
Portland Freelancers' Cafd:
A*y and Steve's Busine$s ldea"

In 2003, Amy Chan and Steve Lee formed a
partnership to start an Internet cafd in Port-
land, Oregon. For rnanlr years, Amy and Steve
had worked as freelance writers. They enjoyed
bringing their laptops to local caffeehouses to
complete their writins project$. Having an end-
less supply of good strong coffee at their disposal
helped them to stay focused on their work.

Over time, they began to daydream about
owning their own cafid. Although Portland al-
ready had rnany great coffee shops, Amy and
Steve felt that none of them catered well to
freelancers like themselves. More and more, peo-
ple in Partland seemed to be doing their work
in informal settings" Everywhere theSr turned,
twenty- and thirty*somethings were sipping
lattes while conducting business deals on cell
phones. Amy and Steve sometimes wondered if
anyone worked in a traditional oftice anymore.

We Gan Ds Better
As much as they enjoyed Portland's cafd culture,
they felt that a fatal flaw compromised each of
their favorite coffee spots. One was too loud. An-
other had uncomfortable chairs and tables that
weren't well suited far laptop users. Their par-
ticular favorite, The Magic Bean, on{y had three
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rnany laptops could be plugged in at one time.
Just a handful of the coffee shops in downtown
Portland offered high-speed Internet access at
that time.

Amy and Steve felt that they could do a
better job of running a cafd that catered to the
needs of freelancers. They made a list of every-
thing they would urant in a caf6, and then asked
their freelance friends for additional feedback.
The two partners resolved that, in their cafd,
customers would be ahle to enjoy high-speed
Internet access; laser printers; a soundpraof,
ryriet room; and camftrrtable, up-to-date work
stations. To attract their target rnarket, Amy
and Steve decided to narne their business the
Fortland Freelancers' Cafd.

Deluxe Purchases
They spent $t0,000 up front installing super-
fast Tl Internet lines. They imported a $?,000,
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top-of-the-line espresso machine from ltaly. Tc
make the cafd look sleek and moderr, all of the
furniture was custom-designed for the space, &s

were the curued metallic ceiling and wall pan-
els. Installing the saundproof interior room was
more costly than they had anticipated. Their
equipment costs totaled $25,000. At $500 per
month, they had negotiated a good deal on their
rent, so they figured that they could afford to
splurge on these other features.

Financing
The cafd's start-up investment totaled $ 100,000.

This included a $10,000 cash reserve. Amy and
Steve cantributed a combined $?0,000 from their
personal savings. Steve's brother invested an-
other $20,000, in exchange for a 20 percent
equify stake. Amy s mother wrote a check for
$ 10,00S, which she gave to the partners as a gift.
Also, Amy and Steve received a $50,000 loan from
Amy's uncle. The partners agreed to pay back the
loan with interest at an annual rate of 12 percent.

Persnnal

Savings
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Arny's Uncle
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$20,000 ;
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Gomputer Glitch
Because so much money was needed for start
uF, Amy and Steve tried to cut costs by hiring a
local high schoal sfudent, who agreed ta work
100 hours per m*nth for an hourly wage of $I.ff.
It soon became apparent to frustrated custorn-
ers, however, that none of the staff, including
Amy and Steve, knew hcw to salve the technical
probleffis customers encountered with the corn-
puters and printers. Amy and Steve tried. to find
a peilnanent technical-suppart person, but com-
puter experts \ryere in high demand at the time,
and tFre partners felt that they couldn't afford to
pay a competitive salary.

Business Trouhles Brew
Before starting their business, Arny and Steve
assumed that revenue would come from two
primary sources, food and beverage sales and
computer/Internet selices. Together they had
calculated two economics-of-one-unit analyses,
one for each of the two sources.

Amy and $teue"s fOU
The partners originatty assumed that the average
customer would spend $6 at the caf€ and that $2 of
this revenue would be generated by fiood and bsv-
erage sales, The remaining $4 would cCIme from
the sale of computer and Internet services. They
believed that the busines$ could be very $uccessful
if they did well selling cornputer serrrices" After all,
the3r could charge custorners $4 for an hour of ser-
vice that would only cost them 45 cents ta provide.
In cornparison, food and beverage sales would not
be nearly as profitable. For every $2 of lattes and
muffins sold, they rvould pay $1 in direct costs,

Arny and $teve built a 5 percent manager's
cornmission inta their EOU' even though they
did not yet have the funds to hire a rnanager.
They wanted to account for this cost because
they did plan to hire a manager at some point in
the future, and the commission wauld be a real
cost of doing business. It was time for AmSi and
Sterre to examine both revenue streams together-

ln Hot Water
When the Portland Freelancers'Cafd first opened,
Amy and Steve were encouraged by how busy
things seemed. The cafd was buzzing with custom-
ers and they received some positive reviews in the
local papers. They expected to lose money at first,
but figured that, in a ferv months' time, the busi-
ness rvould become profitable. After three months,
they had a rnaior shock rvhen they realiued that
this was not happening. What went wrong?

i Avcrags Sale per Custsmer
i...,...'....,-,..'...-.!... -

i . Food/Beverage Salas

i Variable Costs per Unit

C0G$ per Unit

I Faod/Beverage Costs

0ther Variable Costs per Unit

Tstal Varieble Cost per Unit

: Ccntrlbution Margin per Unit

r Variable Costs per Unit ',

'li C0GS per Unit 
i

i . Paper, Toner j 0.25

; TOTAL C0GS per Unit ; $0.25
::i

i Otner Variable Costs per Unit i ,

i*::.:"q:'1 
cornm'::'::9u"1":-- : #*

i totat Variable Cost per Unit i SO.ES j

i Contribution Margin per Unit i $3.55 
:

Changes in the Enuironment
Initially, Amy and Steve's customers willingl)
paid $4 an hour to use the computers and high-
speed Internet connection. However, soon after
the grand apenitrH, wireless Internet service
became available throughout the Portland area.
Within two months, the caf6's customers no
longer rnranted" to pay to go online. They put
pressure on Amy and Steve to become a wire-
less hot spot. This meant that A*y and Steve
would have to foot the bill of providing free
Internet service.

The partners carried out some research
and learned that it would cost $300 to purchase
the basic equipment for wireless fnternet con-
nectivity, plus an additional $30 per month
in senrice fees. They had counted on charging
their custorners for Internet access and now it
Iooked }ike they would have to pick r.rp the tab"
They rvondered how they could pay for this
unexpected csst and also make up the lost retr'*

erlue. On the other hand, they feared that the
Portland Freelancers' Caf€ would not be able ta
cornpete unless they adapted to changes in the
market.

T0TAL C0GS per Unit
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Thke a look at the caf€'s financial statenrgni$ i:'c'mputerservices ' tl r ffidt*?il ffiilfi;";r? rir"i'Ji;:;;;. Food and Beverage sales i sz.oo i ].il-"i- L ^ *_ ^_ ^J

Lrariable Cssts per Unit ; i

CoG$ per Unit I i Case Study Analysis

'Paper, Toner i so.zs i 1. Evaluate the economics-of-one-unit anair.-
I 'FoodlBeverage Gosts i r.* i sis that Amy and Steve conducted and rhe:

T0TAL C08S per Unit i Sr.zs 1 answer the following:
Other Variabte Cril peruil-*
Manager'sCommission-{ompurerservices@5% i So.ro i ev.tTy $e in sales, $4 rvould come frt:::: ' i *-'-- i selling computer-related services.: Manager's0ommission-food and Beverage@b% i O.tg : ^^r^--r^r^ --_r--r _- - , . r .,i,.,", .^__,--:^- ^ _i- i : i Calculate what percentage of theiri tutALuommtsslon costs : so.so I *^+_I -^l^^ _^_ -__:r :L:- 6 r

l TotalVariable Cost per Unit i gt.ll i represents.
, Contribution Margin per unit i*** sirg 

-j b- For every $2 in food and beverage saie,..L**-*""-***-"** '---*'*'**-'* *j"***--. '- -. . i Amy and Steve assumed. that their
COGS per unit would be gI. Calculare
the markup percentage.

Amy and Steve's EOU Bevisited c. For every g4 in computer services sales,
Three months after they opened the caf€, Amy Amy and Steve assumed that their COGS
and Steve discovered thaf their monthly unit per"unit would be 25 cents. Calculate :i;
YIes of ggmput_er sewices had been cut by more markup p".."otug*.
than half. In their first mcnth, they had sold 2. List three things that Amy and Sreve shou-:1,500 units,-lut !y month-three they were only - 

h.u* considere? doing to adapt to theaveraging_ 600. They worried that this number .hr.rgo in the *rr.ri*rr*.rrt after their cus-w.ulcl only continue to decline' tomers no longer wanted to pay for rntern*:The cafd was holding steady with its food .L*ir., and expecrea 
-rlr" 

"rie-'*";;;;a1d- levgrage sales-in fact, ths monthly units |1ge wireless connection.sold had climbed steadily from 4,500 t"titt itt 3- ivaruate Amy and steve's income staterne::month one to 5,000 in month three. Customers -' f; their firsimonth of operation:were enjoying the caf€'s free wireless service.
This feal*e ".r*t*a a situarion -il; p";i; a- rs the cafd operating at a profit or a
would .t"y t"oj". and order more coffee. But loss?

even with increased sales of cappuccino, the b. How many units above or below break-
overall finances of the operation 'Jyere not im- even were sold?
proving' In looking at their economics-of-one- 4. Amy and Steve decided to take on a $50,Sf;i
unit analysis of food and sales, the loan to finance their start-up investment"
Part-ner! could see that their gross profit per unit Each rnonth they are paying $1,469 in
for food and beverage sales-was o"ty pb cents. interestcharges-Looliaitfriirtotalmonrh.",
Even if they sold 5,000 food and beverage units fixed costs. What percentage of their to-
ggr_ _month, they would stili only be earning tal monthly fixed costs does this $1,469
$4,500 in gross profit. In the scheme of thingi represent?
this was not very- much ryoney-not rr*aily 5. What is the debt-to-equity ratio of the
enough to cover the monthly fixed costs of Portland Freelancers'Cafe?
$8'332' 6. Look at each section of the caf€'s cash floro;

statement- Based on what you see, write a
An Uncefiain Future memo highlighting three rlasons why rhis
One year into their venture, Amy and Steve business is not succeeding
!"gT to.seriously,doubt their decision to start 7. Review the caf6's balance sheet. Explainthe Portland Freelancers' Caf6. In hindsight, why the net value of the caf6,s proi_
they realized that they kneu' a lot about being erty and equipment has decreased fronr
customers but running a state-of-the-art coffe9 $80,000 in rnonth orr" to $O+,OOO tVshop was a lot harder than they had imagincd. y.*r,s 
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$tart-Up Inr*strrent

$U*-Up Gosts

Soundprosf Houm

Espresso Machine

High-Speed lnternst Access Setup

tlVurkstatisns

Suppties/Equiprnent

Furniture

Fixtur,es

Cash Reserves

Total $tart{Ip lmre$tmslt|s

$15,000

7,IIfr}

10,900

20,s00

25$m

9,0s0

5$00

10;000

$m,mo

Ecrnomics sf 0ne Unit {E0U}
Unlt of Sale: Gomputerllnternet $eruice$ {average per $u$tomer:}

Auerage $ale Tctel {Reuenue}

Less C0G$

Computer time

Printer rnaterials

Total SOGS

Gress ftnfit

Less 0ther Variable Casts

596 to rnsnager

Total Sther Variable [osts

Total Variable Costs {COCS + Stlrer VC}

Sontrihution fittargin

0.25

$.25

0.20

s.ls

Eeonomics ol {lne Unit {E0U}
Unk sf Sale; Fsod and Beverage $ales {averags per customer}

Arerag* Sale Tstal tRevenuel

Less C0GS

Fsod

Sevsrage

Total c0Gs

Gross Prs{it

Less 0ther Variable 0ssts

5Yn to manager

Tstat 0ther Variable Costs

Tstal Veriable Costs {CBS$ + 0ther Vf;}

Gsntrihrrtian fillargin

0.8s

0.m

r.00

il.t0
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Psrtland Freelancsrs CafE

BALANCE SHETT

fsr the Year fndmg |A?tflfih?

Opening

ASSETS

Current Assets:
f,astr

Accounts Receivable
Total Gurent Asseb

Fixed Assets {Property rnd Equipment}:

Soundproof Room

Espresso Machine
Wo rkstatisns
Supplie#Equipment
Fumiture
Fixtures

Total Froperty and Equipment

Less Accumulated Depreciatiun

Tetal Property and Equipmerrt tf{et}

Tmal Assets

UABILITIE AI'10 OYlffilER"S E$UITY

Gunent Liabilities:
Accounts Payable

Total Current Liahil ities

Long-Tixm Liability tUncle's Lsanl

Total Liahilities

{lwner's tquity
Amy
Steve
Steve's tsrsther

Total Liabilities and Ouvner'$ Equity

ass


