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Introduction

Recently, I went to a doctor’s office to get my eyes checked. After reviewing the patient info sheet and observing that I’d been a restaurant owner since 1992, the ophthalmologist proceeded to tell me how fortunate I was to have lasted in such a difficult business for so long. When I told him that it was not all that bad, he would have no part of it. And when I asked him where he got his information, he told me emphatically, “It’s a well-known fact that 80 to 90 percent of all restaurants fail in the first year.”

I hate to kick things off on a negative note, but as you’ll soon find out, unfortunately this is how most of your early conversations about opening your own restaurant will start, too. I want you to be prepared and, more important, resolute. As you may already know, the restaurant business has a bad rap—one that it definitely does not deserve.

THE 90 PERCENT MYTH

There are actually two myths about restaurant success: the one my not-so-insightful doctor shared and its ugly stepsister, the notion that the 10 percent of restaurants that do succeed, do so only because of luck, otherwise known as the X factor. Let’s start with the 90 percent bit.

Yes, your naysayer friends may have seen the caution printed in restaurant textbooks or in industry periodicals, or maybe they heard it on national television when Rocco DiSpirito of The Restaurant reality show lamented, “The inventory is highly perishable, the overhead insane—it’s no wonder that about 90 percent of all restaurants fail in the first year.” But listen carefully (you too, Rocco!): there is absolutely no evidence to support this much-cited failure rate. In fact, evidence points to the opposite.

A recent study found a restaurant failure rate of only 59 percent over a three-year period. The study’s author, Ohio State University hospitality management professor, Dr. H. G. Parsa, studied 2,439 restaurants in Columbus, Ohio, using local health department data for the 1996 to 1999 period. Even including restaurants that closed for reasons other than finances—for example, divorce or retirement—Parsa found failure rates of only 26 percent in the first year, 19 percent in the second, and 14 percent in the third. “After an extensive literature review on restaurant failures, I can find no evidence of a 90 percent failure rate anywhere,” he concluded.

What? However, those rascally pessimists still aren’t satisfied. Columbus, Ohio, doesn’t exactly have the same competition as New York or San Francisco, nor even the challenges faced in Washington, D.C., or Portland, Oregon. Well, these findings are consistent with an earlier study by Professor Chris Muller of the Cornell University School of Hotel Administration. He found that approximately 33 percent of all restaurants in the United States fail in the first year of operation. That’s a far cry from 90 percent. Another 33 percent of those remaining fail in the second year. But once past that crucial starting period, 65 percent of the restaurants that make it through their third year will survive for ten years. Professor Muller’s study also found that only 10 percent of franchised restaurants failed in the first year, and 85 percent were still operating under the same ownership after five years.

More encouraging still is the Dun and Bradstreet survey of businesses that went bankrupt or closed with unpaid obligations between 1920 and 1998. The survey found that eating and drinking places had a failure rate of only about 1.06 percent!

The fact is, not only do restaurants not have the highest failure rate of all businesses, they actually compare exceedingly well. According to Dun and Bradstreet, apparel, furniture, and camera and electronic stores are all more likely to fail than restaurants. And things just keep getting better. Read on.

AN EVEN BRIGHTER FUTURE

As more and more Americans move to cities, they have less time and space to cook. People need a convenient way to eat when they come home from work. At the same time, meals are still social occasions—times when friends or families get together. But fewer people these days have the energy to cook a big group meal and then actually enjoy it, especially knowing there will be dishes to wash after the guests have gone home. So what do Americans do? They go out to eat, of course!

In the United States, restaurants and food services together make up the nation’s largest retail sector. According to the National Restaurant Association, total restaurant-and-food service sales is projected to reach $537 billion at more than nine hundred thousand locations, with the industry experiencing its unprecedented sixteenth consecutive year of real growth.

Consider these facts as well:


[image: ] An average restaurant meal now costs only 20 percent more than cooking at home, compared to 93 percent more just ten years ago. “A $10 purchase of groceries a decade ago would have cost a consumer $19 on average at a restaurant. Now the same basket of supermarket food costs $12.50 at a restaurant, making the decision to dine out or get takeout a far more economically sensible one,” Paul Westra, an industry analyst at the Robertson Stephens investment bank in San Francisco, told Nation’s Restaurant News. The popular Zagat restaurant guide has even coined a term for restaurants that cater to customers who choose to go out for everyday meals: Better Alternative to Home, or BATH.

[image: ] As the number of American households earning two incomes grows, parents will have less time to prepare meals at home and thus will demand more dining conveniences. Four out of ten adults are cooking fewer meals at home than they did two years ago, according to a 2001 research study conducted by the National Restaurant Association. A similar study reported, “Six out of ten adults (61 percent) indicated that having carry-out or delivery meals means they have more time to spend on other activities.” Among eighteen- to twenty-four-year-olds surveyed, an astonishing 77 percent felt the same way.

[image: ] McKinsey & Company’s “Foodservice 2010” study predicts that restaurants will capture a larger share of the consumer food dollar than grocery stores for the first time as soon as the year 2010. That’s just around the corner from tomorrow.



Given these national trends, it is not surprising that, despite economic downturns and high gas prices—which siphon money from people’s discretionary spending to basic necessity budgets—the industry continues to experience unprecedented growth. But trends alone do not spur growth; profits spur growth, and unlike the 90 percent story, that’s no myth.

DO THE MATH

Joe Vitrano runs J&B Restaurant Partners Inc., which owns thirty-one Friendly’s restaurants in Long Island, New York. In an interview in Total Food Service magazine, he compares the potential profitability of the restaurant business to that of convenience stores. His conclusion is startling: “In the [convenience] store, you work on a 30 to 35 percent profit margin, while in the food industry the profit margin is over 70 percent. The difference in profitability alone made me do a double take.” Though he was referring to gross profits, the numbers for net profits (that is, after overhead, labor cost, cost of sales, and taxes) are also impressive.

According to the Restaurant Seminar Institute, successful, well-managed restaurants can show net profits of 14 percent and higher. Jasper White, a celebrity chef, cookbook author, and co-owner of Jasper White’s Summer Crab Shack, says that his two “shacks” run more than a 20 percent profit on annual sales of $15 million.

The National Restaurant Association also reports that most of the restaurants now operating are single-unit or independently owned with average sales of $730,000 for full-service restaurants and $619,000 for limited-service restaurants (those without table service, such as fast food, take-out, or delivery). In other words: you don’t have to be a conglomerate to generate meaningful sales in the restaurant business. Think about it: if you can clear a 14 percent net profit from an average full-service restaurant, you would still earn an annual income of $102,000! A lot more than most Americans make!

Bottom line: not only can restaurants be profitable, but demographic and changing lifestyle trends increasingly give restaurants excellent potential as small business opportunities.

THE ROMANCE OF IT ALL

Finally, as I’m sure you know well, the sense of romance in starting up and owning your own restaurant is just as likely to lure you into the business as the much-better-than 10 percent success rate and the industry’s ongoing growth.

Sir Terence Conran, the famous designer, retailer, and restaurateur responsible for some of England’s best restaurants, describes how widespread he believes the dream of opening a restaurant is: “I have a completely unsubstantiated belief that 92 percent of the population have at one time or another entertained the notion of owning and running their own café, restaurant, tea shop, or pub. And in most cases, I am prepared to bet, those dreams have been inspired by the unique sense of well-being that comes from a really good experience of eating out.”

Many would-be restaurateurs go into the business thinking that it is sexy. They consider themselves to be experts because they’ve eaten out a lot. Some excellent home cooks, intoxicated by the joie de vivre of throwing dinner parties, are lured into the business thinking that feeding fifty or more fickle paying members of the public can’t possibly be any more difficult than entertaining a few well-selected couples from their close circle of friends. Others are spurred on by the idea of having a “little place of their own,” where friends can pop in for something to eat and drink, without the headaches of having to shop or clean up afterward. Some people are enticed by the idea of meeting lots of new and exciting friends and of the possibility of rubbing elbows with celebrities. Many folks get into the business thinking that it’s a good way to fulfill the dream of owning their own business.

The good news is that when a restaurant is successful, most of the above romantic elements are possible. Over the years, I have had all of those experiences, and, at the risk of exploiting your own restaurant fantasy, there’s an even more powerful seduction: the intoxication that comes from the buzz in a room full of clanking dishes, waiters weaving in and out of tables, and people eating, drinking, talking, laughing, and having the time of their lives, knowing all the while that it was your idea, hard work, and passion that helped to make it all possible. Let’s face it; we all love to throw a great party! The good thing about owning a successful restaurant is that you can throw one every night. The bad news is that caught up in the romance of it all, many would-be restaurateurs jump in headfirst without checking to see whether there are rocks in the water. Starting up and running a restaurant is not easy—far from it.

Unlike a doctor or lawyer, a restaurant owner is not required to undergo specialized training. If you think you know what good food is and you’ve done well enough in another profession to have the money to invest, what else is there to know? Even some of the most talented and successful chefs have failed when they opened their own restaurants. Why? They did not understand the basics of running a successful business.

THE X FACTOR

Ever heard about the X factor? Two restaurants open on the same block. Six months later, the one that has X has become very successful: customers stream in the doors, and when they leave, they are happy. The other restaurant, lacking X, is closing its doors and going out of business. Another example of the X factor in action is the restaurant that’s off the beaten path, yet somehow people still find their way to its doorstep. What is this mysterious X that makes some restaurants succeed while others fail?

Take heart. The X factor is not just luck or chance, as those naysayers would have you believe. Nor does it have to be mysterious. With careful study and planning, you can increase the probability that your restaurant will have the X factor. In some cases, X might be a great location or the right atmosphere. In others it may be great food. For still others, X may be the right price structure. More often than not, X is a combination of many things: location, food, price, service, atmosphere, and sound operational and financial management.

The X factor, quite simply, is this:


[image: ] Understanding your market’s needs

[image: ] Creating a concept with a strong unique selling proposition

[image: ] Consistently delivering value for your customers’ money, that is, food, service, and an overall restaurant experience that meets or exceeds their expectations

[image: ] Maintaining sound operational and financial management practices



The moral of this story is that if you want to increase your chances of success—particularly since you are going to invest a considerable amount of time, money, and effort into opening a business—you owe it to yourself to be as prepared as you possibly can. The good news is that for most small operations, this is not so difficult—if you’re willing to buckle down, put in the time, and ask the right questions.

IF ONLY I’D KNOWN THEN

Take me, for example. Before I opened my first restaurant, I spent ten years as a certified public accountant at large local and national accounting firms. That gave me an advantage in mastering the finance side of the restaurant business. I encountered successful restaurants that were failing as businesses. Although they were busy, these restaurants barely made money, if they had any profit at all. Regardless of why their owners were in the business—for love or money—they all faced the same fact: if a business is not profitable, it will not be worth the owner’s time and effort and thus will not last for long. Over the course of those ten years, I learned to identify patterns of success and patterns of failure, and as a result, I thought I knew enough to get into the business myself. Unfortunately, having not started a restaurant from scratch, I did not have the benefit of good advice on the day-to-day challenges of running my restaurant, and I soon learned that there was more to preparing and selling beans than counting them.

While I knew how to price menu items, how much food and beverages should cost, how much to budget for salaries and wages, how much food and beverages to keep on hand to avoid running out or watching them spoil, and how to track inventories, I had difficulties matching my concept to the market, deciding on appropriate menu items and getting them prepared just right, dealing with unsatisfied customers, finding the right purveyors for food and beverages, finding the right chef, hiring and training kitchen and service staff, and attracting the attention of potential customers and then getting them to become regulars.

My first foray into the business came in 1992, when along with several partners, I opened a restaurant in New York City’s theater district. After many mistakes and struggling for the first year or so, we changed our concept to meet the market’s needs and opened Zuni, an upscale table service restaurant, which became quite successful.

Six years later, encouraged by Zuni’s success and armed with the lessons learned from my earlier mistakes, I opened two other takeout concepts in the same neighborhood. The first, a soup and sausage concept, was not as profitable as I had hoped it would be, and I converted it to a wrap sandwich concept, which went on to do quite well; I sold it in 2001 for a nice profit. In August 2004, I sold my interest in Zuni and moved to the San Francisco Bay Area where I am currently working on opening yet another restaurant.

As you can see, many factors determine whether a restaurant will become successful and profitable. Some of them, I was fortunate to be knowledgeable about, while others, unfortunately, I had to learn the hard way.

But after all the ups and downs, I know that opening and running your own successful restaurant will bring you joy and pride that will outweigh the frustrations that running a business involves. At the beginning, your own restaurant will be very time-consuming and demanding. But hang in there; if you are passionate, dedicated, and have a solid plan, the financial and personal rewards are great. As an owner and operator, you will profit from your efforts at the same time that you bring pleasure and comfort to your customers. I can honestly say that as a business owner, I can think of no greater satisfaction than having satisfied and happy customers come up and thank me personally for a wonderful meal and dining experience. They will let you know instantly when you are doing a good job. I suspect that these experiences, even more than the potential financial reward, is what makes this business so worthwhile for me and other successful restaurateurs.

HOW TO USE THIS BOOK

This book is not only instructional and informative, it’s also entertaining. It’s not just for people who have dreams of owning their own restaurant; it’s also for people who simply want the inside scoop on what it really takes to plan, design, staff, open, and run a successful restaurant. Throughout this book, in addition to practical advice, there are anecdotes of mistakes made and problems encountered, and how they were resolved. I have also included contributed essays from owners, chefs, and other experts from various types of restaurant operations, from hole in the wall to well-known large upscale operators. Their thoughts about their operations and the business in general will provide valuable insight into what it takes to run a successful restaurant.

Because opening and running your own restaurant will require not only a lot of time, dedication, passion, and hard work, but in all likelihood a substantial capital investment, you will need to be as certain as you possibly can that your restaurant idea will have a good probability of success at a specific site in your market area. A good way to test your idea is to conduct a market feasibility study. In addition to evaluating a site location, this will involve gathering and analyzing information about the demographics, psychographics, and competitive environment in your market. If you do not yet have a specific concept in mind, this research will help you identify the types of restaurants that are most likely to succeed in your area.

The early chapters in this book describe how to collect and analyze market data in order to make decisions about a potential concept, and how to quantify that data to decide whether it will make financial sense. Before getting into the meat of concept selection and market analysis, chapter 1, will help to set the table for your future success. For those of you who are interested in the “feel good” or romantic aspects of the business, it will suggest ways to realize them without taking on the responsibilities of ownership. It will also give some of the principal reasons for restaurant failure so that you can avoid them, and give you five rules that will help you to be pragmatic and to set realistic goals for your first restaurant.

Chapter 2, particularly important for those of you who are neophytes, walks through the basics of what constitutes a restaurant concept and outlines some characteristics of several restaurant types, such as, fast food, takeout and delivery, and various types of table service. For example, if you are interested in takeout and delivery, you will learn the three characteristics that are necessary for success in that business. With these fundamentals in hand, you will be able to do more effective research and evaluation.

Chapter 3 will teach you how to do the following:


[image: ] Assess the potential number of customers you may be able to capture by looking at population size and potential traffic generators, such as office buildings, apartment buildings, and condominium complexes

[image: ] Become familiar with and identify potential target customers—that is, customers you hope to attract to your restaurant—through analyzing their age, income, spending habits, eating-out habits, and so on. With this information you will be able to develop tentative ideas and decisions about the types of food and beverages to serve, design and décor, service elements, and prices to charge.

[image: ] Evaluate your overall competitive environment—the number of, or lack of, similar concepts in the area—identify primary and secondary potential competitors, and evaluate their strengths and weaknesses, for example, their parking, food, bar, design and décor, and level of business at various times of the day



Chapter 4 will help you to assess location and site characteristics, such as visibility, proximity to traffic generators, traffic patterns and how they can affect your business, parking, and availability of adequate utilities.

Chapter 5 will show you how to quantify your data in the form of a financial feasibility study, evaluating whether your idea will make money. This chapter will teach you not only how to realistically prepare a budget of the cost to open your restaurant, but also how to realistically estimate sales and expenses and the level of sales you will need to pay yourself a decent wage, pay back your lenders and investors, and still break even.

But opening and running a successful restaurant is not only about gathering and analyzing market data and quantifying it. It’s also about food; service; ambience and design; staffing; properly equipping and laying out your kitchen, dining room, and bar areas; attracting customers and keeping them; and much more. That’s where the next six chapters come in. Here you’ll find all the information and details you need to start fleshing out the concept that you determined is a winner. Chapter 6 will give you some ideas about how to formulate a menu concept to match your target market, discuss the importance of a diverse menu, and teach you how to cost and price your menu items. It also gives tips on menu layout and design. Chapters 7 and 8 will get into some of the specifics of design and decor and give suggestions for how to select an architect or designer. These chapters will also discuss the importance of flow in design, give tips on how to lay out your dining room efficiently, and how to select tables and chairs to maximize your seating capacity. You will also learn how to buy the right amount of starting cutlery, plates, glassware, and so on; how to avoid costly budget overruns; the importance of complying with local and state code regulations; and much more. Chapter 9 will discuss the profitability of selling alcoholic beverages, give details on the various components of a bar, discuss liquor license laws and tell you where to get information, teach you how to prevent employee theft at the bar—almost everything you will need to set up and run your bar. It will also teach you how to price your drinks. Chapter 10 gives an in-depth discussion of kitchen layout and design, discusses the importance of matching equipment with concept, gives descriptions of the key pieces of equipment found in a restaurant kitchen, gives suggestions for how to select good durable equipment, and tells you where to find it. Chapter 11 gives tips on how to match your kitchen staff skills with your concept and gives tips on how to hire a chef and what traits to look for in a good chef. This chapter will also show you the relationship between good service and profits, teach you how to hire and train your service staff, and show you how to prepare a basic service and set up procedures manual.

Once you have determined that your concept is financially viable, you will be ready to make your restaurant dream a reality. The last four chapters will walk you through the rest of your startup tasks. If you are like most entrepreneurs, you will probably need to raise some investment capital or secure a bank loan. With your financial feasibility study, break-even analysis, and capital budget in hand from chapter 5, you will be ready to sell your idea to investors and lenders. Chapter 12 will:


[image: ] Introduce you to the SBA (Small Business Administration), the bank of last resort for most first-time restaurateurs, and walk you through the process of applying for a bank loan

[image: ] Provide some insights into how to raise capital from investors and alternative sources, such as leasing and getting tenant improvements from landlords

[image: ] Present the basics of writing a concise, comprehensive, and convincing business plan, which will demonstrate to investors and lenders not only that your restaurant has the fundamentals to be profitable, but also that you have the necessary skills and know-how to run a successful business



Chapter 13 will teach you how to read and analyze a commercial lease so you will know what questions to ask when negotiating your lease. It will also describe the different types of businesses—corporations, partnerships, limited liability companies and so on—so you will be able to choose the one that is best for you. In this chapter, you will also learn how to obtain a federal tax ID number and how to open business bank accounts.

Chapter 14 will discuss cost-effective ways to market your particular restaurant before it opens, during its early weeks and months, and for as long as its doors are open to the public. You will learn how to identify and use marketing methods that will help to create a memorable brand image for your restaurant and will develop a loyal customer base. For example, you will learn how to get positive word-of-mouth advertising and press write-ups and reviews, the two most powerful forms of advertising.

Chapter 15 will teach you how to identify and eliminate waste, spoilage, and employee theft. It will also teach you how to manage your inventories and labor cost to ensure maximum profitability.

Like every good book, this one has a logical beginning and ending. But you are welcome to read it in whatever order appeals to you. If you do get hooked and decide to take the restaurant plunge, be sure to study and digest chapters 1 through 5.

                

If you’ve read this far and still want to open or invest in a restaurant, congratulations! You have a realistic idea of the elbow grease that’s required. Hard work is the first thing you need to run any successful business, not just a restaurant. This book will tell you the rest of what you need. It will give you the advice that I wish I’d had before I opened my first restaurant.


CHAPTER 1

THE RULES
OF THE GAME

Over the years, in talking to some of my clients—both successful operators and people whose businesses have failed—I have found that despite all the horror stories about restaurant failure, far too many people still get into the business because of the romantic aspects. The idea of owning a restaurant encourages these notions, easily distracting people from the actual day-to-day challenges. You would think that as a CPA I would have been strictly pragmatic when I got into the business. But the truth is, I had romantic notions floating around in my head, too, which caused me to get off to a slow, nearly disastrous start. It was only after my first restaurant became profitable that I was able to really appreciate and enjoy the feelgood aspects of and fall in love with the business.

Realizing your dream of owning and running a successful restaurant is going to require equal doses of reality and passion. By definition, being in business for yourself involves taking a risk, since it requires investing personal resources such as money and time toward an uncertain outcome. The best approach, when thinking about opening your own restaurant, is to be as realistic as possible. Thus your dream of owning a restaurant should not be based on romantic notions of entertaining, being popular, meeting lots of people, rubbing elbows with important people, and that sort of stuff. Instead, base your dream on either a passion for the food and hospitality business or a passion to succeed as an entrepreneur. If you focus your passion on realistic goals, you are more likely to ground yourself firmly and make successful choices and decisions as you pursue your dreams.

For those of you who are more interested in the feel-good and entertainment aspects of the business, there are a number of ways to experience them without the responsibilities and challenges of owning and running your own restaurant.

For example, you could find a group of local successful operators and invest in their next venture. You could still call the place your own and would probably get the royal treatment every time you went in with friends and family. It is common for restaurateurs seeking investors to include a certain amount of free meals as part of the return on investment.

If you are not satisfied with a passive role and really have a calling for the hospitality aspects of the restaurant business, you might consider going to culinary school to train as a chef or manager. I have met many outstanding managers and chefs who would not trade their jobs for the responsibilities of full ownership. A possible bonus of being a highly regarded chef or manager is an offer of ownership interests in addition to salary. An additional benefit of being a restaurant manager or a chef is the special treatment that other owners, managers, and chefs give you when you eat in their restaurants. This is a common practice.

PLAN FOR SUCCESS

With your priorities in order and armed with some facts about the restaurant business to quiet those negative nancys and renew your confidence in seeing the day of your grand opening party, are you ready to run out and start your own? Not so fast! Sure, the trends driving the food-service industry suggest it makes sense to open a restaurant. And the potential returns are attractive. But if it were so simple to go out and make money with restaurants, we wouldn’t be hearing horror stories about their high failure rate.

The restaurant business is competitive. But that is not the main reason why many restaurants close their doors. The main reason a restaurant fails is because inexperienced owners and investors make many avoidable mistakes. As the old adage goes, “Those who fail to plan, plan to fail.”

In any business endeavor, good market research and proper planning help to avoid common mistakes, reduce the amount of time and capital investment needed, and increase the probability of success. That includes the restaurant business. Opening and running a successful restaurant is more than simply buying or leasing property, building it out, designing and decorating it, buying equipment, hiring employees, and selling food and beverages.

Remember, although one out of three restaurants fails in the first year, only 10 percent of franchises go under in the first twelve months. Why are franchises so much more successful than independent restaurants? The answer is simple. Franchise operators put a lot of research into site selection and concept development, and they can rely on the lessons learned by earlier franchises in the same chain. As a result, a franchise comes to the table with proven operating and financial systems.

But, you say, “I don’t want to be part of a chain! I want to make my restaurant my own, and I don’t want to pay part of my profits to some big corporation.” Well, you don’t have to open a franchise to be successful. The good news is that you can do this on your own. You merely need to have the right approach, which includes comprehensive and objective market research and analysis and proper planning—just like the chains do.

Consider the most common reasons why independent restaurants fail:


[image: ] Unrealistically high rent and occupancy costs. All too often, inexperienced restaurateurs take on rent and other occupancy costs that are too high for their budget, making it difficult to sustain viable operations.

[image: ] Undercapitalization and lack of working capital. Frequently, concepts that would have otherwise been viable, fail because of lack of sufficient funds and working capital to keep the restaurant going until turning the corner to profitability.

[image: ] Lack of attention to details in managing financial resources. Maintaining proper controls over cash management and handling, controlling portion sizes, controlling food and beverage costs, managing inventory and shrinkage due to theft, and managing spoilage and waste are essential to an operation’s success.

[image: ] Poor operational management. Having a well-trained and happy staff plays an important role in the success of any business. Good management policies help to set the tone, influence employee attitudes and performance, and encourage repeat customer visits.

[image: ] Excessive investment in construction, equipment, renovation, and acquisition costs. Too many first-time restaurateurs take on too much debt to build or buy their dream restaurant, which results in debt repayments that are too high for their restaurant to be profitable.

[image: ] Poor choice of location. The right location is very important. It is not unusual for a mediocre business to succeed simply by having a good location, while another well-run operation may fail because of a poor location.

[image: ] Poor choice of concept. A poor concept for a particular location, or a concept without a unique selling proposition (USP), often fails to attract enough customers to make a restaurant profitable.

[image: ] Poor or inconsistent food and service. Reliably good food and service are very important to most restaurant guests. Inconsistent food and service negatively impact the overall dining experience and discourage repeat business.

[image: ] Lack of a value proposition. Customers instinctively seek value, and when they do not get good value for their money, they do not return. They seek it elsewhere. Lacking this understanding, many operators unwittingly price themselves out of their market.




Transforming the Tradition of Takeout
Gregoire Jacquet of Gregoire

[image: ]

In July 2001, after sixteen years of seven-day weeks in kitchens other than my own, I was ready for a change. I resigned my position as acting executive chef for the Ritz-Carlton in San Juan Puerto Rico and headed home with my wife, Tara, who was pregnant with our first child. Those sixteen years began in my native France at age fourteen with a three-year apprenticeship, followed by an intense professional career that included five years as chef de cuisine for Master Chef Jacky Robert at Amelio’s in San Francisco and seven years with the Ritz-Carlton.

When we got home, I spent the first four months contemplating which of the many things I wanted to do, made the most sense. The one thing I knew for sure was that I was not going to work for anybody other than myself. Within a few months, I knew my concept: a neighborhood restaurant just like the village eateries found in the countryside of France—a gathering place where you know customers’ names and which foods they like—where I would transform the tradition of takeout by serving organic, artisan dishes.

So I set out to find the right space and location. I knew that the space had to be small, as I had a certain amount of capital that I wanted to invest, and I knew that in order to serve organic, artisan food at village prices that I would need to keep overhead low. Takeout also worked in this scheme as I wouldn’t need to hire waiters.

In January 2002, I found the perfect location: a 600-square-foot hole-in-the-wall just around the corner from the renowned Chez Panisse in the heart of Berkeley’s famed Gourmet Ghetto. The location is a densely populated area with over 40,000 residents within one square mile. People who live and work in the area are well-educated, well-traveled foodies with high disposable incomes.

The space had been closed for some time and was in shambles. Thankfully, it was formerly occupied by a bistro, so zoning wasn’t an issue. I found a firm of architects and contractors who were familiar with local code regulations and we got to work. My top design priority was an open kitchen so that while cooking, even on the grill, I could talk to customers. My architects were able to do this and give me a beautiful country kitchen with two wooden tables and benches right outside my window- and all in time for an opening six months later.

The first day I did $400, $200 from my in-laws. They came, sat down and stayed to make the place look busy. Within a month, I knew I wouldn’t have to worry. My first $1,000 day was very hard because it was just one cook, one cashier, and me. After that, I got busier and busier and busier … and had to hire more people.

Nobody can believe it, including myself. At first, Gregoire was just a neighborhood restaurant. But then it got busier. In fact, business doubled every year the first two years, and continues to grow. My Potato Puffs and hexagonal corrugated takeout boxes are now the talk of the town. Four years later, I found a similar space in Oakland and opened another Gregoire!




[image: ] Poor business acumen. Many first timers simply lack the ability to run any business, not just a restaurant.



Now that you know some of the principal reasons for restaurant failure, you should have better insight into the research, analysis, and planning needed to fulfill your dream of successfully owning and operating your own restaurant.

PREPARE FOR REALITY

You are now ready to take the first step from dreaming to the reality of owning and operating your own restaurant. Researching and planning for your new restaurant will require lots of hard work, and staying open will require lots of passion and dedication. That said, follow these five basic rules and the whole process, though still challenging, will be rewarding and manageable.


[image: ] Rule #1: As you move ahead with your plans, keep one foot firmly planted in the realities of business and the other in your passion for your restaurant. Mario Batali put it best in a recent interview. When asked about the relationship between being a passionate chef and running a successful business, he said, “I tell people that work for me, you have to understand art and you have to understand business, but if you had to choose an address, it would be at the corner of art and commerce.”

[image: ] Rule #2: Consider starting small even if you’ve had previous experience as a chef or a manager. The road to restaurant failure is littered with the broken dreams of many chefs and managers, celebrity and otherwise. Starting small will require much less start-up capital than starting on a grand scale, and it will give you the opportunity to learn on the job without the stress of running the day-to-day operations of a large business. With the lessons learned from operating a successful small operation, you will be better prepared to go on to build your dream restaurant or restaurant empire, if that is your ultimate goal. Also, do not underestimate the potential profitability and/or satisfaction of owning and running a small operation. I know firsthand that a small operation can be just as rewarding and profitable as a large one. Countless numbers of very successful independent and chain operators got their start with small restaurants. Two that I can think of offhand are Rich Melman of Lettuce Entertain You Enterprises, who started his empire of thirty-seven restaurants with a $17,000 hole-in-the-wall operation in Chicago, and David Overton of The Cheesecake Factory, whose family got started baking and selling cheesecakes out of their basement in Southern California. Can you think of a city or town that does not have its own popular and successful local operation?

[image: ] Rule #3: Set initial realistic goals and objectives. Setting practical goals will help you focus on the appropriate type and size of restaurant for you. For example, if you want to make $150,000, take one or two vacations every year, and retire with a fat nest egg in the bank, chances are that a small, white-tablecloth restaurant in the suburbs will not fit the bill. If, on the other hand, your goal is to have a modest life, cook the best damn food around, mingle with your customers, spend time with your family and friends, pay your bills, and have a small nest egg, such a concept might fit the bill nicely. Setting realistic goals reduces the likelihood that you will get frustrated and lose interest if your profit goals do not come true. With reasonable goals, you can prepare an objective financial feasibility study pro forma profit-and-loss statement; this document will tell you whether your restaurant will be lucrative enough to realize your dreams and your financial goals.

[image: ] Rule #4: Recognize from the get-go that the amount of financial resources you have access to will limit the type and size of restaurant you can realistically open. Available capital will depend largely on your personal financial resources (that is, your savings, investments, and equity in your home if you own one) and, if necessary, on your ability to attract investors and lenders. Before you start dreaming, take stock of your financial situation. Then decide how much of it you are prepared to invest in your future restaurant and try to stick with that amount. Do not get carried away and bite off more than you can chew, or you could run out of money before opening day. You would be surprised to know how many first timers make this mistake. Your access to capital combined with your desired income and lifestyle should guide your decision as to what type and size of restaurant to open.

[image: ] Rule #5: Make a commitment to find and surround yourself with the right people to help you get the job done. This could include a chef, a manager, or consultants if necessary. Too many early mistakes can cause problems that can doom your restaurant to failure before it has a fighting chance.



One of the most important decisions, if not the most important decision, you will have to make about your restaurant is the concept. No amount of business savvy and management skills can overcome the wrong concept in the wrong location. Chapter 2 will give you an overview of various restaurant concepts and walk you through the process of formulating a tentative concept that you can test later with market research and analysis.


CHAPTER 2

YOUR
RESTAURANT
CONCEPT

The question potential restaurateurs ask most often is: “How much does it cost to open a restaurant?” If only there were a set answer. There is none, of course. It cost me and my partners ninety thousand dollars to open our first restaurant, but Thomas Keller’s restaurant, Per Se, in New York City’s Time Warner Center, cost somewhere around eleven million dollars to open.

So you see, starting out by asking how much it would cost to open a restaurant is putting the cart ahead of the horse. A better approach is to start with questions that will help you to identify the many costs of getting a restaurant going and growing. This book is designed to help you ask the right questions before you start the budget process.

Before we go any further, you should note that the models discussed below do not include franchise fees or royalties. That’s because this book is primarily for people who are planning to open independent restaurants. A franchisee will not need to make many of the following decisions. In fact, most chains won’t even allow franchisees to make such decisions! If, however, you decide to purchase a franchise, you can use most of the concepts in this book to evaluate the soundness of a proposed concept.

Think of building or buying a restaurant the same way that you would approach building or buying a house. Many of the questions are quite similar:


[image: ] What type (or style) will it be?

[image: ] Where will it be located?

[image: ] How big will it be?

[image: ] How will it be furnished, equipped, and decorated?



Before you can make a realistic estimate of how much money you need, you must answer all these questions. One answer may limit other answers. If you want to build a mansion, you’d better find a big enough plot of land (and be able to afford it). If you have a modest-sized plot, you’d better not hire an architect to put up a Taj Mahal there. And if your dream home is an ultramodern ranch style, don’t plan to build it in a neighborhood full of Victorian gingerbread houses.

In short, your ideas must make sense and work together. If they do not, it would be wise to change some of your assumptions until you find a set of ideas that makes sense. Some potential home buyers, just like some would-be restaurant owners, start out with a particular concept, only to find that it does not fit their budget or that it is impossible to meet all their priorities. So they go back to the drawing board and change specifications until they have a realistic overall plan. The restaurant business is the same way. That’s where your choice of restaurant concept comes in.

A restaurant’s concept is the image it projects, the way you present it and the way the public perceives it. Before making the final decision to open your own restaurant, you should develop a tentative concept of what it will be. Until you have a basic concept, it will be difficult to answer crucial questions about your space, equipment, and staffing needs. This initial concept will also help you conduct meaningful market research so you can identify a workable location, prepare a realistic financial feasibility study, and work through your business plan to see if it makes financial sense.

Restaurants come in all types and sizes, from a local diner or greasy spoon to a Chinese place, a fancy French restaurant where couples get engaged, a sidewalk café, or a family-style Italian joint. Each of these cater to a specific kind of customer. A burger joint can be an upscale “grille” or a down-at-the-heels “dive.” The local Chinese place may be an informal take-out enterprise with little décor beyond a calendar in Mandarin. Or it may be a fancy affair with table linens, silk-swathed waitresses, potted bamboo, and exotic menu items. A sidewalk café may serve traditional sandwiches and lemonade, or imported cheeses on fancy breads with fine wines and sparkling water on the side.

But wait a minute, you may say, “I’ve already found the perfect location, yet you say I need a concept first!” This may sound like a chicken-versus-egg dilemma; does the concept come first and then the location? Or the site and then the concept? Even if you think you have already found the perfect location for your restaurant, the location is only ideal if you have a concept that fits your site.

In other words, the process of deciding on a concept is the same whether or not you’ve already chosen a location. If you’ve got your heart set on a location, you’ll have less flexibility in finalizing your concept. Likewise, if you have a concept that you are convinced is a winner, you’ll want to be extra certain to choose the right location for that particular concept. For example, if you want to open an upscale bistro, you would probably not choose a location in a moderate- to low-income neighborhood, even if the real estate were cheap. A concept with low to moderate prices and generous portions will increase your chances of success in that area.

A restaurant’s concept involves all the aspects of operating a restaurant, particularly the following:


[image: ] Service style and restaurant type

[image: ] Atmosphere and ambience

[image: ] Menu

[image: ] Price range

[image: ] Possibility of a bar and selling alcohol

[image: ] Restaurant size



In later chapters, we’ll discuss each of these issues—all of which can affect your final cost—in greater detail. For now, however, let’s focus on what kind of restaurant you want to open, that is, your service style and restaurant type. This decision will affect everything else, particularly your space requirements, labor costs, average check size, and seat turnover.

SERVICE STYLE AND RESTAURANT TYPE

Whatever the motif, there are three basic choices for a restaurant format:


[image: ] Fast food with no table service. Just as its name suggests, fast food means quick preparation and quick counter service. Parts of most fast food menu items are prepared in advance, and then kept warm or cold until it’s time to finish them to order. These establishments use many disposable items—paper napkins, food containers, plastic knives, forks, spoons, and so on—whose costs add up quickly.

[image: ] Takeout and delivery. In these restaurants, customers order food to eat elsewhere, so space requirements for customers and décor costs are not critical. But you’ll have to leave room in the budget for storage and purchase of extra disposable items, delivery staff wages, and whatever you use for delivery—carts, bicycles, scooters, cars, or mileage reimbursement.

[image: ] Table service à la carte. In this type of restaurant, wait staff take individual food orders, give them to the kitchen (where the food is prepared and plated), and then deliver food to the table. This level of service is generally found in upscale restaurants, diners, coffee shops, and other casual full-service (waiter service) restaurants. Typically, this is a more expensive kind of place to open and run.



Deciding on the style of service and type of restaurant you want will help you make initial ballpark estimates of what you will need in terms of space, supplies, staff, and furnishings.

Your choice of restaurant format is closely related to the kind of food you decide to serve. Certain types of cuisine—Chinese and other Asian foods, for example—are particularly suited to the takeout and delivery format. Pizza—which cooks fast, is inexpensive, and can be delivered intact—is a classic takeout and delivery food. Conversely, a fancy French-inspired meal, assembled so the colors combine perfectly and every garnish is in the right place, is more suited to full table service in a restaurant designed to make the guests feel pampered.

As you read the following sections about the three main restaurant types, consider what the major requirements for your chosen format will be. Here are some questions to ask yourself:


[image: ] Is experienced wait staff available in your city?

[image: ] Is the population in your area spread out or dense enough that delivery service is practical?

[image: ] What is the cost and availability of restaurant-zoned space? Is it practical to build in your area?

[image: ] Will the space you’re considering accommodate the staff and other needs of your dream restaurant?



FAST FOOD, WITH NO TABLE SERVICE

In a fast-food format, the working space needs are most important at the counter. At a typical fast-food restaurant, customers usually line up to place their orders with counter workers who act as cashiers, deliver the orders to kitchen workers who assemble food, and then give the completed orders to the customers. During rush periods, it can get very busy behind the counter, so there must be enough space to allow counter workers to move around easily without crashing into each other!

Storage needs are high in fast-food operations. These businesses use lots of disposable service items—paper napkins, plates, and cups; plastic knives, forks, plates, and spoons; paper or plastic containers; individual seasoning packets; bags or boxes; and so on. As a result, they require lots of storage space for new items and used disposables. This is particularly true in rural and suburban areas where deliveries to restock these disposables are infrequent.

Floor space is at a premium in a fast-food restaurant. In fast food and in some table-service formats, seats with hard, durable surfaces can encourage high table turnover and make cleanup faster and easier.

As you will note in the following sections, a fast-food format has both the storage and working space requirements of a delivery operation and the floor space needs of an à la carte restaurant. Thus, a fast-food restaurant may have higher space rental costs than the other two formats. However, there are typically no delivery or waiter payroll costs.

TAKEOUT AND DELIVERY

More often than not, delivery operations also offer takeout and vice versa, so we will address these two styles together. These restaurants differ substantially from fast-food shops in terms of floor space requirements and menu offerings. Most takeout restaurants provide little or no seating for their customers, and they generally have a wider range of menu items than fast-food operations. Perhaps the best example of a tiny takeout is Al’s Soup Kitchen International, made famous by the Soup Nazi on the sitcom Seinfeld. Al’s operation was so small that customers had to stand on the sidewalk to order their soup.

Successful takeout and delivery restaurants share these characteristics:


[image: ] Low to moderate prices. The typical customer looking to order takeout or delivery does not want to spend much more than it would cost if they had to prepare a meal for themselves; in other words, they are looking for what Zagat calls a Best Alternative to Home (BATH). These customers are not looking to spend the kind of money that a typical table-service restaurant might charge.

[image: ] Speedy preparation. Convenience and speed of service are important in these restaurants, particularly in urban areas with a fast-paced lifestyle. Customers on a one-hour lunch break, for example, cannot afford to wait long for their food. Others want their food to be ready in less time than it would take them to prepare a home-cooked meal. Customers on their way home, or at home waiting for delivery, do not want to wait for their food. They want it quick, fresh, and hot. To meet their needs, these menus should include items that can be prepared, cooked, and served quickly. Asian food using bite-sized ingredients that cook quickly in a wok, pizza, or rotisserie chicken with batch-prepared side dishes are possibilities.

[image: ] Menu items that cannot be easily prepared at home. According to the National Restaurant Association, half of all customers who dine in or order takeout or delivery prefer foods that have flavor and taste sensations not easily duplicated at home.



What does this mean in terms of costs for your restaurant? Like fast-food restaurants, takeout and delivery places need a lot of storage space. They rely heavily on disposable items, quick service, and ingredients prepared ahead of time. Depending on the concept, takeouts can offer items assembled or cooked ahead of time in batches, items prepared to order, or a combination. Supplies must include sturdy leak-proof packaging, which may require extra storage space.

Unlike most fast-food operations, which only need to place and prepare orders quickly, takeout and delivery restaurants must be able to deliver as well. This adds another cost item. In delivery operations, most orders are received by telephone, cooked to order, and then delivered by foot or bicycle in urban areas and motor vehicle in suburban areas. Delivery operations are best suited to heavily populated urban areas, where high volume will offset higher transportation costs.

Certain types of equipment and furnishings can make a world of difference to takeout and delivery restaurants, and they pay for themselves in time saved, customers retained or attracted because of better service, and higher average check size. A comprehensive telephone ordering system with caller ID, for example, can track a customer’s past purchase records and display the customer’s address and telephone number, reducing the time needed to take orders. Such a system can be invaluable in reducing the demands on staff and increasing speed of service, thus saving labor costs and enhancing the customer’s experience. Similarly, reach-in refrigerators for bottled or canned drinks and snack items, placed near the cash register, can help to increase the average check size by attracting impulse purchases.

Don’t forget to factor these into start-up costs. I’ll get into more specific cost estimates in chapter 11 about how to design your operating and capital budgets.

TABLE SERVICE À LA CARTE

Table-service restaurants tend to require many more decisions than do simpler takeout and delivery places or fast-food restaurants. All these elements will affect the total start-up cost. You must consider dining room space and layout requirements, turnover rate at tables, the type of seating, the cost of table-service items, and the required skill level for kitchen and service staff.

Table-service restaurants offer a variety of styles of service: plate service, platter service, cart service, or a combination of the three. Floor space needs vary for each style. In plate service, the food is plated in the kitchen, and wait staff delivers it to the tables. This requires the least amount of tabletop and dining room floor space. Platter service, in which the food is delivered to the tables on platters and served in front of the diner, generally requires larger tables and more floor space. Cart service, which is common in Chinese restaurants that serve dim sum, requires the most space since carts must be maneuvered in and around the dining room. (See chapter 8 for more on designing your restaurant space.)

At lower-end restaurants, where service may be so minimal as to resemble a fast-food joint, owners need a high volume of business to make up for the low check averages and often the low gross profit margin that each order generates. Such a restaurant will have relatively low service and décor costs—in part, to be sure that customers are not too comfortable to give up their table to the next waiting customers!

In casual and upscale restaurants where the emphasis is not only on food but also on comfort, seating should be comfortable. The more sophisticated a restaurant is, the nicer its china, silverware, and glassware must be. The better restaurants use real table linen instead of paper napkins. Similarly, the more formal restaurants will require skilled wait staff who may need to know how to properly set out tableware for a fancy French setting or be comfortable talking about upscale menu and bar items. All of these amenities cost money. However, they also allow restaurants to charge more.

CAN YOU HAVE IT ALL?

In certain geographic locations, many casual, moderately priced operations offer table service, takeout, and delivery. In very competitive table-service markets, takeout and delivery can contribute substantially to revenues. In fact, indications are that demand for takeout, even from mid-range restaurants, is growing. According to a 2002 National Restaurant Association survey, takeout increased 34 percent between 2001 and 2002 in table service restaurants where the average check was over $25. Six out of ten restaurant operators report that their customers have become more interested in higher quality takeout foods than they were two years ago.

If your business is primarily table service, then takeout and delivery should be limited to your off-peak hours unless your kitchen is staffed and equipped to handle the additional business. Your ability to offer all three levels of service will be greatest when you have a steady predictable flow of business during all hours of operation.

Restaurants that are not designed to handle all three levels of service often end up compromising the quality of food and service offered in their dining room during peak hours. Once you have customers seated in your restaurant, go to great lengths to make sure that the quality of food and service makes them want to come back.

UNIQUE SELLING PROPOSITION

No matter what restaurant type and market segment you choose, chances are that you will face competition. Your challenge will be to convince target customers that your restaurant is a better choice. The best way to do this is to develop a concept that has a strong unique selling proposition, or USP. Put simply, your USP will set your restaurant apart from your competitors. Because this concept is all too often misunderstood and overlooked, I think it is important to discuss why it is important to the success of your new restaurant.

Economists and marketing experts often classify products as either homogeneous or differentiated. Homogeneous products are so similar to each other that customers choose mainly based on price. A good example of a homogeneous product is orange juice. Because most brands are perceived as very similar to each other, most sell for the same price in supermarkets, and when one brand goes on sale, customers purchase more of it. Differentiated products, by contrast, are perceived as unique when compared to other similar products; customers develop strong preferences and may even pay more for a favorite item. Cosmetics are a good example of differentiated products, with name brands pulling in much higher prices than generic brands. For example, when I practiced public accounting, one of my clients operated a chain of high-end barber salons that also sold its own brand of private-label shampoos. To my surprise, I discovered that my client and most, if not all, of the other major brands purchased their product from the same contract manufacturers. In most cases, the only differences between these products were the fragrance and the packaging. Yet my client was able to charge a premium because customers saw a perceived value in being associated with that private label.


Crafting a Unique Concept
Ann Gentry of Real Food Daily

[image: ]

While living in New York City in the early 1980s and funding my acting dreams waiting tables at Whole Wheat and Wild Berrys, one of the leading vegetarian restaurants in Greenwich Village, I met the cook Roger Leggat who took me to open-air markets and taught me how to select the freshest ingredients and how to treat them in the kitchen. In addition to Roger, some of my best teachers about food were the customers that I waited on. It was around this time that I started to think I could someday open my own restaurant, one that served my own version of vegetarian cuisine.

Still determined to become an actor, I moved to Los Angeles where I expected to find lots of natural foods restaurants. To my surprise, there were only two serving balanced healthful cuisine and one closed shortly after I arrived.

I started taking home cooked meals to the set on my acting gigs. People would taste and love them and request samples. The demand was such that I set up a real kitchen in my apartment. My growing reputation landed me a job as Danny DeVito’s private chef while he was acting in and directing Throw Mama from the Train.

After my job with Danny ended, I was convinced that there was a market for my food so I started a home delivery service, which grew to over thirty people a day. I was still acting, but I knew I had to make a choice. I knew I had to do what was giving me such an enormous amount of satisfaction. I gave up acting and immediately started making plans to open my own restaurant serving the vegan dishes I had been perfecting for years. It was around this time that I met my husband Robert Jacobs an experienced retailer who helped me to put together a business plan, and together we made my dream come true.

Although I knew that it might be difficult, I also knew that featuring a vegan menu using organic and locally grown products would set my new restaurant apart from all of the other vegetarian restaurants. I also knew that I had to be just as passionate about running a business as I was about my food and the service I provided to my customers.

When I started talking about my Real Food Daily restaurant idea, so many people said it couldn’t be done. “Who would go to a restaurant that serves only plant based cuisine?” they asked. “You should at least put a little fish or chicken on the menu,” my well-intentioned friends advised. But, I knew I could prove them wrong. I just knew that there was a market in Los Angeles for my type of food and cooking. I was right, people started coming from day one and more and more are coming fifteen years later.

My restaurants have exceeded my wildest dreams; they are experiencing double digit sales growth every year and attracting a wide diversity of customers. I can safely say that at least half of our customers are not vegetarians or vegans. They are simply well informed customers who want satisfying and delicious food prepared innovatively and creatively with high quality fresh ingredients. They want my version of real food.



In reality, few products are truly homogeneous. Most are differentiated in some way. Nevertheless, research has shown that a product that customers perceive to have the greatest difference will develop the greatest demand and the most loyal customer base. Research also shows that customers seeking differentiated products—destination restaurants, for example—are often prepared to travel longer distances, and in some instances, pay more to get them. Think about Hard Rock Café, Chez Panisse in Berkeley, or Commander’s Palace in New Orleans.

This brings us to the relationship between how distinctive your restaurant is and the prices you can charge. In the restaurant business, the more homogeneous the concept—burger joints and pizzerias, for example—the more resistant the menu items are to price increases. Fine dining or upscale restaurants, however, can charge more because customers differentiate their products by identity, not by price. This explains why a McDonald’s franchisee may have a hard time getting an extra nickel for an order of McNuggets, but an upscale restaurant will have no problem getting an extra five dollars for its pan-seared duck breast. Keep this in mind as you are thinking about your concept; the concept you choose will have a direct impact on the prices you can charge.

Just how different should you be? This will depend on your concept. If you want to open an upscale restaurant in a competitive market, you should strive for something distinctive, since customers seeking gourmet foods and upscale restaurants are typically seeking something out of the ordinary. The more convenience-oriented your concept is, on the other hand, the less your menu will have to stand out. Customers who frequent convenience-oriented, low-priced restaurants are not usually looking for vastly different or unique products, although they will appreciate small specialty items. If you want to open a burger joint, for example, you do not have to reinvent the burger. But you should offer something that will set you apart from other burger joints: lower prices, faster service, or perhaps a USP side-menu item, such as spicy fries (like Arby’s curly fries), a special dessert or milk shake (like Wendy’s Frosty), or a promotional item (like McDonald’s Happy Meals).

Think about how you decide where to eat. How often would you frequent a restaurant that did not offer something that made it special? That element could be a bargain, convenience, food quality, portion size, service, unusual menu items, or atmosphere. Whatever makes your restaurant unique should be something that your target customers can easily recognize and value.

Now that you understand how important it is to differentiate your product, it should be clear that your chances of succeeding will improve greatly if you start out with a good USP. Sadly, most first-time restaurateurs do not think in these terms. They seem to think like Kevin Costner’s character in the movie Field of Dreams, who built a baseball field in a distant cornfield: “If I build it, they will come.”

I should know! I made the same mistake when I opened my first restaurant, Poco Loco. I’ll tell you more about that in the next chapter. In the meantime, learn from the poor USP choice made by TropiGrill, a Florida regional chain that tried to expand beyond its customer base to the Northeast—specifically to Long Island suburban communities that were set in their ways and not terribly adventurous in their eating habits.

How will you choose a USP for your restaurant? The first step is to write down, using as few words as possible, why your restaurant concept stands out from your potential competitors. The next step is to find out whether your concept is something that your target customers will value so much that they will choose your restaurant over your competitors. In fact, this brings us to a crucial term as people dine out more and more: value.

The perception of a restaurant’s value is especially important during economic downturns; restaurants perceived as offering good value for the customer’s money are more likely to survive a slump.

But how do you figure out what customers value?

You find out as much as you can about your target market and competitors. Market research will play a big part in determining whether your unique concept will appeal to your customers. This brings us to the subject of the next chapter: your target market, that is, your customers. A good restaurant will never stop asking itself the questions: Who are our customers? Are we doing everything to make them happy?

The odds that your concept will succeed go way up when you understand the demographics of the location you are considering. Your objective is to stack the deck in your favor, and you need information to do that. A proper market study can confirm whether your concept is likely to work in the location you have chosen. Although some restaurateurs have succeeded without thoroughly analyzing their target market, you can be sure that many more have failed because they did not conduct a proper market study. This is not to suggest that you should not start with a hunch or gut feeling, but it is meant to encourage you to follow up your hunch with solid research.

After you have read chapter 3, reread this chapter and ask yourself if the service style that you have in mind is the one that best meets the needs of the customers you want to attract to your restaurant. Will your concept work?
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Waste factor (10%) 013

Total menu item cost

145
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First month's rent 58000 Pots, pans, and cooking utensils $3,500
Rent securly 16000_| China, dlassware, silverware,etc 5500
Uiilty deposits 3000_| Logo, menu, and awning design 3500
Architect’ fee 8000 | Initialinsurance. 4500
Permits plumbing, fire, health) 1500 | Opening food inventory 3000
Liquor icense 10,000 | Opening beverage inventory 2500
Altorney 5000 | Opening cleaning supplies 1000
Renovations, design, and décor 100,000 _| Opening payroll 10000
Fumiture and fixtures 25,000 | POS system 20,000
Kitchen and bar equipment 20,000 | Working capifal 40000

TOTAL: $290,000
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Weekly Monthly Yearly
\VARIABLE COSTS

Variable costs (2) 3,874.13 17,161.08 205,955.16
Fixed costs (3) $10,335.14 $44,751.95 $537,061.85
Depreciation (4) 12019 52043 6,250.00
Variable costs as a % of sales {otal varisble cosly

Variable costs as a % of sales ;‘;E: :i % l;‘m%z
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$543,311.85 + $200,000 [or $743,311.85]
S T T = 134250

1-.44 lor .56]
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Weekly Monthly Annually | %of sales

VARIABLE OPERATING COSTS

Repairs and mainlenance 59231 540000 5480000 040%

Water and sewer 5769 250.00 300000 02%

Credil card charges 347153 186099 2257101 19%

Cleaning supplies 25000 1,082.50 1300000 1%

Loundry 20000 86667 1040000 %

Paper supplics 10000 43333 520000 o

Tableware and glassware 50.00 2667 260000 02%
replacement

Miscellancous 10000 43333 520000 o

H0% kitchen and service 202680 678280 105,39360 %
wages

Payrolllaxes 2322 105394 1264723 1%

Workers'compensation 10034 43914 526968 0%
insurance

Social security and medicare. 30524 132071 1587274 1%
tip taxes

Variable costs (2) 387413 116108 | 20595516 7%

Operating profit before 5263503 $1102279 13221282 135%
depreciation

Depreciafion (4) 12019 52043 625000

Net income 25184 1050236 12596282 105%

Tnvestment in restaurant 290,000.00
(table 5.5}

Ovenllreturn on 12596282 %

investment

290,000.00
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Weekly Monthly Annually | % of sales
REVENUES
Estimated food sales 51690500 s7aiomes | somssis 3%
Estimated beverage sales 626350 2112096 525145146 %
Totalsales 2316850 loosios | 120383526 | 00w
food cost (30%) 5.07150 2195960 26351514 2%
Beverage cost (20%) 125270 sa219 6509029 %
Costof sales 1) 632120 7138379 52060543 2%
Gross profit 16,844.30 20358 | 81522083 7%
FIXED OPERATING COSTS
Renl/occupancy s1e158 5800000 | $96000.00 97%
Utiities 6528 3000.00 3600000 209%
Telephone a7 25000 300000 025%
Adverlsing 147 50000 600000 0s0%
Insurance 9623 w661 500000 0u2%
Exterminator 464 15000 180000 015%
Cheffitchen manager 96154 16316 5000000 2%
Owners saary L 625000 7500000 6%
Manager 75000 321150 3897000 32
60%Kitchen and service 304020 1316407 1596879 131%
wages
Payrolltaxes 342 321900 3862804 32%
Workers compensalion 30076 130125 1600502 13%
insurance
Uicenses and fees 923 300,00 360000 03%
Trash/garbage hauling 17308 75000 900000 075%
Fixed costs (3) 1033514 4475195 | 53706185 usx






