Saskatoon Brew Pub, Guy Keeler




Executive Summary
 Introduction

The following is a business plan outlining the development and feasibility of the Saskatoon Brew Pub.  The Saskatoon Brew Pub is to be located within Saskatoon and is committed to producing a Saskatchewan based product.  By setting up the business as a brew pub, the company will benefit from the reduced taxation compared to setting up a business whose objective is to only produce, bottle and sell beer.

The Saskatoon Brew Pub’s mission is “To profitably produce a high quality brew to be served in a relaxing and sociable environment.  All products are made in Saskatchewan to allow everyone to experience the Saskatchewan way of life.”

Operations Plan

The Saskatoon Brew Pub is to be located on 51st Street.  The 3000sq ft building is to be leased on a yearly basis.  The building is sectioned into two areas: beer and food production, and the lounge.  A supply shed will be added as an extension to store malt supplies and other equipment for the brewing process.  A wide range of beer (house and brand names), spirits and food will be served to the public.  The Saskatoon Brew Pub will operate from 11am to 2am daily (Sunday: 11am-12am). To meet the demands of the customers brewing will occur on a regular basis.
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Figure 1. The brewing process flow diagram. (Source:  CDC Inc. Brewing Process from Grain to Glass, 2003).

Grain Mill: The grain mill is used to split the husk to reveal the starchy endosperm to allow for efficient extraction and the husk will act as a filter for the wort.
Mash Tun: The mashing is the process that converts the starch from the milled malt and solid adjuncts into fermentable and un-fermentable sugars to produce wort of the desired composition.  Mashing involves mixing milled malt and solid adjuncts with water at a set temperature and volume to continue the biochemical changes initiated during the malting process. Following the mashing process the wort is separated from the spent grain and adjuncts..

Brew Kettle: From the mash tun the wort is moved back to the brew kettle where hops are added and the wort-hop solution is boiled for approximately 1.5 hours.  The next step is to separate the hop debris and the trubaceous matter (hot break) from the boiled wort before cooling. 

Heat Exchanger: The clear wort is then drawn off and sent to the wort cooler.

Fermenter:  Once cooled, living active yeast is added to the wort, it travels to the fermentation tanks.  Fermentation is the microbiological process in which yeast converts sugars in the wort into alcohol and carbon dioxide. Fermentation is complete in approximately one week, and the yeast is either removed from the top of the brewing tank (for ale) or from the bottom (for lager).
Filter: Filtration is needed to remove residual yeast, other turbidity-causing materials, and microorganisms in order to achieve colloidal and microbiological stability.
Bright Beer Tanks: After filtration the beer will be transferred to bright beer tanks where it is stored in bulk until needed to be moved into the serving tanks.
Serving Tanks: The beer is transferred into the serving tanks and ready for the customer consumption.
Capital Costs

To commence operations the Saskatoon Brew Pub will incur the following capital costs to operate the business.

Table 1. Estimated capital budget summary.
	Equip. Costs (brewing+ restaurant)
	150,685.00

	Working Capital
	42,840.00

	Building Costs (lease + furnishings)
	       64,475.00

	Total Capital Required
	$258,000.00


The cost of producing the house ales can be seen in table 2.
Table 2. Total cost of production of house brew
	Costs of Production per Pint and Ounce of House Draft
	2004

	Direct Materials
	 $8,082

	Direct Labour
	$59,835

	Total Direct Costs
	$67,917

	Cost per Pint
	$3.66

	  Selling Price
	$4.00

	Cost per Ounce
	$0.23

	  Selling Price
	$0.25


Human Resource Management

The Saskatoon Brew Pub will be led by a board of directors.  The board of directors will consist of five internal directors (the investors) and 2 external directors (business people with knowledge on the brewpub industry).  The facility manager and brew master will be hired by the board of directors.  The facility manager will then hire and organize all other staff.  The facility manager, brew master, kitchen manager and head bartender will have experience and expertise in their area of work and the head of each sector will be in charge of the ‘on the job’ training for all additional employees.  Figure 2 shows an outline of the organizational structure.
[image: image1]
Figure 2. The organizational structure for the Saskatoon Brew Pub
Facility Manager: Responsible for hiring of additional employees, running of facility and oversee all aspects of the business.

Brew Master: Responsible for production and recipe formulation of all house brews, ordering of supplies and maintenance of all equipment.

Head Bartender: Responsible for training of all new bartending employees, ordering of supplies and general bar work.

Kitchen Manager: Responsible for training of new kitchen workers and servers, will be responsible for ordering kitchen supplies and cooking food.

Part-time cooks: Work with the kitchen manager to cook food for customers.

Part-time bartenders and servers: Will work under their head of department to serve customers their food and beverage orders.

Office Clerk: Part-time employee responsible for filling, invoice payments, payroll and general office duties.

Table 3. Summary of wages and salaries of employees.
	Direct Labour
	2004
	2006
	2008
	2010
	2012

	Brew Master
	55000.00
	56997.82
	59068.21
	61213.80
	63437.33

	TOTAL salaries 
	55000.00
	56997.82
	59068.21
	61213.80
	63437.33

	Salary benefits
	4834.50
	5010.11
	5192.10
	5380.69
	5576.14

	 
	
	
	
	
	 

	Head Bartender 
	20800.00
	21555.54
	22338.52
	23149.95
	23990.85

	Bartender
	65356.20
	67730.20
	70190.43
	72740.03
	75382.24

	Kitchen Manager
	20800.00
	21555.54
	22338.52
	23149.95
	23990.85

	Part time cooks
	25636.00
	26567.20
	27532.23
	28532.31
	29568.72

	Servers
	58094.40
	60204.62
	62391.49
	64657.80
	67006.43

	 Total Wages  
	190686.60
	197613.10
	204791.20
	212230.03
	219939.08

	Wage employee benefits 
	25609.21
	26539.44
	27503.46
	28502.49
	29537.82

	TOTAL Direct Labour
	 $276,130.31 
	 $286,160.47 
	 $296,554.96 
	 $307,327.02 
	 $318,490.37 

	 
	
	
	
	
	 

	Management salaries
	
	
	
	
	 

	Facility Manager
	48000.00
	49743.55
	51550.44
	53422.95
	55363.49

	Office Clerk
	12500.00
	12954.05
	13424.59
	13912.23
	14417.58

	Total  salaries
	60500.00
	62697.60
	64975.03
	67335.18
	69781.07

	Benefits from salary employee
	4979.15
	5160.01
	5347.44
	5541.69
	5742.98

	TOTAL Management Salaries
	 $  65,479.15 
	 $  67,857.61 
	 $  70,322.47 
	 $  72,876.87 
	 $  75,524.05 

	Note: Salaries are increasing by 1.8% inflation; salaries are estimates from Salary Expert.com (2003) and Portland Brewing Company (2003).  Benefits include: employment insurance, Canada Pension Plan, holiday pay and workers compensation.


 Marketing Plan

It is important to market the Saskatoon Brew Pub to its fullest potential.  The main factor affecting its feasibility is the number of customers coming to the brewpub per day and in order to reach its goals marketing must be done.  The Saskatoon Brew Pub will target 3 segments of the market:

· The Industrial Workers

· Young Professionals 

· Middle Aged
Since the location is a limiting factor to other target markets such as students, the industrial workers will be the main market to be targeted.  The large number of people working in the area will be able to visit the brew pub for lunch and after work drinks and meals.  Marketing towards workers within the industrial area will be achieved via the distribution of flyers within workplaces. 

 Since the brewpub location is close to Saskatchewan Place, flyers or advertising on the tickets will allow potential customers to discover the Saskatoon Brew Pub.  Promotional evenings will be held to help increase the sales of the house draft.  It is expected that the brew pub will receive approximately 170 customers per day and each customer will stay for 2 hours and buy 2 drinks and 1 meal.  Meal prices vary from $3 (snack), $5 (lunch) and $10 (full meal).  All prices are set to increase will inflation (1.8%) and growth in sales will increase annually.

Other forms of advertising include radio broadcasts to be played on popular Saskatoon radio stations.  The marketing budget can be seen in table 4 below.

Table 4. Marketing Budget.
	Promotion
	Cost

	Flyers and Handouts
	$3500

	Radio Advertisements
	$6500

	Total Cost
	$10,000


There is a large number of brew pubs within Saskatoon to which the Saskatoon Brew Pub will have to compete with, these include: Maguires, The Fox and Hound, Whisky Jacks, The Hose and Hydrant, and Bridges Ale House.  Not only will the brewpub compete with these businesses, but it will also compete with restraints, nightclubs and any other activity to which the consumer chooses to spend their entertainment dollar.  The location of the brewpub has the advantage of few competitors within the area, with the closest being The Fox and Hounds.

 Financial Plan

The financing for this venture is provided by the sale of shares and by a business loan.  Shares will be distributed with the allocation of 51% of the shares to the initial investors (potentially the farmers) and the additional 49% will be sold to local people who would like to invest in the business.  A bank loan will be used to finance the remainder of the venture at an interest rate of 8%, as can be seen in table 5.
Table 5. Table showing the sources of financing.

	FINANCING SOURCE
	AMOUNT

	Long Term Debt
	$80,000

	General Partners
	$90,000

	Limited Partners
	$88,000

	TOTAL
	$258,000


Dividends will be paid out when the end of year cash flow is in the excess of $50,000.  Providing 170 customers enter the brewpub per day and consume two drinks and a meal in two hours the expected divided payouts are shown in table 6.
Table 6. Summary of dividends paid to initial investors. 

	Year
	2004
	2006
	2008
	2010
	2013

	Dividends Paid
	                0    
	     $51,766
	     $68,751
	     $93,660
	   $138,599 


In summary, even in the first year of business the Saskatoon Brew Pub produces a small profit which continues to grow in subsequent years (table 7).  It can be seen that the IRR of 44% is achieved which is substantially greater than the required 15%.  The continuing positive cash flow shows that the business is able to not only meet the demands of interest payments but is also able to payout dividends.
Table 7. Summary of net income, end of year cash flow and dividends paid when the Saskatoon Brew Pub receives 170 customers per day.
	Year
	2004
	2005
	2006
	2007
	2008

	Net Income
	          $910
	     $24,909
	     $39,080
	     $53,287
	     $69,557

	End of Year Cash
	   $100,831
	   $101,766 
	   $109,849
	   $118,751 
	   $130,681

	Dividends Paid
	                0    
	     $50,831      
	     $51,766
	     $59,849
	     $68,751

	Year
	2009
	2010
	2011
	2012
	2013

	Net Income
	     $86,119
	   $103,161
	   $120,813
	   $138,652
	   $156,762

	End of Year Cash
	   $143,660
	   $157,728
	   $172,884
	   $188,599
	   $204,872

	Dividends Paid
	     $80,681
	     $93,660
	   $107,728
	   $122,884
	   $138,599 


149 customers per day is the lowest that the business can receive.  At this level a profit is not made until the fourth year based on the sales projections (table 8).  However, even at 149 customers per day, the IRR is 15% over the ten year period, which is the lowest acceptable rate.  It should also be noted under this scenario the year end cash never gets too low, and therefore even when a profit is not made, cash flow should not be a problem.
Table 8.  Summary of net income, end of year cash flow and dividends paid when the Saskatoon Brew Pub receives 149 customers per day.

	Year
	2004
	2005
	2006
	2007
	2008

	Net Income
	  ($66,067)
	  ($30,193)
	  ($11,307)
	       $7,457
	     $28,869

	End of Year Cash
	     $33,685
	     $30,401
	     $39,859
	     $62,774
	     $89,985

	Dividends Paid
	                0
	                0                      
	                0
	                0
	     $12,774

	Year
	2009
	2010
	2011
	2012
	2013

	Net Income
	     $50,561
	     $54,449
	     $62,152
	     $77,661
	     $93,864

	End of Year Cash
	   $108,094 
	   $109,058
	   $114,214
	   $127,599
	   $141,964

	Dividends Paid
	     $39,985
	     $58,094
	     $59,058
	     $64,214
	     $77,599


Internal Rate of Return on Equity Investment – 15%

External Rate of Return on Equity Investment – 11%
In summary, the financial plan indicates that the brewpub has the potential to be financially viable.  The success all comes back to one key variable, attracting sufficient customers.  The financing of the brewpub has accounted for a potentially sluggish start, this being the reason behind the large amount of extra cash on hand.  The location, an excellent product, and adequate marketing should put the brewpub in a position to be a success.  Attracting adequate financing may be difficult given the risk factor of the venture and the high percentage of investor equity required. However the potential for an excellent payoff also exists.  Investor patience may be required as shown in table 15 in which the minimum number of customers for viability prevents dividends not being paid out until the fifth year of operation.  Overall the brewpub has a good chance for financial success given the right people can be put into place. 
 Conclusion

After completing the business plan for the Saskatoon Brew Pub it has been concluded that the venture is feasible.  The financial plan has shown that the Saskatoon Brew Pub will have an IRR of 44% when 170 customers visit the establishment per day.  The main problems associated with the feasibility will be ensuring that there are enough customers per day and that adequate equity is invested.  Providing that these two issues are not a problem, the Saskatoon Brew Pub appears to be an excellent addition to the Saskatoon business community.
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