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IDENTIFICATION OF CRITICAL PROBLEMS OR ISSUES: 
After considering the accountant’s comments and estimations, Joshua Mathew is no longer sure whether he should still move forward with his decision to open the new restaurant.  The main problem for J.M.’s Signature Restaurant is his plan to have 96 dining seats and 40 bar seats, which give more than 60 square feet of space per seat.  Whereas, on average, full service restaurants have 28.1 square feet per seat.  In short, the restaurant would need to considerately outperform their competitors’ average, plus have a high turnover of seats at lunch and dinner to generate the target revenue of $4 million.  
ANALYSIS OF KEY ISSUES: 
Seats: The number of seats is an important factor that needs to be determined before any of the renovations take place as it will influence the layout and the feel of the restaurant.  The restaurant could more easily reach its target revenue of $4 million by simply having more seats and serving more customers at once.  
Staff: The plan is to have 71 employees working for the restaurant.  Well trained, knowledgeable and friendly staff can positively contribute to the dining experience, but employee salaries are a large business expense and should be closely monitored.  
Decor: Joshua Mathew plans on renovating the restaurant with a “French bistro and London cool” atmosphere.  However, he needs to consider the fact that the previous restaurant, Cape Cod Club, had a similar New England atmosphere which critics partly blamed for its failure to succeed.  Decor and style need to be addressed immediately, before creating the layout for the restaurant and starting renovations.  
Location: The entertainment district of downtown Toronto overlaps the business district; the restaurant’s target market for lunch should be the businessmen crowd going for lunch meetings, and for the dinner those going out to dine and see a show.  The entertainment district will attract local customers, but also tourists who are unfamiliar with the area.  
Menu: The chef is expected to create a special dish every two weeks; however, most restaurants have specials that change weekly.  Furthermore, the owner planned on sending restaurant recipes by email to customers; this should not be part of the restaurant business plan, as it allows potential customers to cook their restaurant favorites at home when they could be dining at the restaurant.  Additionally, the menu items are not original or memorable; the restaurant is located in the highly competitive entertainment district of downtown Toronto, therefore it is crucial for the restaurant to offer memorable meals.    
MARKETING ALTERNATIVES AND RATIONALE: 
Because J.M.’s Signature Restaurant is new and largely unknown, the full 5% of revenues should be spent on marketing.  Mathew should definitely mail his 2000 postcards to his client base from his other restaurants, the more people know about the restaurant, the more the likely it is to attract more and more customers through word of mouth.  
Because the restaurant is located in the entertainment district of Toronto, a popular tourist destination, advertising should be mostly directed towards tourists.  The restaurant can advertise via internet marketing tools; it is one of the cheapest forms of advertising with a monthly rate of $30 and ads will automatically appear in target market appropriate locations such as Toronto tourist website, etc.  
As for promotions, the restaurant should offer seasonal promotions directed at their target markets such as discounts for office/business lunches (groups of 5 or more) as well as promotions for “dinner and a show” on selected dates.  
The physical exterior of the restaurant needs to look inviting and appealing for spur of the moment customers, including tourists, who happen to walk by.  
RECOMMENDATION: 
Option 1: 
Seats & Staff: The owner should consider allocation around 30 square feet of space per seat, which is more space than the average full service restaurant.  The feel of a spacious environment can be addressed through layout and decor.  Also, the number of bar seats should be reduced to 20 because people generally go to restaurants with the intention to dine at a table; the bar seats could be used as a waiting area when the restaurant is full and people drop by without any reservations, but should not be a focal point for the restaurant.  Additionally, the number of staff employees must be carefully managed and updated according to business to ensure a successful outcome.  Because there are more customers to serve, there should be at least 90 employees who are well trained and experienced on staff.    
Decor & location: With dinner bills expected to be over $50 per person, the owner should consider a classy and more sophisticated atmosphere that could match any European style menu and appeal to a more diverse clientele which can accommodate their varying target markets (greatly influenced by the downtown location); businessmen during lunch time, plus regulars and tourist for dinner and Sunday brunch.    
Menu: The chef should follow the same industry standard and offer a weekly special; this also inclines the customers to think of the restaurant as “fresh” and innovative.  Furthermore, instead of sending recipes, J.M.’s Signature Restaurant should use emails and the restaurant website to describe the weekly specials and invite customers to dine at J.M.’s Signature restaurant, as well as advertise promotions and events.  Additionally, the restaurant can offer “signature” items that customers recognize, but they should be prepared in an original and tasty manner.  The menu should offer more elegant descriptions to reflect the quality and preparation required for each dish.  Furthermore, this can add value to the food and convince customers that the food is worth the higher price they are paying.
Option 2: 
On the other hand, the restaurant could keep its spacious atmosphere of over 60 square feet per seat, but still reduce the number of bar seats to make a little more room for the dining room.  However, the restaurant will need to reduce the number of staff from 71 to 50-60 (depending on business) in order to reduce the business’ service expense.  Furthermore, the restaurant should sell its meals at higher prices and attribute as much value as possible to their dishes by using quality ingredients, tasty preparation methods, eloquent menu descriptions and having an overall sophisticated atmosphere and decor.  The higher prices and reduction in staff will help ensure the business meets its target revenue of $4 million.  Decor, location and menu should follow the same modifications as option 1.  
With both options, the success rate should be measured in multiple ways: firstly, by the number of seat turnover for lunch and dinner, secondly with customer feedback and surveys – which can be tracked and filled out on the restaurant website, and also by tracking sales and seeing if the target revenue goal has been reached at the end of the year.  

APPENDIX A:
INITIAL ACCOUNTANT’S ASSESSMENT (Exhibit 5)
Revenue1					$2,772,000
Cost of goods sold2			       	     970,200
Gross margin				 	  1,801,800
Expenses 			
Salaries and benefits3				  1,170,000
Occupancy costs4				     207,000
Direct operating expenses5 			     155,200
General and administrative6			     102,600
Marketing7 					     138,600
Total expenses					$1,773,400
Net profit8					       28,400
1Assume average lunch bill of $20; 96 seats, 350 days open, 1 turn.  Total lunch sales equals $672,000.  Dinner same at bill of $55 ($55*96*350*1).  Total dinner sales equals $1,848,000.  Assume bar generates $18/seat/day*350 days = $8*40 seats*350 days = $252,000.  Total = $2,772,000.  
2Industry average = 35% of sales.  
371 total staff.  Assume 60 staff @ $8.00 per hour *34 hours/week*50 weeks.  Total = $840,000.  Assume 11 staff * $30,000/year = $330,000. Total = $1,170,000.  
4$22/square foot*5,500 square feet = $127,000.  Property taxes and insurance = $80,000.  Total = $207,000.  
5Direct operation expenses include paper supplies, cleaning supplies, linens, tableware and kitchen utensils.  Industry average is 5.6% of sales and = $155,200.  
6General and administrative includes office supplies, postage and telephone, data processing, commissions on credit card charge collection fees, and other related expenses.  Industry average is 3.7% of sales = $102,600.  
7Marketing expenses include advertising and promotions.  Industry average is 5% of sales = $138,600.  
8Net profit before taxes.  Total startup costs are $750,000.   

*Source: LOVELOCK, Christopher & WIRTZ, Jochen & BANSAL, Harvir Singh.  “Services Marketing, People, Technology, Strategy”, Pearson Prentice Hall, Canadian Edition, Toronto, 2008, p. 532.  


APPENDIX B:

REVISED ASSESSMENT 
Revenue1					$5,691,000
Cost of goods sold2			       	  1,991,850
Gross margin				 	  3,699,150
Expenses 			
Salaries and benefits3				  1,552,000
Occupancy costs4				     207,000
Direct operating expenses5 			     318,696
General and administrative6			     210,567
Marketing7 					     284,550
Total expenses					$2,572,813
Net profit8					   1,126,337
1Assume average lunch bill of $20; 212 seats, 350 days open, 1 turn.  Total lunch sales equals $1,484,000.  Dinner same at bill of $55 ($55*212*350*1).  Total dinner sales equals $4,081,000.  Assume bar generates $18/seat/day*350 days = $18*20 seats*350 days = $126,000.  Total = $5,691,000.  
2Industry average = 35% of sales = $1,991,850.  
390 total staff.  Assume 70 staff @ $8.00 per hour *34 hours/week*50 weeks.  Total = $952,000.  Assume 20 staff * $30,000/year = $600,000. Total = $1,552,000.  
4$22/square foot*5,500 square feet = $127,000.  Property taxes and insurance = $80,000.  Total = $207,000.  
5Direct operation expenses include paper supplies, cleaning supplies, linens, tableware and kitchen utensils.  Industry average is 5.6% of sales and = $318,696.  
6General and administrative includes office supplies, postage and telephone, data processing, commissions on credit card charge collection fees, and other related expenses.  Industry average is 3.7% of sales = $210,567.  
7Marketing expenses include advertising and promotions.  Industry average is 5% of sales = $284,550.  
8Net profit before taxes.  Total startup costs are $750,000. 

*bold numbers highlight the modifications that have been made  

This financial analysis assumes that all the seats in the restaurant are occupied and have 1 turn for lunch and 1 turn for dinner.  The number of employees has gone from 71 to 90 because there are more customers to serve, but this is an estimation and the number may change depending on the needs of the restaurant.  
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