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         Visit our How To website at www.howto.co.uk
         
 
         At www.howto.co.uk you can engage in conversation with our authors – all of whom have ‘been there and done that’ in their specialist fields. You can get access to special offers and additional content but most imporantly you will be able to engage with, and become a part of, a wide and growing community of people just like yourself.
         
 
         At www.howto.co.uk you’ll be able to talk and share tips with people who have similar interests and are facing similar challenges in their lives. People who, just like you, have the desire to change their lives for the better – be it through moving to a new country, starting a new business, growing their own vegetables, or writing a novel.
         
 
         At www.howto.co.uk you’ll find the support and encouragement you need to help make your aspirations a reality.
         
 
         You can do direct to www.how-to-run-a-successful-pub.co.uk which is part of the main How To site.
         
 
         How To Books strives to present authentic, inspiring, practical information in their books. Now, when you buy a title from How To Books, you get even more than just words on a page.
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            PREFACE

         
   
         This book is aimed at anyone who is thinking about running their own pub. It has been written to guide would-be publicans through the process of finding a suitable pub, setting up their business and running a successful enterprise. It will also be useful to inexperienced publicans wanting to learn more about making their own pub business a success.

         Running a successful pub is not simply about having an outgoing personality and being able to pull a pint. A successful pub must first and foremost be a successful business, and publicans must equip themselves with a range of business skills and knowledge with this in mind. Fortunately, these skills and knowledge can be learned through attending training courses, coaching, reading books, by using the internet and through membership of professional organisations.
         

         This book sets out to provide would-be and inexperienced publicans with a broad understanding of all aspects of running a pub, together with numerous ways to maximise sales, control costs, make more profit and, at the same time, abide by legislation that applies to running a pub. It also provides details of where to find more information and develop a greater understanding of the subjects covered.

         I hope you will find How to Run a Successful Pub a useful and informative guide.
         

         Good luck in your new venture!

         Mark S Elliott 
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            ALL ABOUT YOU

         
 
         WHY DO YOU WANT TO RUN A PUB?
 
         So you have decided that you would like to run a pub. What is it that appeals to you? Have you got a burning desire to be your own boss, or work with your partner? Could the thought of socialising with customers and making new friends give you a buzz, or the idea of making money in an environment you enjoy, be what appeals to you?
 
         Whatever your reasons, it is useful to understand what is motivating you. You need to be sure that running a pub is going to satisfy your needs. Ultimately, your motivation is going to play a big part in your success. Motivation will be the difference between driving the business to success or giving up at the first sign of difficulty.
 
         If you have a partner, it is vitally important that you both share the vision. Thinking things through and discussing your plans are a key part of the process. This will ensure that you are well prepared and have a strong foundation on which to build your business. Working towards your dream jointly is also exciting and fun, and will stand you in good stead when working together. 
         
 
         YOUR GOALS, AMBITIONS AND VALUES
 
         What are your personal goals and ambitions, and what do you value in life? Will running a pub be in harmony with these? If your aim in life is to play for Manchester United, then maybe running a pub will get in the way of your ambitions! Similarly, if you value peace and tranquillity above anything else, running a busy pub seven days a week is not the place to find these. It is essential to be clear about what you and your partner feel are the important things in your lives, and what you want to retain as part of your lifestyle.
 
         You may find it helpful to list your personal goals, ambitions and values and prioritise them. What would you be willing to give up or delay until sometime in the future? What could you not live without? Then take some time to look at each of these and see how running a pub will affect them. You may find that running a pub contributes towards many of your ambitions and is in perfect harmony with your values. It may be that you are willing to make sacrifices, and that’s OK, as long as you have given these a good deal of consideration before going ahead. It is better to anticipate things, than have them come as a shock to you later.
 
         YOUR SKILLS AND EXPERIENCE
 
         What do you do well? What are you skilled at? What kinds of work have you been involved in? Hopefully, you will find that a number of your skills can be used to run your own pub. These are often called ‘transferable skills’ – you can transfer them to other types of work. Examples of these would be your customer-service skills gained during your time as a shop assistant or your administration skills gained while working in the office. Both of these can prove useful in running your own pub. Again, it is worth listing your skills for the following reasons:
 
         
            ♦ It highlights your skills when applying for a pub.
 
            ♦ You can feature them in your business plan.
 
            ♦ It will identify any skills that you lack and need to gain.
 
            ♦ You can use them to plan your pub responsibilities.
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            To get another point of view of your skills and experience, ask a friend for their opinion.

         
 
         It is essential that you gain some experience of running a pub before taking the plunge. Fortunately, there are often lots of opportunities to work behind a bar. As well as bar jobs, many licensees welcome showing you the ropes in exchange for a few hours of unpaid assistance. Get as much experience of bar work or running a pub as you can. Practical, hands-on experience is the best way of gaining and improving your skills. It is also the only real way of finding out whether you may be suited to a life in the pub trade.
 
         YOUR PERSONALITY
 
         Are you naturally outgoing and able to talk to anyone? Do you like being in the spotlight? Or are you a shrinking violet who finds communicating with people difficult? Being able to interact with customers is a basic requirement of running a pub. The art of small talk has to be well developed and a genuine interest in people is essential. Being able to smile when you are feeling down, and laugh at the joke that you have heard for the tenth time are all part of the job.
         
 
         Your personality helps develop the atmosphere of the pub. It is important to remember that your personality and behaviour filters through staff and customers alike. A friendly, upbeat atmosphere attracts many more customers than a depressing or aggressive one. Equally, a licensee who appears uninterested in his customers is unlikely to encourage them to come back.
 
         Running a pub involves dealing with many different types of customer. This takes confidence, which can be developed through bar work and other customer-service roles. The more experience you obtain dealing with different types of people, the more confident you will become. 
         
 
         Like running any business, you need to be able to juggle lots of tasks at the same time. Running a pub is not just about bar work; it’s about doing all the behind-the-scenes jobs too: bottling-up; bookwork; cleaning the beer lines etc. You also need to handle the pressures that are associated with running your pub business, for example, paying the bills, managing staff and keeping up to date with legislation.
 
         Your interests
 
         You may find that some of your interests prove useful in running your pub. Being involved in the local darts or football leagues can be advantageous when it comes to running a sports-orientated pub. A passion for food is valuable in operating a food pub. Your interests can also play a part in identifying the kind of pub you would like to run.
 
         Pub teams and clubs can be the cornerstone of a pub’s trade. Getting involved with teams or starting clubs can help boost business on the traditionally less busy days of the week.
 
         YOUR HEALTH
 
         Running a pub involves long hours and hard work and you need to be reasonably fit and healthy in order to cope with this. From lifting boxes, moving kegs and standing for several hours behind a bar, a whole range of activities put stresses and strains on your body. If you are not fully fit, or have health problems, taking on a pub can be a recipe for disaster. Many people consider pubs to be unhealthy environments in which to work, particularly due to smoking issues (though this particular concern is to be resolved by Government legislation). It is wise to give some thought to your own health and fitness situation and the impact that running a pub will have on you.
 
         ABILITY TO HOLD A LICENCE
 
         Background
 
         The Licensing Act 2003 states that anyone who authorises the sale of alcohol needs to have a personal licence. In practice, this means that each pub requires a personal licence holder who is designated as the ‘Designated Premises Supervisor’. They will be the person who is in day-to-day control of the premises, ie the tenant or lessee. Other members of staff are authorised to sell alcohol by the designated premises supervisor, and therefore are not required to hold a licence themselves.
         
 
         Requirements
 
         To qualify for a personal licence the applicant must meet criteria set out in the Licensing Act 2003.
 
         These are:
 
         
            ♦ the applicant must be aged 18 or over;
 
            ♦ no personal licence held by them has been forfeited in the past 5 years;
 
            ♦ they possess an accredited licensing qualification;
 
            ♦ they do not have an unspent relevant or foreign offence.

         
 
         Subject to the applicant paying the necessary fee and providing a Criminal Record Bureau certificate, the licensing authority is legally obliged to grant the application. If any of the first three criteria are not met, the application will be rejected. Where an applicant has an unspent conviction and the police object to the application, refusal of the application is the normal course of action.
 
         What are ‘relevant’ offences?
 
         Relevant offences that could result in an application for a personal licence being refused include:
 
         
            ♦ those involving serious crime;
 
            ♦ those involving serious dishonesty;
 
            ♦ those involving controlled drugs;
 
            ♦ certain sexual offences;
 
            ♦ offences created by the Licensing Act 2003.

         
 
         Please see Chapter 5, Licensing Law, for more details. 
         
 
         YOUR FINANCIAL RESOURCES
 
         Your money
 
         Establishing your current financial situation is an important first step in acquiring your own pub. Don’t put this part of the process off until later. To do so may result in a great deal of wasted time and, ultimately, disappointment. The aim of this is to realistically calculate how much money you have to invest in your venture. To do this you need to carefully and honestly look at your assets and liabilities. In other words, what you own (assets) and what you owe (liabilities). When looking at this, it is useful to put the details together in a table, like the example below. You must establish accurate values of your assets and liabilities for this to be meaningful. Note that any liabilities relating to the asset are listed next to it. For example, your house is valued at £100,000 and you have an outstanding mortgage of £60,000. Liabilities are shown in brackets, as this is money that you owe.
         
 
         
            ♦ EXAMPLE ♦
            
 
            
               
                            
                              
                                     
                           	Asset
                                        
                           	£
                                        
                           	Liability
                                        
                           	£
                                    
                        
         
                                     
                           	Cash in bank             
                           	£30,000             
                           	              
                           	          
                        
         
                                     
                           	Cash ISA             
                           	£5,000             
                           	              
                           	          
                        
         
                                     
                           	Car             
                           	£5,000             
                           	Car loan             
                           	(£4,000)         
                        
         
                                     
                           	House             
                           	£100,000             
                           	Mortgage             
                           	(£60,000)         
                        
         
                                     
                           	Shares             
                           	£2,000             
                           	              
                           	          
                        
         
                                     
                           	              
                           	              
                           	Loan             
                           	(£5,000)         
                        
         
                                     
                           	Totals             
                           	£142,000
                                        
                           	              
                           	(£69,000)
                                    
                        
     
                      
                  

               

            

         
 
         This example shows that you have assets to the value of £142,000 and liabilities that total £69,000. Your ‘net worth’ can be established by subtracting your liabilities from your assets: ie £142,000 – £69,000 = £73,000.
         
 
         So, how does this help you? Well, the example shows that if you sell your assets and added the money raised from these to your bank funds and ISA, you would have £142,000. However, you still owe £69,000, and clearing these debts leaves a balance remaining of £73,000 for you to invest. 
         
 
         This is a simplified example and you should take professional financial advice before making any major decisions of this kind. Selling assets and clearing liabilities may not be the best course of action, and indeed may not be necessary. You will need to take into account any penalties that may be charged, tax implications and the ability to sell assets at a realistic valuation. Your personal circumstances will influence your decisions too. You may not want to take the risk of selling your house, and it may not be practical to sell your car.
 
         However, following the process does give you an overall picture of your financial situation, which will help you to make decisions about funding your business.
 
         Raising additional funds
 
         You may need to borrow money to help set up your business. Careful consideration needs to be given to the following:
 
         
            ♦ Borrowing money adds cost and risk to your business.
 
            ♦ Lenders may only fund a small percentage of the total ingoing costs; you will need to find the rest.
 
            ♦ Lenders may require a comprehensive business plan.
 
            ♦ Use only reputable, established lenders.
 
            ♦ Compare interest rates.
 
            ♦ Some lenders may not be willing to consider pub finance.
 
            ♦ Seek advice from a reputable financial adviser and accountant.

         
 
         Your bank
 
         The relationship with your own bank is important. If you have dealt with them for some time and have a good reputation, they are likely to be more approachable than a lender who does not know you.
 
         Friends and family
 
         You could have other borrowing options, such as friends or family. These arrangements can provide low interest borrowing and are the only way of securing additional funds for many people. A few words of warning about these options: make sure that you have a written legal agreement drawn up for any arrangements, and be aware that borrowing money from people close to you can put enormous strain on these relationships.
         
 
         Funding the business is covered in detail in Chapter 4 of this book.
 
         FAMILY FACTORS
 
         The decision to run a pub will affect the whole family. Aside from the risk factor of running your own business, there are practical issues too. In particular, the effect on children, if you have them, needs a great deal of thought. Difficulties vary depending on the ages of children. The issue of childcare can be a problem. Long hours behind the bar make spending time with your children difficult. Expecting children to amuse themselves alone upstairs, or encouraging them to spend time in the bar with you, should be avoided. If you have children, you will need to work out how to balance family life and business commitments.
 
         
            [image: ]
            
 
            Talk to your children about your plans and encourage them to get involved in the preparations.

         
 
         YOUR SUPPORT NETWORK
 
         Friends and family can provide you with lots of support in your business venture. Whether it be looking after the pub while you take a night off, or giving you encouragement when things haven’t gone well, good support can be vital. You may already rely on family or friends now, to help your life go more smoothly. Bear in mind how running a pub might change things. Moving away from your support network means you have to manage things on your own, at least until you have developed new support networks nearby. Alternatively, you may decide that taking a pub close to your support network is a way of maintaining the support, as well as gaining a few extra customers into the bargain! 
         
 
         TRAINING
 
         Running a pub requires a range of skills and these are discussed throughout this book. By comparing these with your own skills, you will identify which of your current skills are transferable and which ones you need to gain.
 
         Bar work, on-the-job training and more formal courses will all help prepare you, and give you the necessary skills. Many breweries, pub companies and other training organisations offer excellent courses and attending these should be viewed as an essential requirement. These range from general courses for new licensees to more specific ones – like handling cask beer or pub marketing. There is a cost for attending these courses but this is more than outweighed by what you will learn.
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            Reading as much as you can about the business, and perhaps subscribing to one of the pub-trade papers, will enhance your knowledge and provide you with valuable background

         
 
         QUALIFICATIONS
 
         Qualifications required to obtain a personal licence
 
         To make a successful application for a personal licence you must hold an accredited licensing qualification. The aim of the qualification is to ensure that licence holders are aware of licensing law and the wider social responsibilities of selling alcohol to the public.
 
         The personal licence syllabus must cover:
 
         
            ♦ personal licences;
 
            ♦ licensing authorities;
 
            ♦ alcohol;
 
            ♦ unauthorised licensable activities;
 
            ♦ police powers;
 
            ♦ duties of the personal licence holder; 
            
 
            ♦ premises’ licences;
 
            ♦ operating schedules;
 
            ♦ permitted temporary activities;
 
            ♦ disorderly conduct;
 
            ♦ protection of children;
 
            ♦ rights of entry;
 
            ♦ prohibitions.

         
 
         This is normally a one-day course including a short exam. Tuition is provided by means of a training booklet and sessions are led by a qualified trainer.
 
         The Secretary of State has approved the following Personal Licence Qualification courses:
 
         
            ♦ The BII (British Institute of Innkeeping) Level 2 National Certificate for Personal Licence Holders.
 
            ♦ The GOAL (Global Online Assessment for Learning) Level 2 National Certificate for Personal Licence Holders.
 
            ♦ The GQAL (Graded Qualifications Alliance) Level 2 National Certificate for Personal Licence Holders.
            

         
 
         Information on course providers can be found in the Appendix.
 
         Licensed trade qualifications
 
         There is a number of other qualifications available to those interested in a career in the licensed trade. These include HNC and HND courses in Licensed House Management, and degree courses in Licensed Retail. Such courses are not widely available and you will need to check with your local college or university if you are interested in pursuing any of these.
 
         The British Institute of Innkeeping offers a comprehensive range of courses for new and experienced licensees and bar staff. As well as their National Certificate for Personal Licence Holders, they run courses on topics such as cellar management, drug awareness, pub entertainment and conflict management. 
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            Visit the British Institute of Innkeeping for more information: www.bii.org/

         
 
         Other qualifications
 
         If you do have qualifications in subjects such as business studies, accountancy or marketing, they will be put to good use when running your pub. Knowledge of these subjects can give you an added advantage when it comes to operating the business. Running a pub draws on all your experience and skills and these, plus your business ability, are crucial factors in how successful your pub will be. Gaining knowledge and skills in these specific areas should be a priority.
         
 
         Brewery and pub company requirements
 
         The majority of pubs are leased and tenanted through breweries and pub companies. Application must be made to them through the Recruitment Department and Business Development Manager/Area Manager dealing with your submission.
 
         With the exception of the requirement for you to hold a recognised licensing qualification, breweries and pub companies will not insist on you having any other qualifications in order to be considered for a lease or tenancy with them. Factors such as your experience, personality, financial situation and a convincing business plan tend to be key areas they would be more interested in. That is not to say that qualifications would be ignored. Relevant qualifications will certainly strengthen your case, and together with your other skills, should be featured on any application.
 
         Buying a freehold pub
 
         If you are proposing to buy a freehold pub, you need to have someone who holds a recognised licensing qualification running the pub. Otherwise there are no legal requirements to hold any other qualifications. However, should you need to raise money to acquire your property, additional relevant qualifications can help inspire a lender’s confidence in you.

      

      
    

  
    
      
         
         
 
         
            2
 
            WHAT KIND OF PUB?

         
 
         WHAT KIND OF PUB DO YOU WANT TO RUN?
 
         Different pubs meet different needs
 
         There is a variety of pubs in the UK, from bustling high-street venues to sleepy, back-street locals, each with its own character and unique attraction to the public. They provide a variety of food, drinks and other facilities such as accommodation, function rooms or business services. The combination of products, service and facilities that a pub offers, influences what type of clientele will use it. Customers will frequent pubs that best meet their needs. The football fanatics, wanting to watch their favourite team on TV, will find a pub with a big-screen TV appealing. The dating couple, on the other hand, are likely to find that a quiet pub with a cosy corner will best suit their needs.
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            Visit a cross section of your local pubs and consider which customer needs they are successfully meeting.

         
 
         Customers’ needs change
 
         Customer needs will change with their different roles and activities. The romantic couple could also be football fans: visiting the big-screen pub one day to watch the match and the quiet pub another day, to find a place to chat and gaze into each other’s eyes! The same customer will have different roles and be involved in a variety of activities. Their needs will change accordingly, and they will be attracted to pubs that best meet their needs at a particular time.
         
 
         A PUB CAN MEET DIFFERENT NEEDS
 
         Many successful pubs change their offering to the public over the course of the day, so that different types of customers will be attracted at different times of the day. An example of this would be the pub that opens to serve breakfast to the fishing team, then offers lunches to the shoppers, and in the evening, turns the lights down and the music up to attract younger clientele. The same pub offers different things, to attract different customers, over the course of the day.
 
         Matching a pub to your needs
 
         As we have seen, pubs have to meet customers’ needs. Now it is time to think about your own needs: both personal and business. By working through Chapter 1 you will have examined the following:
 
         
            ♦ Why you want a pub.
 
            ♦ Your goals and ambitions.
 
            ♦ Your skills and experience.
 
            ♦ Your values.
 
            ♦ Your interests.
 
            ♦ Your financial resources.
 
            ♦ Family factors and your support network.

         
 
         Use these to think about what kind of pub you will be happiest running. Look at how running a particular type of pub will affect your goals and ambitions. Will it be in harmony with what you value in life? What will the effect be on your family and support network? 
         
 
         YOUR IDEAL PUB
 
         Using a checklist will help you to focus on what kind of pub you are looking for. You need to think about the kind of clientele that you would be happiest dealing with. Any social issues relating to the locality like crime and disorder must be considered, together with any potential impact on you and your family.
 
         Your own skills and experience will have a major influence on your decisions too. If you cannot even boil an egg, it is unlikely that you will be able to run a high-turnover food pub effectively! Some skills can be gained through training but you also have to be realistic about your abilities too.
 
         Using the ‘Ideal Pub’ checklist
 
         To use the checklist, tick the boxes that describe your ideal pub. You can add requirements such as number of bedrooms and any important local facilities that you will need. Note which geographical areas you are willing to consider and what capital you have available. Further comments can be added to the end of the checklist.
 
         A copy of this checklist can be found in Appendix (vi).
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         You can use your checklist to compare different pubs in order to decide which best suit your requirements. It makes the process of finding a pub and reviewing options more efficient, which is useful when sifting through pub vacancy details, often a daunting task. It also enables you to prioritise which pubs to visit as part of your research rather than having a haphazard approach. This certainly saves a great deal of time and effort. Being clear about your requirements also demonstrates to recruiters that you have thought things through and this will give them confidence in your application.
 
         STYLE OF OPERATION
 
         Breweries and pub companies often categorise their pubs into different styles of operation. These categories are used in advertisements and by brewery and pub company recruiters to help their recruitment process and also to target marketing activity. It is helpful to know something about this when looking for a suitable pub.
 
         The procedure involves banding similar pubs together. Breweries and pub companies do use slightly different terminology to describe the same categories. Some of the more regularly used ones are given below, together with their main characteristics:
 
         
            ♦ Young Persons’ Venue (YPV) – Main clientele are in the 18–30 age range. Venues are typically located in town or city centres with an emphasis on music, trendy drinks and a modern up-to-date image. They often have high staffing levels as speed of service is important during busy periods. Food is sometimes available, although this may be snack or fast food.
 
            ♦ Traditional local – Traditional pubs are located in built-up residential neighbourhoods. They can be male orientated with an emphasis on pub games, sport and traditional drinks. Local customers from the immediate vicinity, travel to the pub on foot. The pub fosters a sense of community. The food offering is often limited.
 
            ♦ Destination food pub – This is a ‘drive-to’ pub with a high proportion of food sales. Customers are drawn from a wide area. There is an emphasis on quality of food and good service. They are often located in rural areas. Wine and soft drinks are popular.
            

         
 
         Other categories include: Live Music Venues (LMVs), Student pubs and Sports pubs.
 
         LOCATION, LOCATION, LOCATION
 
         Catchment area and trading style
 
         Location is crucial for a pub’s success. A pub’s location, together with its style of operation, will determine which customers use it. For example, a traditional local pub mainly attracts customers from its immediate vicinity. Most of these customers will walk to the pub. Its catchment area may only be a radius of a quarter of a mile. A destination food pub, on the other hand, attracts customers travelling by car and from a much wider area. A catchment area of 15 miles radius is not uncommon.
 
         Once you find a pub that may be suitable, ask yourself some questions:
 
         
            ♦ What kind of clientele does the pub attract currently?
 
            ♦ What types of people live within its catchment area?
 
            ♦ Are there enough potential customers to build trade further?
 
            ♦ Could the style of operation be changed to attract more customers?
 
            ♦ Which other pubs would you be competing with?
 
            ♦ Is anything in the area going to change that might affect trade?

         
 
         Prominence and visibility
 
         An attractive, prominently positioned pub acts as its own advertisement. Pubs that are visible to the public have a higher profile than those that are hidden. High-street locations, main roads and roundabouts are prominent, sought-after locations. Less prominent pubs need to work harder at communicating with their customers and potential customers. These can be a success and there are many examples of hidden gems. 
         
 
         Footfall and traffic
 
         These are two pieces of jargon used to describe how many potential customers there are in the immediate vicinity of the pub. In other words, how busy the area is. A pub located on the high street may have thousands of potential customers walking by each day. Another pub, located only a hundred metres away, in a side street, may only have several hundred potential customers walking by. Obviously, the pub on the high street will have a greater potential to attract customers than the one situated in a side street. It is worth checking how busy a location is at different times of day and on different days of the week.
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            Compare the levels of foot traffic at different locations by counting the numbers of passers-by over a set period.

         
 
         Personal considerations
 
         The location of your pub should be within easy reach of other facilities that are important to you. If you have children, the quality and proximity of the local schools will be of concern, as may leisure facilities and hospitals. Local issues like levels of crime may be significant and should be investigated. Transport links may be a factor for family and other support network contacts. Put simply, would the area be somewhere you would enjoy living and is it practical for your lifestyle?
 
         DECIDING TO BUY OR RENT
 
         Deciding whether to buy or rent your pub is often determined by the capital you have available, plus any amount you can borrow. An average tenancy or new lease will require capital in the region of £15,000–£40,000. Buying an existing lease, on assignment, can cost on average between £75,000–£150,000 and buying a mid-range freehold pub will cost between £300,000 and £500,000.
         
 
         Other factors that will influence your decision will be your attitude to risk and the level of support you will need. Tenancy and leased pubs often have the backing of a brewery or pub company who will provide training and ongoing support. With a freehold pub there is no such support.
         
 
         TENANCY
 
         What is a tenancy?
 
         Tenanted pubs are operated under a tenancy agreement. This agreement is offered by the owner of the property, (normally a brewery or pub company) to individuals wishing to become a pub tenant. The pub tenant runs the pub as their own business and is responsible for paying all the bills. They take on the pub by paying for fixtures and fittings, stock and a deposit. A rent is paid to the owners, and tenants have some obligations to decorate and repair their pub. Tenants may be ‘tied’ to buying certain drinks products direct from the brewery or a brewery nominated by the pub company. Agreements typically run for 3 or 5 years, with some having a guaranteed option to renew the agreement, subject to a rent review. Rents are reviewed on a specified basis; some rents are increased annually in line with inflation.
 
         What’s good about a tenancy?
 
         A tenancy allows you to acquire an established business for a relatively small outlay. It is the traditional agreement that has been offered by breweries for the last century and is a well-established way of operating. Many breweries and pub companies now offer excellent training courses that you will be required to attend before you take on your pub. Ongoing support and advice is provided and there will be regular visits from their representatives (known as Business Development Managers or Area Managers).
 
         Agreements have protection under the Landlord & Tenant Act 1954, which means that your position as tenant is legally protected. You cannot be asked to leave the pub during the course of your tenancy unless you are in serious breach of your agreement or have accepted terms to leave for some other reason. 
         
 
         The tie
 
         The agreement may ‘tie’ you to buying specified drinks directly from the brewery or a brewery nominated by the pub company. Drinks prices are displayed in the price list that should be issued to you at the early stages of any discussions to take on a tenancy. You may find that identical drinks can be purchased from other suppliers more cheaply than you can buy them from your tied supplier. This can be a frustration for many tenants. However, the rent for your pub has been calculated taking into account the prices of the products you are tied to buying. To buy from unauthorised suppliers is regarded as a major breach of your agreement and one that may result in legal action against you. If you want to take on a tenanted pub, the tie is something that you will have to accept and adhere to.
 
         Ties will vary between different tenancies, some being full ties and others, part ties. A full tie is where you are fully tied to buying all drinks products from the agreed supplier. A part tie only ties you to buying certain drinks products, for example, a beer and lager only arrangement, where you are free to purchase wines, spirits and minerals from elsewhere.
 
         Discounts
 
         The brewery or pub company may offer discounts on drinks products purchased from them. Depending on the agreement, these discounts may only be available if you exceed certain targets or may be immediately applicable for certain products. Prior to offering a pub, the brewery or pub company estimates how much discount is likely to be earned from them, and take this into account when calculating rent. This estimate is based on what they expect you to sell. The more you sell, the more discounts you earn. Here are some general tips on discussing discounts with a brewery or pub company:
 
         
            ♦ ask how the discount scheme works;
 
            ♦ make sure you understand it;
 
            ♦ ask them to explain how any ‘anticipated discounts’ have been worked out;
 
            ♦ be realistic about how much discount you are likely to earn;
 
            ♦ seek advice from an accountant if necessary.
            

         
 
         Amusement machines
 
         It is normal practice for the brewery or pub company to take a share of income from any amusement machines you have on your premises. The tenancy agreement may also require you to only use machine suppliers that are recommended by the brewery or pub company. For more information, see Chapter 18, Amusement Machines.
         
 
         Trading accounts
 
         Most tenants are not required to disclose their trading accounts to the brewery or pub company. Nor are they obliged to show this information to anyone wanting to take on their pub when they are planning to leave. There is no purpose in disclosing this information as they are not selling on their business. It is the responsibility of the brewery or pub company to find a replacement tenant when an existing tenant decides to leave. This is one of the downsides to taking on a tenancy: a lack of trading accounts. Any decision has an added element of risk. This can be minimised by putting together your own financial forecasts. (See Chapter 3 for details.)
 
         Rents
 
         The setting of rents is generally based on turnover and profitability. In calculating a pub’s rent, the brewery or pub company will initially assess the pub’s turnover based on ‘fair maintainable trade’ (FMT), ie their prediction of the turnover that a competent hypothetical tenant or lessee could achieve whilst operating the pub. From this they prepare an estimated profit and loss forecast using industry standards as a guide to the pub’s operating costs. The rent is then based on this. It should be noted that the brewery or pub company profit and loss forecast is simply an estimate – although hopefully an accurate and professionally assessed one. However, if in the course of preparing your own financial forecasts, you can demonstrate that the rent appears unfair, then you may be able to renegotiate this. It is worth asking how the rent has been assessed and whether it reflects how the pub is currently trading. The forecasted fair maintainable trade may be higher than the present turnover of the pub. In such cases, you may be able to negotiate a ‘stepped rent’, ie one that starts low and increases in stages over a period of time, to give you time to build up the business. 
         
 
         How rents are calculated
 
         Typical tenancy rents are based on:
 
         
            ♦ 8–12% of forecasted turnover;
 
            ♦ 40–50% of forecast net profit – excluding rent.

         
 
         Forecasted turnover is a pub’s total sales revenue, including food sales,  gaming machines and any other income earned, such as letting accommodation.  All figures are calculated excluding VAT.
         
 
         An example of a simplified rent calculation is given here (note all figures  exclude VAT):
 
         
            
               
                       
                              
                                     
                           	Total turnover             
                           	£200,000
                                    
                        
         
                                     
                           	Gross profit (calculated at 45% of turnover)             
                           	£90,000
                                    
                        
         
                                     
                           	Less: total expenses before rent applied             
                           	£50,000
                                    
                        
         
                                     
                           	              
                           	———         
                        
         
                                     
                           	Net profit before rent is applied             
                           	£40,000
                                    
                        
     
                      
                  

               

            

         
 
         Rent calculation
 
         
            
                    
                           
                                  
                        	1             
                        	Rent if calculated as 10% of turnover ie £200,000 x 10% = £20,000
                                     
                        	£20,000
                                 
                     
         
                                  
                        	2             
                        	Rent if calculated as 50% of net profit before rent ie £40,000 x 50% = £20,000
                                     
                        	£20,000
                                 
                     
     
                   
               

            

         
 
         Either calculation results in an annual rent of £20,000 that leaves a net  profit after rent has been applied of £20,000.
         
 
         
            
                    
                           
                                  
                        	Net profit before rent is applied             
                        	£40,000
                                 
                     
         
                                  
                        	Less: annual rent             
                        	£20,000
                                 
                     
         
                                  
                        	                 
                        	 ————         
                     
         
                                  
                        	Leaves: net profit             
                        	£20,000
                                 
                     
     
                   
               

            

         
 
         Rent payment and reviews
 
         VAT will be payable on your rent, but only applies to 90% of the total rent,  this being assessed by Customs and Excise as the commercial element of your rent. They regard the remaining 10% as being your domestic portion  and it will therefore not be subject to VAT.
         
 
         
            Using the above example:
 
            
               
                       
                              
                                     
                           	£20,000 x 90% (commercial element)
                                        
                           	=             
                           	£18,000
                                    
                        
         
                                     
                           	(£18,000 of your rent will be subject to VAT)
                                        
                           	              
                           	          
                        
         
                                     
                           	£20,000 x 10% (domestic element)
                                        
                           	=             
                           	£2,000
                                    
                        
         
                                     
                           	(£2,000 of your rent will not be subject to VAT)
                                        
                           	              
                           	          
                        
     
                      
                  

               

            

         
    
         Based on a rate of 17.5%, VAT of £3,150 will be added, resulting in a total  rent payable of £23,150. Rents are normally charged in advance usually on  a fortnightly or monthly basis.
         
 
         Repairs   
 
         There is normally an obligation under the terms of your agreement to  repair and decorate your pub. The extent of this obligation varies from  agreement to agreement, and should be clearly understood prior to signing.  Decorating the interior of the premises and undertaking minor repairs are  normal tenancy terms, with the brewery or pub company being responsible  for painting the exterior and dealing with any major repairs. Sometimes  pubs can be left in a poor state of repair and decoration. It is worth  inspecting the premises thoroughly prior to signing a tenancy to identify  any major areas of concern. These issues should be raised with the brewery  or pub company at an early opportunity, and written confirmation should  be requested following any verbal promises made to attend to these.
 
         Ingoing payments and expenses   
 
         Ingoing payments are made up of fixtures and fittings and stock, which are  purchased from the outgoing tenant, and a deposit that is paid to the  brewery or pub company. There are also fees relating to the transaction  and a requirement for working capital. These are discussed in more detail  in Chapter 4, Funding the Business. 
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            Compare the details of tenancy and lease agreements from various pub companies and breweries to see how they vary.

         
 
         LEASE
 
         What is a lease?
 
         Leased pubs are operated under a lease agreement and are similar to tenancies. The lease is offered by the owner of the property to individuals wishing to become a pub lessee and they run the pub as their own business. Rent is paid to the owners on an ongoing basis. Agreements typically run for 10, 15 or 20 years plus.
 
         Similarities with a tenancy
 
         
            ♦ The agreement is offered by the owners of the pub.
 
            ♦ You run the pub as your own business.
 
            ♦ Rent is paid on an ongoing basis.
 
            ♦ Rents are calculated in a similar way, but higher percentages may apply to the calculation, eg 10–15% of turnover or 45–55% of net profit before rent.
 
            ♦ Some or all products may be tied.
 
            ♦ You are required to pay for fixtures and fittings, stock and a deposit.
 
            ♦ There is ongoing support from brewery or pub company.

         
 
         Differences between a lease and a tenancy
 
         
            ♦ There is a longer period of agreement for a lease.
 
            ♦ You are able to sell on (assign) the lease and charge goodwill.
 
            ♦ You are likely to be responsible for all repairs and decoration.
 
            ♦ You may need a solicitor to act for you when signing the lease.
 
            ♦ You may require a property surveyor to prepare a structural survey of the premises.
 
            ♦ You may have to wait 2 or 3 years before you can assign.
 
            ♦ You will be responsible for finding a buyer and negotiating a price for selling on the lease if you decide to leave. 
            
 
            ♦ Ingoing costs tend to be higher to cover legal and professional fees and stamp duty charges.
 
            ♦ Running costs are higher to cover additional repair, insurance and decoration expenses.

         
 
         What’s good about a lease?
 
         A lease can be sold on when you decide to vacate your pub. This is called ‘assigning’ the lease. If you have run a successful pub you may be able to charge ‘goodwill’ for the business. The value of your lease (also known as the lease premium) should be professionally assessed by a property valuer experienced in pub leases. They will look at how profitable your business is and how many years remain on your lease. They do this to calculate what a buyer would expect to earn if they bought the pub from you. Pubs with good profits are valued more highly than ones with lower profits. Buyers will also demand to see up-to-date, verified financial accounts that support the price of your lease.
 
         Two ways to acquire a lease
 
         There are two ways to buy a lease:
 
         
            1 Acquiring a new lease from the owners of the pub.
 
            2 Buying an existing lease by assignment.

         
 
         Acquiring a new lease
 
         Acquiring a new lease involves dealing with a brewery or pub company directly. All discussions and interviews take place with them. Normally the lease will be offered without a premium being charged. Actual financial accounts will not generally be available (as in the case of a tenancy). Your profit and cash-flow forecasts will need to be estimated from sales information provided by them. Main ingoing costs will be:
         
 
         
            ♦ fixtures and fittings;
 
            ♦ stock;
 
            ♦ a deposit.

         
 
         
         
 
         Buying a lease by assignment
 
         Buying a lease by assignment involves dealing with the seller of the lease directly. All negotiations take place with them and the brewery or pub company will only be involved in order to vet your application.
 
         Ingoing costs will be higher than if you bought a new lease because the seller will be charging a premium on the lease, taking into account goodwill. However, the price should be supported by financial accounts for the business. It is advisable to seek advice from your own accountant or property valuer when deciding whether the asking price is a fair one.
 
         Once you have bought the lease on assignment, you are required to abide by its terms and pay rent to the brewery or pub company. Ongoing contact will be with them and there are no further dealings with the seller of the lease.
 
         Repairs
 
         Your obligations to repair the premises under a lease are much greater than a tenancy. You are normally responsible for attending to all repairs under a lease, including any structural problems that may occur. It is therefore essential that you are aware of any repair problems before you take on the pub. A full structural survey is recommended and should be used in any negotiations. You will need to budget for the cost of maintaining your pub and these should form part of your business plan and any financial assessment you make of the pub.
 
         FRANCHISE
 
         You may sometimes see pubs offered under a ‘franchise agreement’. In these circumstances, the pub is leased but with some special clauses included in the terms of the agreement. These may include an obligation to use a nominated accountant and stocktaker, and to share trading figures with the brewery or pub company. Additional training, information manuals and consultancy services may also be available to you. 
         
 
         Whether this type of arrangement is right for you will be influenced by your attitude towards disclosing your financial figures and having some additional obligations as part of the agreement. You may welcome the chance to work more closely with the brewery or pub company and take advantage of their expertise.
 
         Other terms, such as repairs, assignment and tie can vary from agreement to agreement and need to be fully understood before you sign up.
 
         FREEHOLD
 
         What is freehold?
 
         Freehold is where you buy the pub outright and become the owner of the premises. The term ‘freehouse’ is often applied to these pubs, though historically, it tended to refer to the fact that the pub was ‘free’ from a drinks tie rather than ‘freehold’, which is property terminology. You own the bricks and mortar and are able to make all decisions about how you run your pub. Buying a freehold pub generally requires you to have much more capital available than for a lease or tenancy, and you tend to have to run the pub with limited support from your suppliers.
 
         What’s good about a freehold pub?
 
         You own the pub and so are able to make your own decisions about how you operate it. You do not have brewery or pub company agreements to abide by and you are not accountable to them. You decide which drinks to stock and you can shop around for the best suppliers. Owning the premises means that you can plan for the long term. Any investment decisions you make can be assessed over a longer period. There are no rent reviews or renegotiations of agreements that can disrupt long-term planning.
 
         As you build your business, the value of the pub is likely to increase too. You may be able to sell on your pub for more than you bought it. 
         
 
         Capital requirements
 
         Buying a freehold pub requires more financial resources than a lease or tenancy. An average freehold pub will cost in the region of £300,000 to £500,000 to buy. Pubs with higher turnover and profitability will command a higher price than less successful ones. Obtain professional advice from a public house valuer, chartered surveyor or accountant as to whether an asking price is reasonable.
         
 
         You may be able to borrow money to fund your purchase, but most lenders will require you to have a minimum of 30% of the asking price. You will also have to budget carefully to ensure that any loan can be repaid, and fees and interest rates need scrutiny too. See Chapter 4, Funding the Business, for more information.
         
 
         Structural survey and repairs
 
         It is important to have a thorough structural survey undertaken prior to making an offer for a freehold pub. Any repair issues need to be identified as they will be your responsibility once you have bought the property. Significant repair issues may provide an opportunity to negotiate on priceor may be sufficient to dissuade you from going ahead.
 
         Trading agreements with breweries
 
         As the owner of a freehold pub, you have the ability to choose which drinks to stock and which suppliers to use. Many freehold pubs choose to have trading agreements with breweries. These are agreements under which the pub buys its drinks supplies from the brewery. Terms will cover price and discounts available, delivery, payment terms and beer dispense equipment. They are negotiated through a brewery representative, normally from its Free Trade department. These arrangements may be linked to a brewery loan, which some people use to help purchase their freehold pub. In these circumstances, the brewery agrees to lend you an amount of money to help purchase your freehold pub, eg 60% of the asking price. In return, you agree to stock some of their products on which you get discounts. When you start trading with them, this discount is then deducted from the value of the loan rather than off the price of the products you buy from them. In this way, the loan is reduced each time you purchase products from them. If you have not used a brewery loan to fund your freehold pub, drinks discounts are deducted from the cost of the products or, in some cases, paid directly to you in the form of a bonus.
         
 
         Other drinks suppliers
 
         An alternative to purchasing your drinks supplies directly from a brewery is to use a wholesaler. Wholesalers stock a range of products from various breweries and drinks manufacturers. Some operate on a cash-and-carry basis while others provide a full delivery service with credit facilities. They operate by offering drinks supplies at discounted prices. Wholesalers operate in virtually every area of the UK. Most of these are reputable businesses but there are some less respectable operators too. It is advisable to do some research when deciding whether to use them to supply your drinks supplies. Factors like product quality and service need to be considered along with price and credit terms. Dealing with well-established wholesalers and ones with a good reputation is a way of avoiding potential problems.
 
         MANAGED HOUSES
 
         A managed house cannot be regarded as your own pub, and is therefore outside the scope of this book. However, for the sake of completeness a brief explanation of this type of pub operation is given below.
         
 
         What is a managed house?
 
         A managed house is a pub owned and operated by a brewery or pub company. All the staff are employed by them and they retain all profits. Managers are appointed by the brewery or pub company to run the pub on their behalf under strict guidelines and supervision. Managed houses tend to be high turnover, high profit pubs that the brewery or pub company want to maintain direct control over.
 
         What’s good about running a managed house?
 
         Running a managed house is an opportunity to operate a high turnover pub without the risk of business failure. You will receive a set wage and earn a bonus if things go well. Major decisions are made by the brewery or pub company and they are responsible for paying the bills. The pub is run to a preset formula which includes staffing levels, choice of suppliers and product range. Managers are recruited by the Managed House department of the brewery or pub company.
         
 
         Managers undergo comprehensive training prior to appointment and on an ongoing basis. The skills, experience and discipline gained while managing a pub are extremely valuable. These skills can be very successfully applied to running a pub business, like a tenancy, lease or freehold.
 
         Some managers do not want the pressures of being self-employed and are happy in their existing roles. The lack of risk and a guaranteed income are very attractive to them. They would rather manage a pub on someone else’s behalf than have one of their own. Professional pub managers are highly sought after and often enjoy long, rewarding careers with breweries and pub companies.
 
         An employee
 
         Running a pub as manager means you are an employee. You are employed and supervised by someone. You will not have the freedom or flexibility to make decisions or gain the rewards from building up or selling on a successful business. Your efforts may well be someone else’s rewards. You may also feel that the levels of supervision and rules and regulations are too stifling.
 
         Whether you feel that managing a pub is appropriate for you will depend on your attitude and your circumstances at the time. Managing a pub will be your only option if you do not have sufficient capital to acquire one of your own.
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            FINDING THE RIGHT PUB

         
 
         THE RIGHT PUB FOR YOU
 
         We looked at identifying your ideal pub in the last chapter, and how to complete the checklist that was shown, to clarify your requirements. This checklist can now be used to assess the suitability of different pubs. This focuses your pub-hunting activities, saving you a great deal of time and effort.
 
         WHERE TO LOOK
 
         Tenancy, lease and freehold pubs are advertised in a variety of places. Knowing where to look greatly improves your chances of finding the right pub for you. You will need to make time to search these different sources and to visit pubs that match your requirements. This can be a time-consuming activity. The main places to look for suitable pubs are:
         
 
         
            ♦ Brewery and pub company websites – (tenancy and lease).
 
            ♦ Pub valuer and business transfer agents websites – (freehold and lease assignments).
 
            ♦ The Publican and Morning Advertiser licensed trade newspapers – (freehold, lease and lease assignments).
            
 
            ♦ Daltons Weekly, a magazine containing businesses for sale – (freehold and lease assignments).
            

         
 
         A list of useful websites, including major UK tenanted and leased pub operators and business transfer agents, is given in the Appendix.
         
 
         Many other useful websites can also be found via an internet search. Entering phrases such as ‘pub company’, ‘pub leases’ or ‘pubs for sale’ into the Google search engine will provide good results. To a lesser extent, pubs are also advertised in local newspapers and via ‘to let’ and ‘for sale’ boards that are sometimes displayed on the outside of pubs.
 
         Brewery and pub companies
 
         Once you have established which geographical areas you are willing to consider for the location of your pub, it is worth targeting breweries and pub companies that have pubs in these areas. This can be a little difficult as many pubs ‘branded’ as a particular brewery may now in fact be owned by someone else! The majority of pubs in the UK are owned by a small number of pub companies and breweries. The major pub company and brewery websites give details of the areas in which they have pubs. Many have interactive maps to search for vacancies in a particular region.
 
         If you wish to be considered by a brewery or pub company, you will need to register with them and complete an application form. Once registered, they will send you details of their tenancy and lease vacancies on an ongoing basis. See Chapter 7, Applying for a Tenancy or New Lease.
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            You can find lists of breweries and pub companies under the  ‘members list’ of the British Beer and Pub Association  website: www.beerandpub.com
  
            

         
 
         Pub valuer and business transfer agents
 
         These companies operate in a similar way to estate agents. Individuals place their pubs for sale or lease through them and are charged a fee for this service. Some companies specialise in the licensed trade and others offer a broad range of businesses for sale. They generally have detailed websites listing the pubs they have for sale and they often advertise extensively in trade and business newspapers. You can subscribe to their mailing lists in order to receive details of newly advertised pubs. Any initial contact about a particular pub should be made through them. They will then arrange meetings and viewings. Remember that such companies are acting on behalf of the seller and their aim is to find a buyer for the pub that has been placed with them.
         
 
         The Publican and Morning Advertiser newspapers
         
 
         The Publican and Morning Advertiser are two well-respected newspapers for the licensed trade. They are published weekly and have a comprehensive section which displays pubs for sale and lease. Many pub valuers and business transfer agents advertise their pubs in them, and they are also excellent sources of information on all aspects of the licensed trade. Subscribing to each of them is recommended.
         
 
         Dalton’s Weekly
         
 
         Dalton’s Weekly is a newspaper that advertises a whole range of items, services and businesses for sale. It is often used by pub valuers and business transfer agents to promote the pubs they have on offer. Many individuals wishing to sell their lease or freehold use Dalton’s to advertise their pubs too. It is useful for comparing prices and for obtaining website addresses and telephone numbers of agents and valuers to contact.
         
 
         SHORTLISTING SUITABLE PUBS
 
         Once you know where to look for pubs that are available, the next step is to focus on finding pubs that match your ideal. Use your checklist to screen out unsuitable pubs and identify ones you think may match your requirements. Draw up a shortlist and focus on these pubs, requesting more details about them and visiting them to assess their potential.
         
 
         VISITING YOUR SHORTLISTED PUBS
 
         This is often the most time-consuming part of finding your ideal pub. Locating pubs can sometimes be difficult and may involve lots of travelling. A map or directions to the pub will be invaluable.
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            If you have the postcode of the pub, you can use www.multimap.com to obtain maps and directions on-line.

         
 
         When visiting a pub it is best to be inconspicuous. You should respect the privacy of the existing licensee and allow them to run their business without interruption. They are likely to have other people interested in their pub too. Many licensees will not have told their customers or staff that they are leaving. Prospective licensees asking questions or obviously assessing the pub will be very unsettling. It is best to be discreet and make all approaches through the proper channels.
 
         You may quickly reject a pub once you have seen it, while you will need to visit others several times before you make a decision. The aim of visiting a pub is to gather more information on which to base a decision. It is helpful to make notes as you visit each pub so that you can refer to them later. You should assess the customer and the location profiles and then prepare a ‘SWOT analysis’. (For information on preparing a SWOT analysis, see later in this chapter.) Many people also consider a ‘gut feeling’ to be crucial in deciding whether a pub is suitable for them. It is worth making a note about your ‘gut feeling’ on each of the pubs you look at.
 
         CUSTOMER PROFILES
 
         You need to ascertain what kind of clientele uses the pub, and where they come from. You should really visit the pub at different times, and on different days of the week, to get a true picture of this. Even if there are no customers in the pub, you can pick up clues as to what type of clientele uses the pub:
 
         
            ♦ What type of music is on the jukebox?
 
            ♦ What type of drinks are being offered?
 
            ♦ What kind of promotions are being run?
 
            ♦ What facilities are available?

         
 
         
         
 
         LOCATION PROFILES
 
         A drive around an area can be very illuminating. It can tell you a great deal about the kind of people who live and work there. It is also an opportunity to investigate competitors’ pubs. Does the pub you are interested in seem to meet the needs of the area or does it appear out of place? Are the competitors’ pubs meeting these needs more successfully? Is there a gap in the market that could be filled?
 
         Is the pub in a prominent position, in a busy area, or is it hidden away? Remember that the catchment area of a pub will vary depending on the type of pub you are looking at. Bear this in mind when assessing the area around your target pub.
 
         You can find some valuable details about a neighbourhood on-line. Based on Census statistics, information on age profiles, employment, crime, housing and education are available. All you require is the pub’s postcode in order to request details of the area you are interested in. This information is excellent for assessing an area and also provides useful background material that can be used in a business plan.
         
 
         
            [image: ]
            
 
            Two websites you can use for researching areas: http://neighbourhood.statistics.gov.uk/dissemination/ and www.upmystreet.com/

         
 
         THE PUB ITSELF
 
         Is the pub in a good general state of repair and does it look attractive to customers? If not, could these issues be easily overcome or are the problems more fundamental? What facilities does the pub have and do they correspond with the needs of its customers and the neighbourhood? What is the standard of the fixtures and fittings; do they look in good order, or are they falling to pieces and likely to require replacing? 
         
 
         SWOT ANALYSIS
 
         A SWOT analysis is a useful way of evaluating the pluses and minuses of a particular pub. SWOT stands for Strengths, Weaknesses, Opportunities and Threats. It allows you to weigh up the important facts about a pub and also make comparisons with others. It combines everything that you have learned about the pub from research and personal visits. It is also useful to add comments on your overall impression and ‘gut feeling’ about the pub.
 
         Here is an example of a SWOT analysis for a fictional pub: The Barking Dog.
 
         
            
                    
                           
                                  
                        	SWOT Analysis: The Barking Dog pub
                                 
                     
         
                                  
                        	Strengths
             Attractive pub, good décor.
             Beer garden.
             Good-sized games room.
                                 
                     
         
                                  
                        	Weaknesses
             Poor internal layout.
             Small catering kitchen.
             Poor range of products.
                                 
                     
         
                                  
                        	Opportunities
             Demand for quick lunchtime snacks from local office workers.
             Opportunities to develop pub darts and pool team trade.
             Enhance product range.
                                 
                     
         
                                  
                        	Threats
             Very strong competitor within 500 metres serving high quality pub food although highly priced.
                                 
                     
         
                                  
                        	Overall impression and ‘gut feeling’
             Likeable traditional pub with opportunities to develop lunchtime snack trade – gap in the market not being met by competitors. Beer good. Popular with locals.
                                 
                     
     
                   
               

            

         
 
          
         The SWOT analysis summarises the important issues about the pub. You should then look at each factor and decide how important it is and, also, whether you can influence or change these issues.
 
         For example, a poor product range can fairly easily be improved, whereas extending the kitchen would be more difficult.
 
         GATHERING FACTS AND FIGURES
 
         Once you have found a pub that meets your requirements and appears to have more strengths and opportunities than weaknesses and threats, you need to consider its profitability.
 
         EXPECTATIONS AND OBLIGATIONS
 
         You must be sure that you have an opportunity to make a profit and that there will be sufficient income to meet your expectations and obligations.
 
         How much money do you need to meet any personal obligations you may have? Mortgage payments on a house that you wish to keep, children’s school fees, credit card payments and maintenance payments are all examples of your personal financial obligations. It is important to have worked out how much you must earn to cover them. On top of these, you may feel your efforts in running a pub require a certain level of income to make the job worthwhile. You will have to be realistic about this as it may take time to build up the business to fulfil both your expectations and obligations, and some pubs may never do this. You have two choices:
 
         
            ♦ Find a pub that will meet your expectations and obligations.

         
 
         Or
 
         
            ♦ Adjust your expectations and obligations.

         
 
         
         
 
         PRICE RESEARCH AND COMPETITION
 
         Any research you do in an area must include the pub’s competitors. The aim is to ascertain what their strengths and weaknesses are and how best to compete with them. Is there something that they don’t do well but you could do successfully? Is there a demand in the area for something that is not being met by anyone? What are their standards like, and how good is their customer service? It is also an opportunity to check what prices they are charging for their products. Keeping up to date with what your competitors are doing is also vital once you have taken on your pub.
 
         ASSESSING A PUB’S PROFITABILITY
 
         As mentioned in Chapter 2, trading accounts can sometimes be difficult to obtain. Publicans wanting to assign their lease or sell their pub will need to provide verified accounts to support their asking price. It is their responsibility to find a buyer and so they will be motivated or compelled to provide whatever information may be necessary to achieve this. Tenants, on the other hand, are not obliged to disclose their trading accounts to the brewery or pub company (who are responsible for finding a replacement tenant or offer a new lease).
 
         Profit forecast
 
         In such situations, you will have to gather whatever information is available to put together your own profit forecast. This information can consist of:
 
         
            ♦ Sales information from the brewery or pub company, ie what products they have purchased in the last 12 months.
 
            ♦ Machine income, which can be provided by the brewery, pub company or machine supplier.
 
            ♦ Rent details, which will be provided by the brewery or pub company.
 
            ♦ Overheads – sometimes outgoing tenants are willing to disclose the main costs such as energy, rates, staffing.
 
            ♦ Business rates – see www.voa.gov.uk/business_rates to find the rateable value of any pub (searchable by postcode).
 
            ♦ Energy costs – suppliers can provide estimated usage figures. 
            
 
            ♦ Profit and loss estimates are calculated by the brewery or pub company and they may be willing to disclose this information to you.

         
 
         Sales information from the brewery or pub company
 
         Breweries and pub companies maintain large amounts of sales information on each of their pubs. These are provided to their management teams on a weekly or monthly basis. The information usually comprises sales data for broad product categories and is often converted to ‘barrels’, this being a standard brewery measurement of 36 gallons (288 pints). Sometimes they use the term ‘composite barrels’ where all products have been converted into an equivalent barrelage.
 
         
            [image: ]
            
 
            Ask for the most up-to-date sales information to ensure you know how the pub is trading at present.

         
 
         ESTIMATING INCOME
 
         Estimating drinks sales
 
         In the absence of more detailed information, you can use ale and lager sales figures provided by the brewery or pub company to give an estimate of annual drinks sales of the pub, also known as ‘wet turnover’. It provides a rough guide when you have little else to go on.
 
         To do this, you require two pieces of information:
 
         
            ♦ The quantity of ales and lager purchased from the brewery or pub company over the last 12 months.
 
            ♦ The selling price of ales and lager (ie the price a customer pays for a pint in the pub). 
            

         
 
         
            ♦ EXAMPLE ♦
            
 
            
               
                       
                              
                                     
                           	Sales figures for The Barking Dog:
                                        
                           	12 months to October 2006
                                    
                        
         
                                     
                           	Product 
                                        
                           	Sales in barrels
                                    
                        
         
                                     
                           	Total ales             
                           	100         
                        
         
                                     
                           	Total lager             
                           	90         
                        
         
                                     
                           	Total             
                           	190         
                        
         
                                     
                           	An average pint of ale sells for £2.00 and an average pint of lager for £2.50.         
                        
     
                      
                  

               

            

         
 
         Step 1 – How many pints of ale and lager have been sold?
         
 
         We know that there are 288 pints in a barrel, therefore:
 
         
            
                    
                           
                                  
                        	Ale sales:
                                     
                        	100 barrels x 288 pints             
                        	=28,800 pints sold         
                     
         
                                  
                        	Lager sales:
                                     
                        	90 barrels x 288 pints             
                        	= 25,920 pints sold         
                     
     
                   
               

            

         
 
         Step 2 – How much revenue do we make from these?
 
         
 
         
            
                    
                           
                                  
                        	Ale sales:
                                     
                        	28,800 x £2.00
                                     
                        	= £57,600
                                 
                     
         
                                  
                        	Lager sales:
                                     
                        	25,920 x £2.50
                                     
                        	= £64,800
                                 
                     
         
                                  
                        	Total ale and lager sales:
                                     
                        	= £122,400
                                 
                     
     
                   
               

            

         
 
 
         This tells us that we make £122,400 from selling 100 barrels of ale at £2.00 and 90 barrels of lager at £2.50, over a 12-month period.
         
 
         Step 3 – How can we use this to estimate wet turnover?
         
 
         Steps 1 and 2 estimate revenue for ales and lagers only. However, we can use this figure as a guide to total wet turnover that includes cider, stout, wine, spirits, soft drinks and other drinks.
 
         Ale and lager sales account for approximately 65–75% of total wet turnover in an average traditional pub. Food pubs tend to sell a lower proportion of ales and lagers as a percentage of all drinks sold. This is because they sell large quantities of wine and soft drinks. Traditional local pubs tend to sell mainly ales and lagers, so these form a large proportion of their overall drinks sales. 
         
 
         
            ♦ EXAMPLE ♦
            
 
            If The Barking Dog was a traditional local pub, it may be reasonable to assume that ale and lager sales are 75% of its total wet turnover. From this, we can estimate overall drinks sales.
 
            To calculate this: 
 Divide £122,400 by 75, then multiply the result by 100 = £163,200
            
 
            Wet turnover is therefore estimated as £163,200, and ale and lager sales account for £122,400 of this (which is 75% of total wet turnover).
 
            Note: These figures all include VAT, which would not normally be included in profit and loss forecasts. See explanation below.
            

         
 
         Estimating machine income
 
         Machine income is your earnings from amusement machines, pool table and jukebox. In the case of many tenancy and lease agreements, machine income is split between the brewery or pub company and the licensee. Income varies greatly from pub to pub. Amusement machines are often played by a very small core of a pub’s clientele and income fluctuates with their use. An approximate guide would be 1–5% of wet turnover.
 
         Estimating total food sales
 
         Food turnover can be notoriously difficult to estimate. If details of food sales are unavailable, then an estimate is the best you can do. Some ways to try to do this are as follows:
 
         
            ♦ Speak to local food suppliers for guidance.
 
            ♦ Count the number of available covers (place settings) in the pub.
 
            ♦ Count the number of customers having food at different times of the week.
 
            ♦ Check the menu for average meal prices (don’t forget to include starters and sweets).
 
            ♦ Estimate the weekly number of customers eating meals. 
            
 
            ♦ Multiply the number of customers by the average meal price.
 
            ♦ Ask the brewery or pub company for their assessment.

         
 
         Estimating income from accommodation
 
         Bed and breakfast accommodation is providing a useful additional income source for more and more pubs. If the pub has suitable facilities then it could be worth considering. If the pub you are interested in operates bed and breakfast facilities, you need to take into account income you will earn from these. If accurate information is not provided, it will have to be estimated. Here are some pointers:
 
         
            ♦ Note the total number of rooms.
 
            ♦ Note the room rates (room price).
 
            ♦ Estimate the occupancy rate (ie what percentage of rooms are occupied).

         
 
         The total number of rooms and the rates for the rooms can be easily obtained, the occupancy rate can be more difficult to establish. Occupancy varies depending on the type of accommodation, price, location and other environmental factors. As a guide, major hotels generally run at 65–70% occupancy rates. Pub accommodation is more likely to be in the 25–35% range. Some pubs can enjoy higher levels where they have regular weekly stays from contractors or business people, or are located in a tourist area.
 
         
            ♦ EXAMPLE ♦
  
            
 
            5 (rooms) x £25 (room rate) x 365 (number of days) x 25% (occupancy rate) = £11,406 (estimated annual income from accommodation).

         
 
         ESTIMATING RUNNING COSTS
 
         You will require details of running costs in order to assess a pub’s profitability. If accounts are not available to you, the following table containing industry estimates of annual running costs of a lease will act as a guide: 
         
 
         Note: The percentage figures are shown as a % of sales turnover (excluding VAT):
         
 
         
            ♦ Bar staff costs are 8–12% of wet turnover.
            
 
            ♦ Food staff costs are 20–25% of food turnover.
            
 
            ♦ Accommodation staff costs are 20–25% of accommodation income.
            
 
            ♦ Other costs are shown as a percentage of total turnover (including
 drinks, food turnover, machine income and any accommodation income).
            

         
 
         
            
               
                       
                              
                                     
                           	Industry estimates of annual running costs   
                                    
                        
         
                                     
                           	               
                           	            
                        
         
                                     
                           	Staff costs – bar             
                           	8–12% of wet turnover
                                    
                        
         
                                     
                           	Staff costs – food             
                           	20–25% of food turnover
                                    
                        
         
                                     
                           	Staff costs – accommodation             
                           	20–25% of accommodation income
                                    
                        
         
                                     
                           	Rent             
                           	10–15%         
                        
         
                                     
                           	Heat and light             
                           	3–6%         
                        
         
                                     
                           	Business rates             
                           	3–4%         
                        
         
                                     
                           	Repairs             
                           	2–4%         
                        
         
                                     
                           	Marketing             
                           	2–3%         
                        
         
                                     
                           	Accountant and stocktaker             
                           	1–2%         
                        
         
                                     
                           	Insurance             
                           	1–1.5%         
                        
         
                                     
                           	Licences and fees             
                           	0.75–1%         
                        
         
                                     
                           	Motor expenses             
                           	0.75–1%         
                        
         
                                     
                           	Water rates             
                           	0.75–1%         
                        
         
                                     
                           	Bank charges             
                           	0.5–1%         
                        
         
                                     
                           	Telephone             
                           	0.5–0.75%         
                        
         
                                     
                           	Equipment rental             
                           	0.25–0.5%         
                        
         
                                     
                           	Glassware and crockery             
                           	0.25–0.5%         
                        
         
                                     
                           	Cleaning materials             
                           	0.25–0.5%         
                        
         
                                     
                           	Waste and refuse             
                           	0.25–0.5%         
                        
         
                                     
                           	Other miscellaneous costs             
                           	2–5%         
                        
         
                                     
                           	Entertainment (optional)             
                           	based on type of entertainment         
                        
         
                                     
                           	Satellite TV (optional)             
                           	based on rateable value         
                        
         
                                     
                           	Depreciation             
                           	based on value of assets         
                        
     
                      
                  

               

            

         
  
         
         
 
         PROFIT AND LOSS
 
         Making a profit
 
         When assessing various pubs you will need to consider whether you can operate the pub at a profit and whether the profit it generates is sufficient to meet your obligations and expectations. To do this you should draw up a profit and loss forecast.
 
         
            [image: ]
            
 
            Ask to see the estimated profit and loss forecast drawn up by the brewery or pub company which is normally prepared to calculate rent for a new agreement.

         
 
         Excluding VAT from calculations
 
         When drawing up a profit forecast we exclude VAT from all figures. This is because we ‘collect’ VAT on behalf of HM Revenue and Customs and it does not directly affect the profitability of a business. See more details in Chapter 13, Book-keeping and Accounts.
         
 
         In practical terms, this means we have to remove the VAT element from many of the figures we use (if VAT has been charged on the figures in the first place).
 
         
            ♦ EXAMPLE ♦
            
 
            Using the example of The Barking Dog pub, we have estimated that wet turnover is £163,200. This figure includes VAT, which we need to remove to obtain our ‘ex VAT’ turnover figure.
 
            An easy way of doing this is to divide the figure by 117.5%. This gives us an ex VAT turnover of £138,894.
 
            To check this, multiply £138,894 by 17.5% (VAT rate) which gives £24,306 (VAT). Adding the two figures together gives £163,200. We use the ex VAT turnover figure in any profit and loss forecasts.

         
 
         
         
 
         GROSS PROFIT AND NET PROFIT
 
         The terms ‘gross profit’ and ‘net profit’ are used in accounts and financial forecasts. Gross profit is often abbreviated as GP and net profit as NP. It is important to understand the difference between the two. In simple terms, gross profit relates to what you sell, and the profit you make after paying for these. Net profit is the profit you have left after deducting all running costs.
 
         GROSS PROFIT
 
         Gross profit is calculated as follows: sales revenue less the cost of sales = gross profit.
         
 
         Calculating gross profit margin (GP£) on specific products
         
 
         
            ♦ EXAMPLE ♦
            
 
            You sell a barrel of lager for £720 (sales revenue), which cost you £400 to buy (cost of sales).
 
            Both these figures include VAT, which needs to be removed. This results in ex VAT figures of £612.77 and £340.43 respectively. To work out the gross profit margin, subtract one figure from the other:
 
            
               
                       
                              
                                     
                           	Sales revenue (ex VAT)             
                           	£612.77         
                        
         
                                     
                           	Less: Cost of sales (ex VAT)             
                           	£340.43         
                        
     
                      
                  

               

            

         
 
         Calculating gross profit margin (GP£) on turnover
         
 
         
            ♦ EXAMPLE ♦
            
 
            Your annual wet turnover is £138,894 (ex VAT), and your drinks purchases for this period are £76,392 (ex VAT).
 
            
               
                       
                              
                                     
                           	Wet turnover (ex VAT)             
                           	£138,894 (100%)
 
                                    
                        
         
                                     
                           	Less: Cost of sales (ex VAT)             
                           	£76,392 (55%)
 
                                    
                        
         
                                     
                           	Equals: Gross profit             
                           	£62,502 (45%)
                                    
                        
     
                      
                  

               

            

         
 
         
         
 
         Gross Profit Percentage (GP%)
 
         Gross profit is often quoted as a percentage of sales revenue/turnover. Using the second example, if we divide the gross profit margin into the wet turnover, the result is 45%. This tells us that 45% of our turnover converts to gross profit. (Cost of sales amount to 55% of turnover.)
 
         Factors affecting GP percentages
 
         The main factors affecting GP percentages on products are:
 
         
            ♦ The price you are able to charge.
 
            ♦ What they cost to buy.

         
 
         Additional factors affecting GP percentages on overall turnover are:
 
         
            ♦ The types and quantities of product you sell: some products can be sold at higher GP percentages than others.
 
            ♦ Wastage and theft: if you lose stock items due to wastage or theft, you cannot sell them, so make no profit at all on these.

         
 
         Industry averages for GP percentages
 
         Typical overall GP percentages on wet turnover (based on normal, brewery or pub company list prices, excluding any discounts) are as follows:
         
 
         
            
                    
                           
                                  
                        	♦ Low priced local pub             
                        	38–40%         
                     
         
                                  
                        	♦ Traditional local pub             
                        	40–47%         
                     
         
                                  
                        	♦ Quality pub             
                        	46–52%         
                     
         
                                  
                        	♦ YPV (Young Persons Venue)             
                        	45–55%         
                     
     
                   
               

            

         
 
         Freehold properties, earning discounts on their drinks purchases, can make over 60%.
 
         Typical overall GP percentages on food turnover:
 
         
            
                    
                           
                                  
                        	♦ Low-priced/quality food             
                        	30–40%         
                     
         
                                  
                        	♦ Mid-priced/quality food             
                        	40–55%         
                     
         
                                  
                        	♦ Higher-priced/quality food             
                        	60–70%         
                     
     
                   
               

            

         
 
          
         Controlling wastage is critical in achieving your food gross profit percentages.
         
 
         CALCULATING WEEKLY BREAK-EVEN SALES
 
         It is important for you to know the level of sales you require to break even. Break-even is reached when your sales revenue equals your running costs. If your sales revenue is less than your running costs, you are making a loss; if your sales revenue exceeds your running costs you are making profit.
 
         You should work out the value of weekly sales you require in order to break even at your forecasted weekly running costs. The first step in doing this is to estimate your weekly running costs, establish your overall gross profit percentage (GP%), and then follow the steps explained below.
 
         Calculating weekly sales required to break even
 
         Weekly break-even sales are calculated as follows:
 
         Weekly running costs divided by GP(%) multiplied by 100 = weekly breakeven sales (ex VAT).
         
 
         Then multiply by 1.175 (to add VAT) to give weekly sales including VAT required to break even.
         
 
         
            ♦ EXAMPLE ♦
            
 
            (using figures from The Barking Dog forecast below)
 
            £875 (weekly running costs) divided by 45 (GP%) multiplied by 100 = £1944 (weekly sales, excluding VAT, required to break even)
            
 
            Then, multiply £1944 by 1.175
            

         
 
         
         
 
         NET PROFIT
 
         Net profit (or net loss) is what you have left after deducting all running costs.
 
         
            
               
                       
                              
                                     
                           	Simplified profit and loss forecast for The Barking Dog* 
 
                                    
                        
         
                                     
                           	Annual wet turnover             
                           	£138,894         
                        
         
                                     
                           	Less: annual cost of sales
                                        
                           	£76,392         
                        
         
                                     
                           	Equals: annual Gross Profit margin
                                        
                           	£62,502 (45%)
                                    
                        
         
                                     
                           	Less: Total running costs
                                        
                           	£45,502         
                        
         
                                     
                           	Equals: annual Net Profit
                                        
                           	£17,000
                                    
                        
         
                                     
                           	(*All figures are quoted ex VAT)         
                        
     
                      
                  

               

            

         
 
         HOW YOU OPERATE THE PUB
 
         Any assessment of a pub’s profitability must take into account how you intend to operate the pub. Your vision for the pub may be very different from how it is being run at the moment. You may see opportunities that are currently not being exploited that would have a positive effect on turnover. You may intend to run the pub with different levels of staff, and control costs more tightly than its current occupants do. Your forecasts must also be realistic. It is very easy to overestimate your turnover and underestimate costs. This is easy to do in the excitement of trying to find your pub. A more level-headed approach is to prepare a range of profit forecasts: ‘optimistic’, ‘average’ and ‘pessimistic’. This helps you look at a range of possible scenarios and assess the consequences of each.
 
         
            [image: ]
            
 
            Seek the advice of an accountant with experience of the licensed trade, to help assess the viability of any pub you are interested in.

         

      

      
    

  


End of sample




    To search for additional titles please go to 

    
    http://search.overdrive.com.   
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Puzzles are low in popularity but high in
PUZZLES profit margin. Higher in profit per sale but
hard to sell.

Typically the more expensive dishes on a menu. May act as ‘image makers’ but too many
of these dishes should be avoided. Price reductions may be a way of improving popularity|

but must be carefully assessed. Otherwise candidates for repackaging, replacing or
elimination.

Examples: Jumbo and Super deluxe pizzas.
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town centre locals catering kitchen | no food no. of bedrooms -
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assignment
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equity equity equity equity
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Loan Possibly — Possibly — Yes — Yes —
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Overdraft Yes Yes Yes Yes
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mortgage may lend up to
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value
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80% of forced
sale value
Fixtures and Possibly Possibly No No
fittings repayment
plans
Deposit Possibly Possibly No No

build-up






OPS/9781848034402_cover_epub.jpg
h' MARK S. ELLIOTT

THE COMPREHENSIVE GUIDE
TO FINDING A PUB AND MAKING
IT PROFITABLE ~~-2nd Edition






OPS/a352_1_online.jpg
less:

equals:

less:

SALES

Drinks sales:
Food sales:
Accommodation:
Machine income:
Other income:

Total sales:

COST OF GOODS SOLD
Drinks purchases:

Food purchases:

Other:

Total purchases:

GROSS PROFIT
Drinks:

Food:
Accommodation:
Machine takings:
Other:

Total Gross profit:

OPERATING COSTS

Staff costs — bar (inc NIC):
Staff costs — food (inc NIC):
Staff costs — accommodation (inc NIC):
Staff costs — other (inc NIC):
Rent:

Business rates:

Heat & light:

Repairs & decoration:
Marketing:

Accountant & stocktaker:
Insurance:

Licences & fees.






OPS/icon_1_online.jpg





OPS/half_title_1_online.jpg





OPS/icon_3_online.jpg





OPS/title_1_online.jpg
MARK S. ELLIOTT

THE COMPREHENSIVE GUIDE
TO FINDING A PUB AND MAKING
IT PROFITABLE —~-2nd Edition

howtobooks





OPS/a270_5_online.jpg
Stars are high in both popularity and profit
STARS margin. These are the Signature Items.
These dishes should have prime place on your menu and be promoted by staff to further
improve your overall profitability. Other than finding ways to reduce the recipe cost of

these items (increasing dish gross profit further), they should be left alone.

Examples (using fictional data from previous table): Cheese pizza
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PLOUGH Plough horses are high in popularity but low
HORSES in profit margin. Price-sensitive.

These dishes are typically very price-sensitive and sometimes used as ‘loss leaders'.
They can be pushed into the ‘star’ category by improving profit margins by reducing

recipe cost.

Examples: Beef pizza
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Ideal Pub Checklist

Capital available: Geographical area:
£

Location: Clientele
town centre  locals
suburban young persons
estate executives
neighbourhood  offce staff
rural families
village couples
main road manual workers
students
gay community
shoppers
0APs

Other things that you require:

Facilities Catering Other requirements
catering kitchen no food no. of bedrooms -
car park snacks garage

beer garden bar meals Local facilities
function room restaurant school

games room buffets hospital

live music outside catering  transport links
big-screen sports

disco

Other things that are important to you:
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Dogs are low in popularity and low in profit
DOGS margin. Unpopular and little profit.

Possible candidates for elimination, repackaging, repricing or replacing. However, these
dishes may serve a particular market segment such as kids" menus and need to remain in

place to be competitive.

Examples: Spicy chicken.
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Motor expenses:
Water rates:

Training costs:

Bank charges:
Telephone:

Equipment rental:
Glassware & crockery:
Cleaning materials:
Waste & refuse:
Uniforms:
Entertainment:

Sky TV:

Loan interest:
Depreciation:

Other miscellaneous costs:

Total running costs:
equals: NET PROFIT

Note: All figures must be shown exclusive of VAT, where applicable.

%






