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What have restaurants learned: Part 2

HE JURY IS STILL OUT AS TO
what we've collectively learned
from both the pandemic and
the urban disruption as a response to
George Floyd’s death while in police
custody, but there are some things we
can deduce from a financial standpoint.
The restaurant industry is resilient
even when it's given the kind of
issues as closures, property damage
and customer and employee fear. To
survive, there has been an adaptability
of things like a creative use of patios,
new concepts, different pricing models,
labor efficiencies, and just in general,
a very strong ability to adapt. Here’s
some of the takeaways so far:

1. Revenue and concept - While
restaurants are adaptable, they need
to be looking at their existing concept
first and foremost. The concept needs
to fit the new kind of environment
we're faced with. For instance, should
a fine-dining concept move toward a
more fast-casual model? Do you need
different or fewer hours, different kinds
of food offerings, a different staffing
model? All those things need to be
looked at. The next important item
is the revenue sources. Attracting
customers back for normal table turns
so we make the same money pre-COVID
is not going to work. Each restaurant
needs to be looked at as a concept
venue where there is takeout, delivery,
grab-n-go, possibly meal boxes and

licensing other retail-type products.
In general, you have to look at unique
revenue-generating concepts. Same
old, same old is not going to work.

2. Discussion with creditors and
landlords - | have never seen such
open discussions with creditors as I've
seen during this period of closures
and uncertainty. It hasn't always
been a meeting of the minds with
creditors, but certainly as it relates to
suppliers, suppliers have been very
good at being flexible and providing
opportunities. Landlords have been
a mixed bag. Some have recognized
the issues; some have their own
pressures and they've exerted those
pressures, sometimes in an unrealistic
manner where they believe that
somehow restaurants, because they
receive PPP money, can continue to
afford the previous rent structure.
While landlords were helpful in the
beginning, there seems to be a turn
and they are looking now that they
have given short-term relief, at what's
going to happen long term. Many want
to get back to what their rent structure
was previously. Resist the idea of going
back to the old structure. We just don't

know what revenue is going to be in
the future, so we have to adjust the
rent accordingly to go to percentage
rent or some kind of flexible rent that
recognizes the recovery period and
possibly what the new normal revenue
will be for that facility. Also ensure
the landlord is not necessarily getting
their percentage rent on offsite sales
that really don’t have anything to do
with the leased premises. Further, in
a recent bankruptcy case, it was clear
that the force majeure aspect of all of
the pandemic and the disturbances
has provided defense to the tenant
to not have to pay back rent. This is
something that should be looked at
and recognized by the landlords.

3. Lenders - Lenders have been
probably some of the best groups
to work with during all this chaos.
They have recognized the need
to go to lower payments. We have
yet to see a total restructuring and
adjustment of covenants and long-
term solutions, but we have seen that
lenders and borrowers can effectively
work together and can come up with
solutions. That hasn’t always been the
case, particularly with specialty lenders,
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such as mezzanine or subordinate debt,
some of whom have exerted pressure,
particularly with the PPP money coming
in. They are in a precarious situation,
probably been squeezed, particularly in
larger transactions, where they play a
bigger role. The equity investors have
also been pretty cooperative. | haven't
seen many heavy handed investor
groups, whether they be private equity
or individuals. | think everyone is being
patient, just waiting to see what will
happen.

In addition to the PPP loans, banks are
finally starting to fall in line with the Main
Street lending program. This has three
different components and one may be
right for the restaurant owner and should
be looked at. They are long-term solutions
where the PPP is very much a short-term
solution.

4. Employees - Employees have been
a very mixed bag. The restaurant owners
who have treated their employees well—
kept them fully informed and tried to
bring them back as soon as possible,
while recognizing their need to not lose
unemployment—have been the most
successful. This may be the time to look
at new and creative ways to compensate
employees coming back by going to
some type of service charge where staff
is treated a little more equitably. Getting
employee buy-in has been a big part of the
process, especially if you are considering
going to a no-tipping model. This can be
implemented through higher menu prices
or to a service charge which by and large
is a percentage of sales used to create
a more equitable pay structure. There
obviously has been pushback from servers
because they will have some reduction in
their overall pay, but the back-of-the-
house people certainly have benefited

Service charge versus tipping

One of the issues being debated as restaurateurs start welcoming back staff and
guests is if now is the time to eliminate tipping and implement a flat service charge
that will compensate both front and back-of-the-house employees. Eliminating
tipping is a hot button for many in the industry. Feedback we've received from servers
when the subject is brought up is a resounding "No." Receiving a tip, one server said,
is her motivation for good service.

Timothy McKenna, director of operations for Mill Valley Kitchen and Benedicts,
said that when he switched to a zero-tipping “European model: “I lost a lot of good
people.” The reason is that while servers could earn the same amount under the new
pay structure, they had to work more hours to do so.

Receiving a salary, proponents of the no-tipping model say, puts the restaurant
industry's pay structure on the same page as other professions where you are paid
for the hours you work. Of course, the downside is that for servers who rely on
restaurant shifts to supplement their other paychecks, the flexibility of working just a

few lucrative hours won't provide the same income.
Let us know your thoughts by emailing nancyw@foodservicenews.net.

to some degree from the service charge
approach. The key is that the pay needs
to be equitable and that there are also
opportunities for people to work better
hours, such as a lunch shift, rather than
always having to work in the evenings
and weekends and still make the same
amount. The new rate is based on hours
vs. tips, the downside of which is that
servers will have to work more hours to
make the same pay in most instances. But
the upside is the restaurant is now able to
provide other kinds of benefits, such as
medical and contributions to 401(k) plans.

5. Customers — We have seen from just
patios opening and also from restaurant
traffic in Wisconsin, that customers seem
to be more than willing to come back.
Their fears are not as great as we thought
they might be. The book is still open in the
midterm and certainly the long-term. We
have not seen the very profitable group

—Nancy Weingartner Monroe

dining parties as of yet. Smaller menus
with better quality and higher prices is
the trend.

It is yet to be seen how the broader-
based restaurant industry is going to fare
and who are going to be survivors. We
do know that the restaurants that were
marginal or had problems before the
pandemic are probably not reopening,
which is another point that’s important
to understand. Restaurants are a lot of
work and worry in the best of times: And
these are certainly not optimal times, but
people who love restaurants will do what
it takes to survive. (]
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