Chapter 1

Understanding “Profit”

Because this book is all about “how to generate profit” from your coffee
business, let’s begin by talking about what profit is, and how it’s made. To put
it simply, profit is the money that is left over from sales after you have paid all
your bills. Profit is usually calculated over a specific period of time, typically a
calendar month. So, at the end of the month, if there is money remaining from
your sales after you have paid all your expenses related to that same month,
you were profitable J. However, if there isn’t enough money to cover all your
expenses, and to pay you a livable wage, then you lost money L.
To determine how large your profit or loss are, you’ll need to know what your
sales, cost of goods, and expenses were for each month.
“Sales” are obviously the revenue you take in from selling your products and
services. In a coffee business, product sales are generated from your
customers’ purchases of beverages, food, retail merchandise, and whole bean
coffees. Income from services isn’t typical to most coffee businesses, but might
be generated if you sell WIFY access to the Internet, cater special events, rent
out a private room to groups, or perhaps collect a “cover-charge” when you are
offering live entertainment.
Next, you must subtract your “cost of goods” (also known as “cost of sales”)
from your sales. Cost of goods is the dollar value of the items and ingredients
that were used to create your sales. When I talk of “items” I’m referring to
finished products that you buy and resell, like bottled drinks, pastries and
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desserts that you buy from a bakery, etc. “Ingredients” on the other hand, are
components of items that you prepare in store, like coffee beans, milk, flavored
syrups, bread, sandwich meats and cheeses, etc. Beyond beverage and food
items/ingredients, paper products, cleaning chemicals, retail merchandise, and
whole bean coffees for retail sale are also a cost of goods. Think about it, if you
were serving 1,000 customers per day, would you not use a lot more paper
cups, plastic lids, napkins, hand soap, dish detergent, and paper towels than if
you were only serving 100 people? Of course you would.
When calculating a cost of goods, it will be helpful if you break down your cost
calculations into some subcategories like, beverage cost, food cost, retail
merchandise/whole bean coffee cost, and paper & chemical cost. By doing this,
when you have a cost-control problem, you’ll have a better idea of where to go
looking for it. When you combine all of your cost of goods categories, and divide
that by your total sales, your overall cost should typically range between 32%
and 38%.
Example: Let’s say you generated $10,000 in sales last month, and you used
$3,500 in product to produce those sales, then your cost of goods was 35.0%
($3,500 ÷ $10,000 = .35 or 35%). We would also understand that there was
$6,500 left over after subtracting your cost of goods from sales ($10,000 $3,500 = $6,500). This is known as your “Gross Profit from Sales.” So, in this
case you made a bunch of money, right? No, sorry, probably not; now you must
subtract all your “other expenses” from your gross profit to see what your
actual bottom line profit or loss was.
These other expenses will include such things as employee and management
labor, payroll taxes, repair and maintenance, small wares & china, utilities,
trash pick-up, rent, office supplies, bank & credit card fees, insurance, licenses
& permits, cash over/short, bank loan payments, dues & subscriptions,
promos & comps, professional services, etc., etc. (We’ll explore cost of goods
calculations in much greater detail a little later on in this book.)
Even if you keep no books and have no numbers to look at, you’ll probably still
know whether or not you were profitable. If you haven’t been able to pay all of
your bills each month, and the unpaid balances are getting larger, and there’s
no money left to pay yourself, I don’t have to tell you that you aren’t profitable;
you’ve probably already figured that out. L
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So, why is profit eluding you? Absence of profitability can be attributed to a
lack of sales, a lack of control over costs and expenses, or a combination of
both. While there is always room to tighten controls to reduce costs and
expenses, lack of sales is the culprit that prevents most coffee businesses from
realizing a profit. Insufficient sales might be the result of a poor location, a lack
of marketing, a limited menu, unappealing products, slow or unfriendly
service, or uninviting ambiance.
A certain level of sales will be required to make money. What that level is, will
be determined by the unique conditions of your business, (your average
transaction amount, the number of people who visit each month, and your total
expenses). The truth is, even a very inexperienced operator, who is making
some mistakes, may find it impossible to not make a profit if their sales are
extremely vibrant. And conversely, a seasoned veteran manager, with years of
experience, may find it impossible to generate a profit if sales aren’t great
enough. If you own a typical sit-down café, the graph below shows the
approximate profit/loss that you can expect at different levels of annual sales.

Understand that as your sales increase, your cost of goods should remain
about the same as a percentage of sales. So, from our earlier example, if you
used $3,500 of ingredients to generate $10,000 in sales, (making you cost of
goods 35%), then you could expect that if you generate $100,000 in sales, your
product usage should still remain about 35%, or $35,000. What obviously also
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increases as sales increase, is the gross profit that’s left after you subtract your
cost of goods. You would go from $6,500 of gross profit generated from $10,000
of sales, to $65,000 of gross profit from $100,000 of sales. This will give you a
lot more money with which to pay bills, yourself, and a lot more will be left over
as profit. I’m not suggesting that if your current sales are $10K a month, that
you should expect to be able to increase them to $100K, but it illustrates the
impact that increasing sales will have on your profitability.
What’s even more exciting is that as sales increase, bottom line profit will
increase exponentially! In other words, profit will increase at a faster rate than
sales. So, if your sales double, your profit might increase by 2 ½ or 3 times.
This happens because most of your expenses won’t increase by the same
percentage that your sales increase, and some won’t increase at all. Expenses
such as labor, payroll taxes, employee meals, and credit card fees will grow
slightly as sales increase. But, your fixed expenses, such as, rent, insurance,
utilities, office supplies, bank loan payment, licenses & permits, professional
services, etc., won’t increase at all. To put it simply, build sales and profit will
blossom! (A good portion of the upcoming chapters in this book will deal with how
to increase your sales.)
The example on the following page is 3-monthly income statements for a drivethru coffee business, each reflecting a different level of sales. It illustrates how
profit increases at a higher percentage than sales. Note that the increase in
sales between the left hand column and middle column, (200 & 300
transactions per day), is 150%, ($29,250 ÷ 19,500 = 1.5 or 150%). However, the
profit increased by 222%, ($3,652 ÷ $1,642 = 2.22 or 222%). Likewise with the
difference between 300 and 400 transactions per day, sales increase by 133%,
($39,000 ÷ $29,250 = 1.33 or 133%), and profit by about 216%, ($7,883 ÷
$3,652 = 2.158 or 216%). It’s also interesting to note, that these increases in
profit occurred even as monthly expenses increased. (Remember, some
expenses would be expected to rise as sale increase.)
If you currently aren’t making any money from your coffee business, don’t feel
bad. The truth is 95%+ of coffee businesses don’t make any money in their first
6 to 12 months of operation, and sadly, many never turn a profit. I’m not
saying that sometimes people don’t just get lucky. I’ve had past clients who
opened, and hoards of consumers came in from the very first day, and their
operation generated a profit in the first month, and never looked back. This is
wonderful when it happens, but it’s not typical. Like most things in life that are
worth having, you’ll probably have to work hard to attain profitability in your
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business. But, the good news is, if you’re not allergic to hard work, the
following chapters will provide you with a “road map” to move your business to
profitability.
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