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Canopy Lounge*

SECTION I

BACKGROUND AND RESEARCH DATA 
The following data were gathered first hand from the 

owner/operator. They include interviews and financial 
records.
History The Canopy Lounge opened for business on July 1,
1972. It is owned by a corporation whose principals are Mr.
John Digilio, President, and his wife. The lounge is 
located in the downtown business and shopping districts of 
Omaha, Nebraska. Hours of operation are from 9 AM until 
1 AM, six days a week, and from 12 Noon until 9 PM on Sundays. 
Normal cocktail lounge business is conducted during these 
hours. In addition, hot sandwiches and other food is served 
from 11 AM until midnight on weekdays, and from 12 Noon until 
9 PM on Sundays. Mr. Digilio is an excellent cook and prepares 
the food himself. The lounge also sells package goods 
consisting of a wide variety of wines, beer, and liquors.
The Canopy Lounge operates under the legal name of the One 
Eleven Bar, doing business as the Canopy Lounge.

* This case was prepared by Victorio G. Trimarchi, under the 
direction of Dr. Jean L. Carrica as a basis for class discussion 
and not to illustrate either effective or ineffective handling 
of an administrative situation.
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Facilities The Lounge occupies the first floor of a four 
story building on a lease arrangement. Terms of the lease 
required the owner to lease the entire building. Access to 
the upper floors is by stairs that begin inside the lounge 
proper, and by elevator in the rear of the building. The 
elevator is inoperative. Estimates for repair run from $800 
to $1500, but the repairing agency will not guarantee proper 
operation because of the elevator's age. Another business 
wanted to sub-lease the third floor, but backed out because 
of lack of access. They were not willing to undertake the 
elevator repair expense.

The interior of the lounge is tastefully decorated in 
warm red tones. Normal ancillary services such as juke box 
and cigarette machine are supplemented by a pinball machine 
and a Foos Ball table. A steam table for food service is 
located next to the bar.

The exterior of the lounge faces Dodge Street, and is 
around the corner from the main shopping district. (See 
Exhibit 1). A sign on the front face of the building 
reads: "Canopy Lounge." Another sign hangs over the street
at a 90 degree angle from the storefront and can be seen from 
the corner of Dodge and 16th Streets. It reads: "Bar" in 
large block letters, and "cokctails, sandwiches, pkg goods" 
in smaller letters underneath.
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Management Mr. John Digilio, in effect the owner, is a
high school graduate with two and a half years college as a music
major. He left college to serve a tour in the U.S. Army.
Since then, he has been self-employed in the bar and cocktail 
lounge business. He owned and operated a bar for five years 
prior to opening the Canopy Lounge. Mr. Digilio employs two 
cocktail waitresses and a janitor on a full time basis, and 
supplements them with casual help during peak business periods. 
The bulk of the operation is done by him personally.

Market The primary market of the Canopy Lounge is fourfold: 
businessmen and downtown workers lunch with cocktails, after
work patrons who stop by for a drink before driving home, 
downtown shoppers, and regular patrons who prefer a downtown 
lounge. The lounge is one half block from the three major 
downtown department stores, and is in the heart of the 
business district. In addition, the Canopy is directly across 
the street from the Hilton Hotel whose regular and business 
convention guest patronize the lounge for its different 
atmosphere and package goods.

Competition There are three lounges similar to the Canopy 
within a three block area. One of these establishments is 
to be removed to make way for a new building. The others do 
not serve food, as the Canopy does. A cafe is one block 
away, but this too will be relocated because of the new 
building. The Canopy Lounge then, enjoys a competitive 
advantage in that it serves both beverages and food, and is
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within easy walking distance of shopping and business areas 
and a major hotel.

Advertising and Promotion Advertising and promotion has 
been limited to small items such as books of matches with 
the lounge's name, and signs and posters displayed within 
the establishment. At one time, handbills were made in order to 
attract business for a special occasion. Difficulty was 
encountered in distributing these handbills in most of the 
large, nearby businesses. Another time, the owner purchased 
a very small advertisement in the OMAHA WORLD HERALD newspaper. 
The cost was $55 and no appreciable increase in business could 
be attributed to it. The owner does purchase advertising 
space in brochures published by convensions that are held at the 
Hilton Hotel.

The owner was once approached by a small group of 
employees from a nearby, large corporation. They wanted to 
give a promotion party. Two hundred dollars in cash was 
given to the bartender and the party was to have drinks 
served until the money was exhausted. During the course of 
the party, snacks were served free. Afterwards, a spokesman 
for the group expressed gratitude for the little extras served. 
Previous parties of this nature were usually held at a 
competitors establishment. No such free extras were ever 
given. When the money was exhausted on drinks, the party was 

Since this time, these patrons have used the Canopyover.
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for their parties. The owner felt that the benefits from 
this type of business promotion exceeded those to be gained 
from newspaper advertisement, and at a far, less cost.

Financial Mr. Digilio applied for, and was granted a 
$25,000 loan guaranteed by the Small Business Administration 
(SBA) in order to establish his business. The $25,000 figure 
was the initial request, because Mr. Digilio was apprehensive 
that if he asked for too much, he might not get anything.
In fact, the cost of preparing and improving the premises 
for operations consumed the entire amount of the loan, and 
still required additional funds that had to be borrowed 
elsewhere. This left a shortage of operating capital when 
operations began.

The loan was negotiated with the Mid-City Bank because 
Mr. Digilio had his checking account there, and was 
personally acquainted with the officers. After the lounge was 
opened and operations commenced, the relationship between 
Mr. Digilio and the officers deteriorated because of some 
personnel changes at the bank, and some personal conflict.
Mr. Digilio subsequently moved all his accounts, except the 
SBA loan to the First National Bank of Omaha. This worsened 
the relationship with Mid-City, and when business conditions 
required additional funds, they could not be gotten from 
Mid-City. The officer said, in effect: "Do your business 
where you bank." The First National Bank refused financing
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because the SBA loan was at Mid-City.

The result of Mr. Digilio’s banking experiences was 
that he had no rapport with either of the banks he did 
business with. He has no line-of-credit, and must meet 
his changing financial needs through receipts from the 
lounge, and personal contacts.

Future Operations Mr. Digilio has made a heavy personal 
and financial investment in the Canopy Lounge. He intends 
to develop it into a thriving and profitable business with 
a long future. Plans for this future include installing 
a complete kitchen. He feels that he can compete quite well 
with the other eating establishments in the area because of 
the Lounge's tastefully decorated interior, the quality of 
his food, and the fact that the establishment is a lounge 
and can serve beer, wine, and cocktails along with the food.

In the more distant future, Mr. Digilio plans to 
renovate the second floor as a party room with a large 
seating capacity. This, of necessity, must be delayed until 
the kitchen is installed, and some of the initial financial 
burdens have been lessened.



SECTION II

ANALYSIS

Facilities The owner is leasing an entire four story 
building, and is using and deriving income from only one 
floor. There are future plans for the second floor, but 
they are some time away. Lease payments include all floors 
heating must be maintained to prevent water pipes from 
freezing, and even though the upper floors are not in use, 
they require some maintenance. The opportunity cost for 
not sub-leasing the upper floors cannot be established 
because of lack of data, but income from them would greatly 
offset the heavy financial burdens of this new business.

An intuitive judgement of the interior of the lounge 
is that it has a warm, comfortable atmosphere that should 
have wide appeal to the market segments described earlier. 
Exterior appearance must be considered because it is a 
factor that will attract patrons to come in and try the 
fare, or dissuade them because of the impression created. 
"An attractive exterior is an invitation to enter. It tell 
a man or woman on the street the character of the place you 
operate."*

* Harold J. Grossman, Practical Bar Management, Ahrens 
Publishing Company, Inc, 1959, p . 24



The storefront sign reading "Canopy Lounge" is bright, cheer
ful, and in good taste. However, the prominent word in the 
sign over the street is "Bar". The predominant feature of 
Dodge Street is heavy traffic. Because of their speed, 
automobile occupants see mainly the bar sign and not the 
lounge sign. Sixteenth Street has heavy pedestrian traffic, 
especially North on 16th to Dodge, then West, or straight 
ahead to the Hilton Hotel. People walking in this direc
tion again see mainly the bar sign and not the other. An 
easy assumption for potential patrons to make, is that the 
establishment is just a bar and not a cozy lounge with good 
food. 1

Management Mr. Digilio is experienced in both the cocktail 
lounge and food business. His help is competent and sufficient 
to handle the current volume of trade. There appears to be 
no problem with the day-to-day operation of the lounge.

Advertising and Promotion The market segments that the
Canopy wishes to reach are fairly well defined. It appears, 
however, that the owner has not used a systematic approach 
to reach each with a message effective enough to induce 
business. He has not used newspaper advertisement because 
of its cost, and doubtful effectiveness. The lack of working 
capital has precluded the owner from investigating and 
implementing a planned program designed to reach his market 
and induce them to try his fare.



Financial There appears to be two basis financial problems.
First, the business is undercapitalized. The initial cost of 
preparing the premises for operations, absorbed the entire 
amount of capital the business initially borrowed, and had 
on hand. Proceeds from operations had to be used to cover 
normal operating expenses as well as some initial preparation 
costs.

The initial undercapitalization led directly to the 
second problem area: insufficient working capital to 
carry on normal operations in a smooth and predictable manner. 
Exhibits 2 through 4 depict the business' historical 
operations. Exhibit 5 summarizes three key business indicators 
sales receipts, gross profit, and operating expenses. Because 
of the lack of working capital, expenses had to be met on 
a priority basis. For example, the rent must slip this 
month because the insurance needs to be paid. Next month a 
double rent payment will be due, so the repair and maintenance 
payment has to wait. This causes an erratic plot of expenses 
in Exhibit 5, making analysis difficult. Exhibit 6 shows the 
result of linear regression analysis on these three key 
business indicators in an attempt to detect trends. From this, 
it can be seen that sales have steadily improved. Gross profit 
improved at a better rate, and expenses were not abnormal. Had 
sufficient capitalization and working capital been available



at the beginning of operations, Exhibit 5 would have closely 
approximated Exhibit 6 , and the business would have little 
or no problems today.



SECTION III

TEACHING NOTE (RECOMMENDATIONS)

1. The elevator must be made serviceable so that 
income can be derived from the upper floors of the building.
A means of financing this repair must be found. Possible
sources are: a) a recapitalization program (see recommendation 5)? 
or b) a three way arrangement among the sub-lessor, a pros
pective leasee, and a financial institution that would be 
willing to underwrite the repair, using the lease as a form 
of commercial paper, or collateral.

2. Change the overhanging storefront sign to appeal 
more to the market segments the business wishes to attract. 
Substituting the word "lounge" or "cocktails" for "bar" 
seems indicated. Marketing consultants from a local univer
sity, or a professional consultant may provide helpful 
suggestions at an acceptable cost.

3. Based on the progress the business has made to date, 
no change or alteration in the management is recommended. Mr. 
Digilio has proven to be quite competent in managing the 
operations of the lounge.

4. The business cannot afford not to advertise. The 
writer makes no claims of advertising acumen. However, the

11



facts clearly show that the target market segments have not 
been reached, indicating the necessity of an advertising 
program. A firm specializing in advertising should be 
consulted, and a cost-effective plan prepared and implemented.

5. An attempt should be made to recapitalize the 
business. Experience gained since operations began, along 
with historical financial growth trends substantiate that 
the Canopy Lounge is a sound business. If existing debts 
can be consolidated with the addition of sufficient working 
capital, the business can run smoothly, profitably, and 
can incorporate planned future growth.

6 . Each of the preceding recommendations, with the 
exception of number 3, require financing. The owner must, 
as his first priority, seek and find a bank whose officers 
can perceive the soundness of the business, and be willing 
to establish a working business rapport.
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EXHIBIT 2
CONSOLIDATED OPERATING STATEMENT* 

CANOPY LOUNGE
MAY 1972 THROUGH NOVEMBER 1973

Net
Profit Oth ProfitMonth Sales COGS Gross Exp. (Loss) Inc. (Loss)

Jun 72 0 0 0 5000 (5000) 0 (5000)Jul 6093 3351 2741 1642 1099 92 1191Aug 6452 3548 2904 1892 1011 60 1071Sep 5065 2786 2279 1637 642 0 642Oct 5105 3 80 8 2297 4545 (2248) 62 (2186)Nov 4680 2574 2106 1355 751 59 810Dec 6662 3664 2998 7721 (4723) 0 (4723)
Jan 73 5317 2924 2394 2397 (3) 0 (3)Feb 5206 2127 3079 1767 1313 40 1353Mar 6654 3194 3460 4177 ( 717) 50 ( 667)Apr 5092 2444 2648 102 74 (7627) 41 (7586)May 6600 3168 3432 737 2696 0 2696Jun 7189 3451 3738 1985 1753 0 1753Jul 7755 3722 4033 3724 308 0 308Aug 7804 3746 4058 2271 1787 79 1866Sep 7553 3481 4072 3944 127 0 127Oct 7767 3728 4039 3992 47 65 . 112Nov 7693 3693 4000 2389 1612 166 1778

* Figures rounded to the nearest dollar.



EXHIBIT 3
INCOME STATEMENT 
CANOPY LOUNGE

JULY 1, 1972 - DEC 31, 1972

Sales
Cost of Goods Sold 
Gross Profit 
Expenses :

34,057
18,731
15,326

Salaries 4331
Social Security 256
Rent 4336
Utilities 1330
Laundry 188
Supplies 809
Repair and Maintenance 1019
Haul and Janitor 202
Automobile and parking 117
Dues 10
Interest 238
Advertising 307
Casual Help 284
Business Promotion 518
Permit 821
Legal and Professional 1731
Freight and Postage 16
Insurance 1869
Rental Equipment 721
Office 217
Cash Short (over) (677)
Taxes 149

Total Expenses 
Profit (Loss) on Operations 
Other Income 
Net Profit (Loss)

18,792
(3,466)

273
(3,193)



EXHIBIT 4
BALANCE SHEET

John 
Digilio 
May 22, 
1973

Canopy 
Lounge 
May 2 2, 
1973

Canopy 
Lounge 
Jun 30 
1973

Assets
Cash
Equipment and fixtures 
Leasehold improvement 
Liquor license § goodwill 
Transportation § equipment 
Inventory
Furniture § appliances 
Real estate 
Stock - 111 Bar

100.00

8,000.00
9,500.00
23,700.00

300.00 
10,800.00 
21,200.00 
20,000.00
4.500.00
3.500.00

233.43
11,713.51
23,322.87
10,000.00
4.600.00
2.400.00

Total Assets 41,300.00 60,300.00 52,269.81

Liabilities and Net Worth
Account payable 
Notes Payable :

Victor adding machine 
Mid-City Bank 
1st Nat'1 Bank 

Surplus 
Capital Stock 
Notes payable :

1st Nat'1 Bank 
Model Finance 

Mortgage Payable 
Net Worth

2,400.00

1,600.00
2,600.00
1,100.00

33,600.00

600.00
100.00

31.900.00
4.000. 00

18.700.00
5.000. 00

9,716.60
1,027.67

31,516.00
3,700.00
1,309.54
5,000.00

Total Liabilities
and Net Worth 41,300.00 60,300.00 52,269.81



Exhibit 5
Key Business Indicators
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Exhibit 6
Linear Regression of Key Business Indicators
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