Guest Column - Pricing

Menu Pricing
E)r Bob Arnold

LionWise: point-of-sale solutions

for the restaurant industry

In my travels throughout New England
calling on restaurateurs with the LionWise
sales staff, | am always taken aback by the
haphazard manner that many cperators use in the pricing of
their menus. | asked one new operator how he determined the
pricing of his hamburgers. He said that he canvassed a 20 mile
radius and tracked what others were charging. | explained that
this information is very hard to do anything with as you really
don't know what the competition is selling. Are the burgers
80,20 or 70/30, 4 ounces or & ounces? Is a side included, or
is the price just the burgers?

Everything that is sold on your menu should start with a recipe.
For example:

Hamburger Speceall,  Cost Price Contribution Margin %6 Food Cost
9.3 oz Burger 50,85

Bulkie Rall 10.21

3 oz Lettuce 0.06

2 Slices Tomatoes 0.1

2 oz Mayo 02 3

8 o Frozen Fries 50.34

Pickle Speas 50.10

2 oz Ketchup 0.09

188 %675 54.87 27.8%

This is very easy to keep up if put into some kind of spread-
sheet, like Excel. This docurment can serve the restaurateur in
two ways. One way would be to print the recipes without the
costs as the training manual for the line cooks. Nathing will
destroy your profitability quicker than everyone following their
own recipes for your menu items.

Second, you now have an easily updatable template to deter-
mine both your food cost percentage and, mare importantly,
your contribution margin, Contribution margin is the difference
between your food cost and your selling price. | was brought
up in the restaurant business by my dad, Bob Arncld. | was told
many times throughout the years that you put dollars in the
bank not percentages.

A good example would be the hamburger recipe above. It has
a food cost of 27.8% of the price and puts $4.87 in the bank
every time you sell one,

Mow, since we are New Englanders, let's compare it with a
boiled lobster dinner. | like this example for two reasons. One
is that prep time is very short and just about anyone can pre-
pare them regardless of kitchen experience. Second, it's one
menu price that the public expects to be high.

10

Lobster Dinner Cost Price Contribution Margin % Food Cost
1.251b Lobster ¥8.00
3 oz Butter 0.7
8 oz French Fries 0.34
Oyster Crackers 0,07
Wt Nap i0.02
860  E9AGEE 11135 431%

You can see that with the boiled lobster dinner recipe, we are
running a 43.1% food cost, but we put $11.35 in the bank
every time we sell one. That is the perfect example of why
every menu item should be looked at both in terms of food
cost percentage and contribution margin.

There is a third factor that should come into play when deter-
mining the pricing of your menu. This is referred to as menu
engineering, which takes into account every menu item’s con-
tribution margin and how many were sold within a given peri-
od of time. If you were to put this information into a graph,
you would find that each item falls into one of four quadrants.
These four quadrants are as follows:

MNumber Sold
50
40 PLOWHORSE STAR
3 " *
70 DOG PUZZLE
10 *
0

| 2 13 4 ]




Fl‘icill!l (continued]

One of your goals from this exercise is to try to look logically at
the items on your menu and have a strategy as to why you
have them at certain price, Let's look at an item that falls into
the PUZZLE area of our graph. You make a good contribution
margin with the item, but you don't sell very many. What
would happen if you went down a little bit on the price or per-
haps gave the menu item better positioning on their menu?
Would you sell more of them, moving them closer to the STAR
quadrant of the graph?

The same analysis can be made with the PLOWHORSE. You sell
a lot of them, but they don’t make much of a contribution mar-
gin. What would happen if you went up on the selling price?
You might sell fewer, but you would make that up with a bet-
ter contribution margin.

The last is the DOG. You don't sell very many, and you don't
make much of a contribution margin selling them. Should this
item be taken off their menu and the products removed from
your inventory?

Mow, | don't want to make this sound too easy. You still need
to take a hard look at the item. For example, you don't neces-
sarily want to sell more of a PUZZLE, an item thatmakes a great
margin but doesn't sell well. That item might be difficult to pre
pare, and the kitchen doesn’'t want to sell a lot of them as; it
creates havoc on the line during busy periods. A PLOWHORSE
could be a very salty bar menu item that you want 1o sell a lot
of as it encourages customers 1o order a few more beverages.

| once had a customer remove a DOG from his menu. When he
put his new menu out with the DOG no longer on it, he was
informed by his head waitress that this item was ordered every
week by one of his best customers, who typically came in with
three to four guests. Needless to say, the customer was pretty
upset to see "his” dish no longer being sold at "his” restaurant.

The last paint that | would like to make is something | read a
long time ago. Do you know who the most price-sensitive per-
son at the restaurant is?7 No, it's not the customers of the
restaurant..it's the restaurateur. How many times have you
raised prices and put out a new menu, cringing at the negative
feedback you expected to receive and not hearing one com-
plaint? If you put out a quality product, accompanied by a
clean restaurant and good waitstaff, you should not be embar-
rassed about charging a fair price and making a profit for your
efforts.

Bob Amold is the sales manager for LionWise, based in Hampton, New
Hampshire. LionWise provides high-guality, Jeading-edge point-ofsale
(POS) solutions for the table-service and quick senvice restaurant industry:
its: phifosophy 5 to provide highly flexible and scaleable POS and back-
office reporting selutions that can meet the needs of single, multisite,
and multFpurpose restaurant establishments. Visit wwa lonwise.com far
mare information.
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