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			Introduction

		

		
			Just before I wrote the first edition of this book, 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 for a number of years, 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.” Given the popularity of restaurant reality TV shows, one would have thought that by now this myth would have faded somewhat, but sadly it hasn’t. Just recently, while channel surfing one Sunday morning, I came across a business program called Press:Here on NBC, where Luanne Calvert, vice president of Virgin America, was the featured guest. During the discussion, which focused on Virgin America’s inability to turn a profit, the host of the show, Scott McGee, pointed out to Ms. Calvert that the last time David Cush, the then CEO of Virgin America, was on his show he lamented how hard it was to make money in the airline business and cautioned him “never, never, never start an airline or (you guessed it!) open a restaurant!” I don’t suppose Mr. Cush is aware of Chipotle Mexican Grill, which started out as a burrito joint and is now a multibillion-dollar publicly traded company generating record profits every year!
		

		Since this perception has not changed, once again I am going to have to kick things off with a warning, because, 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 can see, the restaurant business still 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 as well as the CEO of Virgin America 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 saw it on reality television shows. Remember 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 2003 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 “nattering nabobs of negativism” 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 is the Dun & Bradstreet survey of businesses that went bankrupt or closed with unpaid obligations between 1920 and 1998. It 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 & 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 are projected to reach $683.4 billion at more than nine hundred and ninety thousand locations in 2014. What’s remarkable about these numbers is that, despite the great recession, which started in late 2007, restaurant sales would have increased by $146.4 billion and ninety thousand new locations will be added.
		

		Consider these facts as well:

		
			•According to a report released by Bank of America Merrill Lynch late in 2011, since 2009 consumers have been spending more of their paychecks—now almost 4.5 percent—on dining out. The report went on to note that, while spending on restaurants has increased over the same period, spending on groceries remained flat. One of the reasons is that, because of rising commodity prices, supermarket food prices are increasing at an astonishing 6 percent per year, which is approximately 2.5 times as fast as restaurant meals. 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. 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. The National Restaurant Association’s 2012 Industry Forecast reported the following: pent-up demand for restaurant services is substantial, with two out of five consumers saying that they are not using restaurants as often as they would like; the restaurant industry’s share of the food dollar is now 47 percent; 90 percent of American adults reported that they enjoy going to restaurants; 66 percent of adults said their favorite restaurant foods provide flavor and taste sensations that they cannot easily duplicate at home; and the average household expenditure on food away from home in 2010 was $2,505. Also, a 2012 Gallup poll found that consumers who eat out of their homes spend an average of $150 per week.

			•Yes, just like every other industry in the country, restaurant industry growth slowed between 2007 and 2012 and grew at a compounded annual growth rate of 3 percent—compared to a 6.6 percent between 1970 and 2012. However, when you stop to consider that we have not yet fully recovered from the great recession, these statistics are even more impressive! More important, given that there is a direct correlation between the growth in household income and increased restaurant sales, it is entirely reasonable to assume that as the economy continues to improve and disposable income increases there will be a greater demand for convenience, which will result in increased restaurant sales!

		

		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

		
			According to the Restaurant Seminar Institute, successful, well-managed restaurants can show net profits of 14 percent and higher. In 2007, Jasper White, a celebrity chef, cookbook author, and co-owner of Jasper White’s Summer Crab Shack, reported that his two “shacks” ran more than a 20 percent profit on annual sales of $15 million. Recently, Hubert Keller told the Wall Street Journal that he makes 35 percent profits from his Burger Bar in Las Vegas compared to 12 percent at his fine dining establishments. I can attest to these handsome profit percentages since some of my clients at Merchants Accounting Services of various sizes are netting profits in excess of 15 percent!
		

		
			The National Restaurant Association also reports that most of the restaurants now operating are single-unit or independently owned with average sales of $874,000 for full-service restaurants and $777,000 at quick-service restaurants. 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 your independently owned restaurant, you would still earn an annual income of $122,320 for full service and $108,870 for limited service! A lot more than most Americans make! By the way, if the operation is really well run, that net profit number will be in addition to the owner’s salary.
		

		Now that I have made my case for why restaurants are not only not doomed to failure but in fact can be quite profitable, let me explain why I think that in general restaurants are less risky and potentially better investments for small entrepreneurs than other types of consumer goods retailers and even high-tech start-ups. For the record, less than one in four high-tech investors ever gets a return on their investment.

		
			
			Let’s start with competition. No question, the restaurant business is competitive, but because a restaurant experience is one of the few things that cannot be purchased online, competition (especially at the independent level) tends to be local and, depending on the concept and geographic location, can be limited to a few blocks or miles! How many electronics, apparel, book, housewares, furniture, and drug stores can you think of that have been driven out of business by Amazon, other large Internet retailers, and big box stores while local restaurants continue to thrive in the face of competition from chains? For example, in my neighborhood alone, even with four or five Chipotles within a five- or ten-minute drive, there are still several mom and pop burrito joints that continue to thrive. One can even argue that, while the digital revolution, particularly online shopping, has been disruptive to many types of consumer goods retailers, the opposite is true for restaurants! For example, there are now several digital/mobile devices and tools that allow restaurant customers to make reservations and place pick-up and delivery orders online. These tools not only help restaurant operators reduce labor costs and increase profit margins, but they also help improve the customer experience by speeding up the ordering process and reducing errors. Another good example of how the digital revolution has helped the food service business can be seen with food trucks, where there are now apps that allow food truck devotees to follow their favorite trucks and know exactly where they are at any given time.
		

		
			In terms of branding, it is much easier for restaurants to build customer loyalty and strong brands than other types of retailers because most act as resellers for other brands. For example, you can buy the same Calvin Klein jeans or Hitachi television at almost any department or electronics store anywhere in the country or over the Internet! Sure, retailers can attempt to differentiate themselves and their products through advertising, service, or some other attribute, but at the end of the day, for most consumers price will be the most important consideration. Yes, price is an important factor for restaurants, especially at the fast food/chain restaurant level, but the single most important factor for successful restaurants is uniqueness of product combined with good service and ambience—which partially explains why different restaurants can charge higher prices for the same ingredients prepared differently in different settings. Also, because there are many unique types of cuisines, there are far more opportunities for restaurants to create and sell unique products than there are for retailers of most consumer goods. As noted earlier, one of the reasons for continued restaurant growth is peoples’ desire to experience a variety of tastes and flavors.
		

		
			Now let’s talk about inventories. One of the often-cited problems with operating a restaurant is the claim that restaurant inventories are perishable. To be clear, not all restaurant inventories are perishable since high-margin beverage inventories, such as spirits, wine, and beer, are not. Sure, food inventory is perishable, but because it sells very quickly and deliveries are generally available five or six days a week, operators can buy only what’s needed to get them through a day or two. Inventories of other types of consumer products, on the other hand, are cyclical and typically turn over much more slowly. Also, because they are subject to fashion and rapid and disruptive technological changes, they tend to have shorter product cycles. Even Apple has to launch one or two new iterations of the iPhone every year to stay competitive! As analyst Steve Rockwell put it, while changes in consumer products and technology tend to be revolutionary (quick and disruptive) changes in the restaurant industry are usually evolutionary, that is, they evolve over a long period of time. For example, eating and dining habits are usually based on demographic changes that change very slowly. This gives restaurant operators more time to adjust their menus.
		

		Finally, unlike other consumer products, restaurants offer relatively inexpensive elements of entertainment and escape, which helps to explain why, in cities with limited access to theaters, music venues, and other forms of the arts, restaurants are the number-one form of entertainment. Most Americans regard a good restaurant experience as one of “life’s little pleasures,” one they are reluctant to give up, even in tough economic times, and for which they will often defer other types of major consumer product spending on items such as appliances, furniture, clothes, and even vacations.

		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:

		
			•Understanding your market’s needs

			•Creating a concept with a strong unique selling proposition

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

			•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 a partner at Merchants Accounting Services, an accounting, tax and, consulting firm that specializes in restaurants. As you can probably tell by now, I love this business so much that I just can’t stay away! Ok so I don’t own restaurants any more, but look how I have managed to weasel my way into living vicariously through my clients!
		

		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, are what make 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:
		

		
			•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

			•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.

			•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 décor 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:
		

		
			•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

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

			•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.
		

		
			[image: ]
		

		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.

	
		
			DREAMING
 FOR SUCCESS

		

	
		
			
			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 feel-good 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 complementary 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 “nattering nabobs of negativism” 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. To paraphrase investment guru Warren Buffet, “the market, like the Lord, helps those who help themselves. Unlike the Lord however the market does not forgive those who know not what they do!”

		
			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 décorating 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 (sorry I couldn’t help the pun!) 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 as chains do.

		Consider the most common reasons why independent restaurants fail:

		
			
			•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.

			•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.

			•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.

			•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.

			•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.

			•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.

			•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.

			•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.

			•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.

			•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.

		 

		
			Transforming the Tradition of Takeout

			
				
				Gregoire Jacquet of Gregoire
			

			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, California’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!

		

		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.
		

		
			•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.”

			•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. Three that I can think of offhand are Rich Melman of Lettuce Entertain You Enterprises, who started his empire with a $17,000 hole-in-the-wall operation in Chicago; David Overton of The Cheesecake Factory, whose family got started baking and selling cheesecakes out of their basement in Southern California; and Steve Ells, who started Chipotle Mexican Grill (which reported sales of 2.3 billion dollars in 2011) in a former Dolly Madison ice cream parlor in Denver with an $85,000 loan from his father. Can you think of a city or town that does not have its own popular and successful local operation?

			•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 and a pro forma profit-and-loss statement; these documents will help you to gauge whether your restaurant will be lucrative enough to realize your dreams and your financial goals.

			•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.

			•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.
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