	 
	 

	  licence and permit
	 $         10,000.00 
	 

	   lease permit
	 $         17,500.00 
	 

	administration expenses:
	 
	 

	Wages
	 $       125,798.40 
	 

	Manager Wages
	 $         35,000.00 
	 

	Initial Marketing
	 $         10,000.00 
	 

	Utility Run 
	 $         23,565.00 
	 

	Insurance 
	 $           3,000.00 
	 

	Telephone / Internet
	 $           3,600.00 
	 

	Mischellanious 
	 $           4,200.00 
	 

	Depreciation Expense 10 years
	 $         14,425.00 
	 $    257,088.40 

	Net Operating Income
	 
	 $    176,531.60 

	Return on Investment = Net Profit / Total Investment x 100
	 $  70.61 
	



Lehnert’s projection of 200-300 customers is viable. The operating income projected if 200 customers visit the café amounts to $176,531.60. While if 300 customers visit the café, the net profit will be $31,991.60. However, the results show considering 300 customers will result in lower income. Additionally, the ROI where net profit is matched against investment indicates that the café will be able to service the loan in the next few years, considering the sales are stabilized.
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	CAFÉ XARAGUA

	Budgeted (Annual) Contribution Margin Statement.

	Particulars
	 2ndyear 
	 

	Sales Revenue
	 
	 

	  Regular Coffee
	 $       219,000.00 
	 

	  Drip Cofee
	 $       292,000.00 
	 

	  Backed Product 50% customers
	 $         91,250.00 
	 

	Coffee Bag per10-ounce 10% customers
	 $       120,450.00 
	 $    722,700.00 

	 
	 
	 

	Less: Cost of sale 
	 
	 

	Variable Cost 60% selleing price
	 $       433,620.00 
	 $    433,620.00 

	Contribution Margin
	 
	 $    289,080.00 

	Less: Fixed cost
	 
	 

	Selling and distribution
	 
	 

	    Initial marketing expense
	 
	 

	     Monthy marketing expenditure
	 $         10,000.00 
	 

	Legal Fees:
	 
	 

	  Licence and permit
	 $         10,000.00 
	 

	   Lease permit
	 $         35,000.00 
	 

	administration expenses:
	 
	 

	Wages 
	 $       125,798.40 
	 

	Manager Wages
	 $         17,500.00 
	 

	Initial Marketing
	 $         10,000.00 
	 

	Utility Run 
	 $         23,565.00 
	 

	Insurance 
	 $           3,000.00 
	 

	Telephone / Internet
	 $           3,600.00 
	 

	Mischellanious 
	 $           4,200.00 
	 

	Depreciation Expense 10 years
	 $         14,425.00 
	 $    257,088.40 

	Net Operating Income
	 
	 $      31,991.60 

	
	
	

	Return on Investment = Net Profit / Total Investment *100
	 $   12.80 
	


[bookmark: _Toc44373765]Estimates and Cash Budget
	CAFÉ XARAGUA

	July-June cash budget for the first year

	particulars
	 jul  
	 aug 
	 sep 
	 oct 
	 nov 
	 dec 
	 jan 
	 feb 
	 mar 
	 april 
	 may 
	june

	bal b/d
	
	 $    176,053.88 
	 $  224,784.66 
	 $  275,802.94 
	 $   326,821.22 
	 $   375,551.99 
	 $ 426,570.27 
	 $    477,588.55 
	 $          521,744.32 
	 $ 1,192,747.10 
	 $      1,241,477.88 
	 $ 1,292,496.16 

	Sales receipts 
	 $         70,912.50 
	 $      68,625.00 
	 $    70,912.50 
	 $    70,912.50 
	 $     68,625.00 
	 $     70,912.50 
	 $   70,912.50 
	 $      64,050.00 
	 $          690,897.00 
	 $      68,625.00 
	 $           70,912.50 
	 $      68,625.00 

	loan
	 $       250,000.00 
	
	
	
	
	
	
	
	
	
	
	 

	totalrevenue (a)
	 $       320,912.50 
	 $    244,678.88 
	 $  295,697.16 
	 $  346,715.44 
	 $   395,446.22 
	 $   446,464.49 
	 $ 497,482.77 
	 $    541,638.55 
	 $       1,212,641.32 
	 $ 1,261,372.10 
	 $      1,312,390.38 
	 $ 1,361,121.16 

	less: cash payment
	
	
	
	
	
	
	
	
	
	
	
	 

	Asset paid for
	 $         44,250.00 
	
	
	
	
	
	
	
	
	
	
	 

	selling and distribution
	
	
	
	
	
	
	
	
	
	
	
	 

	    initial marketing expense
	 $         10,000.00 
	
	
	
	
	
	
	
	
	
	
	 

	     monthy marketing expenditure
	 - 
	 $        1,000.00 
	 $      1,000.00 
	 $      1,000.00 
	 $       1,000.00 
	 $       1,000.00 
	 $     1,000.00 
	 $        1,000.00 
	 $              1,000.00 
	 $        1,000.00 
	 $             1,000.00 
	 $        1,000.00 

	legal fees:
	
	
	
	
	
	
	
	
	
	
	
	 

	  licence and permit
	 $         10,000.00 
	
	
	
	
	
	
	
	
	
	
	 

	   lease permit
	 $         35,000.00 
	
	
	
	
	
	
	
	
	
	
	 

	administration expenses:
	
	
	
	
	
	
	
	
	
	
	
	 

	wage 
	 $         10,483.20 
	 $      10,483.20 
	 $    10,483.20 
	 $    10,483.20 
	 $     10,483.20 
	 $     10,483.20 
	 $   10,483.20 
	 $      10,483.20 
	 $            10,483.20 
	 $      10,483.20 
	 $           10,483.20 
	 $      10,483.20 

	manager wage
	 $           1,458.33 
	 $        1,458.33 
	 $      1,458.33 
	 $      1,458.33 
	 $       1,458.33 
	 $       1,458.33 
	 $     1,458.33 
	 $        1,458.33 
	 $              1,458.33 
	 $        1,458.33 
	 $             1,458.33 
	 $        1,458.33 

	initial marketing
	 $         10,000.00 
	
	
	
	
	
	
	
	
	
	
	 

	utility expense
	 $         21,565.00 
	 $        2,142.27 
	 $      2,142.27 
	 $      2,142.27 
	 $       2,142.27 
	 $       2,142.27 
	 $     2,142.27 
	 $        2,142.27 
	 $              2,142.27 
	 $        2,142.27 
	 $             2,142.27 
	 $        2,142.27 

	insurance 
	 $              250.00 
	 $           250.00 
	 $         250.00 
	 $         250.00 
	 $          250.00 
	 $          250.00 
	 $        250.00 
	 $           250.00 
	 $                 250.00 
	 $           250.00 
	 $                250.00 
	 $           250.00 

	telephone /internet
	 $              300.00 
	 $           300.00 
	 $         300.00 
	 $         300.00 
	 $          300.00 
	 $          300.00 
	 $        300.00 
	 $           300.00 
	 $                 300.00 
	 $           300.00 
	 $                300.00 
	 $           300.00 

	mischellanious 
	 $              350.00 
	 $           350.00 
	 $         350.00 
	 $         350.00 
	 $          350.00 
	 $          350.00 
	 $        350.00 
	 $           350.00 
	 $                 350.00 
	 $           350.00 
	 $                350.00 
	 $           350.00 

	interest 13%
	
	 $        2,708.33 
	 $      2,708.33 
	 $      2,708.33 
	 $       2,708.33 
	 $       2,708.33 
	 $     2,708.33 
	 $        2,708.33 
	 $              2,708.33 
	 $        2,708.33 
	 $             2,708.33 
	 $        2,708.33 

	depreciation expense 10 years
	 $           1,202.08 
	 $        1,202.08 
	 $      1,202.08 
	 $      1,202.08 
	 $       1,202.08 
	 $       1,202.08 
	 $     1,202.08 
	 $        1,202.08 
	 $              1,202.08 
	 $        1,202.08 
	 $             1,202.08 
	 $        1,202.08 

	total payments(b)
	 $       144,858.62 
	 $      19,894.22 
	 $    19,894.22 
	 $    19,894.22 
	 $     19,894.22 
	 $     19,894.22 
	 $   19,894.22 
	 $      19,894.22 
	 $            19,894.22 
	 $      19,894.22 
	 $           19,894.22 
	 $      19,894.22 

	balc/d (a-b)
	 $       176,053.88 
	 $    224,784.66 
	 $  275,802.94 
	 $  326,821.22 
	 $   375,551.99 
	 $   426,570.27 
	 $ 477,588.55 
	 $    521,744.32 
	 $       1,192,747.10 
	 $ 1,241,477.88 
	 $      1,292,496.16 
	 $ 1,341,226.93 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 



Assuming the café will receive  250 customers daily over the next year on commencing the business, the projected cash revenue and payments in the cash budget shows that the business will be on float monthly and annually. This is because the difference between the cafe cash revenues generated and total expenditure is positive figures. Also, the payment of interest from the month of august does not affect the cash in the business. Hence, the cafe will be able to pay the loan interest over the next five years fully.
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	CAFÉ XARAGUA

	July-June cash budget for the first year

	Particulars
	
	 

	Cash Revenue
	 $       903,375.00 
	 

	Loan
	 $       250,000.00 
	 

	Total Revenue(a)
	
	 $ 1,153,375.00 

	Less: Payments
	
	 

	Asset paid for
	 $         44,250.00 
	 

	Selling and Distribution
	
	 

	    initial marketing expense
	 $         10,000.00 
	 

	     monthly marketing expenditure
	 - 
	 

	Legal Fees:
	
	 

	  Licence and permit
	 $         10,000.00 
	 

	   Lease Permit
	 $         35,000.00 
	 

	administration expenses:
	
	 

	Wages 
	 $       125,798.40 
	 

	Manager wages
	 $         17,500.00 
	 

	Initial Marketing
	 $         10,000.00 
	 

	Utility Expense
	 $         21,565.00 
	 

	Insurance 
	 $           3,000.00 
	 

	Telephone / Internet
	 $           3,600.00 
	 

	Mischellanious 
	 $           4,200.00 
	 

	Interest 13%
	 $         29,791.67 
	 

	Depreciation Expense 10 years
	 $         14,425.00 
	 

	Total Payments(b)
	
	 $    329,130.07 

	Bal c/d (a-b)
	 
	 $    824,244.93 



[bookmark: _Toc44373767]SWOT Analysis
The café will be located in a highly competitive environment. The café's primary strength is the provision of unique services, which are divided into three portions hence meeting the demands of different customers who are sensitive to coffee taking lifestyle. Also, the café has a lucrative remuneration package which motivates the staff to work. Moreover, partners' ideas to partner with neighboring businesses will help the business diversify its network reaching more customers in the process. The café's weakness is capital accumulation since the bank loans have high-interest rates, which will take up a substantial portion of the revenue generated.
The café benefits from the opportunity of easy access to the raw material as the partners have preestablished relations with the farmers. The positioning of the café in Calgary town, which has recorded rapid development in infrastructure, will help the café grow with developments in the town. The café's major threat is the risk of mismanagement since all the partners will not be part of the management team after two years. Considerably, the pricing will affect the revenue return even though it attracts numerous customers. Finally, customer satisfaction may be a challenge since the customers' taste, and preference is dynamic; hence the business will have to invest heavily in promotion and market trend monitoring.
[bookmark: _Toc44373768]Conclusion
The café business is lucrative and viable for starting. The business projections on cost and expected return are achievable and positive. Also, by venturing into coffee brewing and roasting, the business will satisfy a significantly large pool of customers who need more than the coffee atmosphere. The management should consider evaluating its variable cost, thus grow the contribution margin. Additionally, the management should think of incorporating technology in the business for efficient tracking and management of orders 
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