
 
Dear Member of MSU Incorporated, 
 
I hope you all have had a relaxing summer so far and are enjoying a well-deserved break after the 
end of the term. This year will be a critical year of change for the MSU, particularly for our 
business units. The announcement of the Student Choice Initiative (SCI) in January 2019 directly 
jeopardizes our services we provide. For this reason, it is imperative that we invest in our business 
units to generate revenue which we can invest into our services to continue to serve the students 
of McMaster. 
 
In consulting with each of you during my election process, I outlined to you all my plan to expand 
The Grind. Over the last month in my position, I have consulted with various University 
stakeholder and internal MSU staff to set the ground work to turn this vision into a reality. I am 
excited to submit to you all today my proposal to expand The Grind to increase its’ capacity and 
continue to provide affordable food, space to study/lounge, and generate revenue for the MSU.  
 
 
The following proposal outlines my plan to expand The Grind and provides an overview of the 
anticipated costs, anticipated space design and projected revenue targets for the 2019-2020 fiscal 
year. 
 
The core values of this project are as follows: 

1. Increase our capacity to provide fast and affordable food to students on campus 
2. Increase our capacity to provide students with more study and lounge space 
3. Continue to generate revenue for the MSU which can be used to off-set costs of out 

additional services  
 
 
 
 
 
 
 
 
 

. 

MEMO 
From the office of the… 

Vice-President (Finance) & CFO 

TO: MSU Inc.  
FROM: Alexandrea Johnston, Vice President (Finance) 
SUBJECT: The Grind expansion Capital Allocation 
DATE: June 13, 2019 



History: 
 
Throughout the 2017-2018 year, the VP Finance submitted a proposal for a capital investment to 
create The Grind. In June of 2017, the members of MSU Inc. approved a $100,000 capital 
investment which allowed for the vision to become a reality. The Grind opened doors in January 
of 2018, however, it began to serve the McMaster community in February of 2018. In December 
of 2018, a group of Engineering students examined the success of The Grind for their capstone 
project. There are some key results from the Capstone project: 
 

1. The average revenue generate per purchase bill for the Grind is $5.00. 
2. The introduction of The Grind has not cannibalized the sales from TwelvEighty. Although 

it is too soon to conclude The Grind has assisted in TwelvEighty revenue generation, it 
does appear that from January-April of 2018, the average % decrease is sales was 18.14% 
compared to 26.82 present in 2017.  

3. The gross profit margin for The Grind has been increasing since it opened its doors in 
January 2018 and is on average 67%. It is important to note that certain overhead costs are 
difficult to determine as The Grind currently utilizes the same budget as TwelvEighty. It 
still appears to be a profitable service.  

 
Competitive Analysis: 
 
The closest competitors to The Grind are Starbucks, Williams Fresh Café, Paisley Coffeehouse 
and Eatery, and Second Cup Westdale. All these competitors offer a variety of items. The Grind 
is the only competitor that offers crepes. All competitors have been observed to operate at capacity. 
There is a great demand for café spaces in Canada. A 2018 CBC article suggests University 
students are increase their caffeine consumption and are consistently choosing to study at a café 
rather than a library (Ironically, I’m writing this report at a café!). I believe it is evident The Grind 
is competing in an unsaturated marketplace with a large opportunity for growth.   
 
Primary Research: 
 
Thanks to the Capstone project, there is a significant amount of primary research relating to the 
Grind peak hours, and how the actual capacity related to the true seating capacity of 45 seats. The 
Grind can accommodate a maximum of 45 individuals. Over a span of 4 weeks, between The 
Grinds hours of operation of 8am-5pm, a headcount of customers was taken every hour of 
everyday. From this, off-peak (2-22% full), mid-peak (25-40% full), and peak (42-62% full) times 
were determined.  Peak times represent times that 19-28 individuals were seated, data suggested 
that despite a maximum capacity of 45 individuals, the Grind never accommodated more than 28 
individuals.  
 
 
 
 
 
 
 



An overview of peak times for each operating day can be found below. 
 
Day of Week Average Number of 

Off-Peak Hours 
Average Number of 
Mid-Peak Hours 

Average Number of 
Peak Hours 

Monday 1 1 7 
Tuesday 2 2.25 4.75 
Wednesday 2 2 5 
Thursday 2 1.5 5.5 
Friday 1.75 1.75 5.5 

 
The maximum utilization ratio of 62% indicated that the current seating arrangement included too 
many large tables which were occupied by smaller groups. The Grind operated within its “full” 
capacity over 60% if the time, for this reason, it can be concluded that The Grind’s demand is not 
being met. This suggests there is an unmet demand and strong justification for further expanding 
the space to accommodate more individuals utilizing the space.  
 
Current state: 
 
The below image provides an overview of the current TwelvEighty and Grind space. The Grind 
currently sits a maximum of 45 individuals. After a month of research and consulting, the logical 
next phase of The Grind is to expand the space. As such, this proposal asks for capital to expand 
the Grind throughout the entire event space.   
 

 
 
 



 
As such, given the success of the Grind, the next phase is to expand the space. The plan is 

to expand the space in its entirety, however to start, we will add an additional 40 seats. In the photo 
below, the dark black lines outline where the fixed walls would move. The current fixed walls in 
the space would be moved and replace the removable curtain. Additionally, we could create a 
small wall to act as additional storage for the furniture that would need to be moved for an event. 
Phase one of the expansion adds 40 seats, and phase two adds an additional 40-50 seats. As such, 
once the space is expanded in its entirety, there will be an additional 80-100 seats. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Financial Implications: 
 
With the uncertainty of the Student Choice Initiative, I understand that this project will be dipping 
into our reserves. The expansion of The Grind is a critical next step to increase our revenue in our 
Business Units. A breakdown of costs can be seen below: 
 

Expense Cost 
Wall Movement & Reconstruction $8,500 
Lighting  $10,000 
Power Extension and WIFI $3,000 
Furniture  $15,000 
Painting of ceiling $3,500 
Taxes $5,000 
Contingency  $5,000 
 $50,000 

 
Cost/Benefit Analysis: 
 
To determine the increase in revenue, an increase in expected customers was estimated using the 
utilization ratio. The utilization ratio is the total people at The Grind in each hour, divided by the 
total seat capacity. It will be assumed that 80% of students in the space are paying customers and 
the remaining 20% are students at the Grind who do not order anything.  
 
This table represents the total revenue increases with the expansion. 
 
Time of 
Day 

Estimate 
Type 

Full 
Capacity 
(people) 

UR Ratio Increase in 
customers/hour 

Increase in 
Revenue/hour 

Off Peak (1-
10 people) 

Worst Case 39 2% 0.702 $3.55 

 Best Case 39 22% 7.722 $39.03 
Mid Peak 
(11-18  

Worst Case 39 25% 8.775 $44.35 

People) Best Case 39 40% 14.04 $70.96 
Peak (19+ 
people) 

Worst Case 39 55% 19.305 $97.57 

 Best Case 39 75% 26.325 $133.05 
 
 
 
 
 
 
 
 



 
This table represents the weekly and monthly revenue estimates for the expansion. 
 
Day of Week Conservative Revenue Mid-Level Revenue Best Case Revenue 
Monday $730.86 $886.08 $1,041.30 
Tuesday $570.32 $720.00 $869.67 
Wednesday $583.62 $734.41 $885.19 
Thursday $610.23 $763.24 $916.24 
Friday $620.43 $772.33 $924.22 
Total $/week $3,115.47 $3,876.05 $4,636.62 
Total $/month $12,461.89 $15,504.19 $18,546.48 

 
This table is a summary of the total financial implications of the expansion over the 2019-2020 
year.  
 
 Conservative Revenue Mid-Level Revenue Best Case Revenue 
Total 
Revenue/Month 

$12,461.89 $15,504.19 $18,546.48 

Prorated Revenues 
for Academic Year 

$99,695.11 $117,948.90 $127,075.79 

Total Capital Cost  $50,000.00 $50,000.00 $50,000.00 
COGS Increase $27,186.46 $32,164.22 $34,653.09 
Total Profits Year 
One 

$22,508.65 $35,784.68 $42,422.70 

 
Project Timeline: 
 
SRA Allocation: June 23rd, 2019 
 
Project Quoting: June 24th- July 12th, 2019 
*All quotes to be approved by Executive Board before expending. 
 
Construction: July 12- August 9th, 2019 
 
Space Set up: August 12th-15th, 2019 
 
Phase one opening (additional 40 seats): August 15th, 2019  
 
Phase two opening (additional 40 seats): January 1st, 2020  
 
 
 
 
 
 
 



Closing remarks: 
 
Thank you very much for taking the time to read this proposal. After a month of consultation, I 
know this is the appropriate next step to take to increase revenue for the MSU. It is critical that 
we are generating revenue that can be used to off-set costs of our non-essential services in years 
to come. 
 
Thank you very much for your time and I am more than happy to answer any questions. 
 
Best, 
 

 
 
Alexandrea Johnston 
vpfinance@msu.mcmaster.ca  
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