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I love good food, so the way I
formulate and open restaurants is
based on things I like to eat.

Recipe for Success
S. Barrett Rinzler, CEO of Square One Concepts
By Elizabeth Bolt
S. Barrett Rinzler is the brains behind
some of the most beloved eateries in the
Phoenix and San Diego areas – Cold Beers
& Cheeseburgers, Famous 48, Bourbon &
Bones and the Pacific Beach Shore Club,
to name a few. His unique spaces and
delectable menus have been delighting
food lovers for more than two decades.
Though he’s staying busy these days with
plans for expansions and new concepts,
we managed to catch up with him to talk
about the topics that are probably on your
mind too – adapting to major changes in
the industry, how to remain successful
and more.
Food is a passion of yours. What first
sparked your interest in owning a
restaurant?
I actually started out in the nightclub
business and moved into restaurants
as I got older. I love good food, so the
way I formulate and open restaurants is
based on things I like to eat. I plan a menu
around my favorites, then expand on
dishes other people like to eat and finally,
work with my chef and operators to put
together a complete picture that we can
make a reality.
The industry is continually evolving.
What do you see as the biggest challenge
restaurant owners will have to adapt to in

the next five years?
Definitely figuring out how to remain
profitable. We’ve seen a dip in overall
profitability as wages continue to rise.
This makes it tougher to find good help
because everyone is offering great
incentives. There’s a lot of turnover. We
spend a tremendous amount of money
training our kitchen staff and it hurts
financially when they don’t stay. It’s a
constant battle. Regulations such as the
health care law are also tough on our
bottom line.
On that note, what’s the biggest risk
you’ve taken with your restaurant that
paid off?
Opening one to begin with! Probably
fighting to add a patio to the Pacific
Beach Shore Club. It took six years of
litigation and dealing with different groups
to get the patio approved. All the legal
fees added up, plus the construction
costs of building a two-level deck. But,
it paid off by bringing in the revenue we
thought it would generate. While it wasn’t
necessarily a risk, it involved a lot of
money and a long, drawn-out battle, but it
worked better than we anticipated.
You’ve been doing this awhile. Share a
best practice you swear by.

I have a philosophy that I tell people –
it’s not that hard to make good food. It
always amazes me when I go to other
restaurants and the food is substandard or
just terrible. We strive to make great food.
If we’re going to do it, we’re going to do
it right. It doesn’t matter if we’re opening
a 1,500 square foot concept or a 6,000
square foot Cold Beers & Cheeseburgers,
there really isn’t that much difference in
the work or effort it takes to prepare and
serve great food. We want to put the best
product out there and above and beyond
everything else, we want to have great
food, great drinks and great service.
If a new restaurant owner asked you for
advice, what’s the one thing you would tell
him or her NOT to do?
Don’t go into the restaurant business if
you’re not in it for the business itself. I
know a lot of people who think it would be
“cool” to open a restaurant or own a bar.
Restaurants are one of, if not, the toughest
businesses in the world to own. If you
don’t put in the work it deserves, you’ll be
one of the many who end up failing. A lot
of people treat restaurants like a toy and
you can’t go into it with that attitude, or
it’s not going to work.
When you’re in the kitchen, what’s your
favorite dish to prepare?
I grew up in the Midwest, so I’m a steak
and potatoes guy. I also make a great
pasta with meat sauce. Those are my goto dishes.

Elizabeth Bolt is the Communications Specialist
at Henry+Horne.

New revenue recognition standard impact: franchisors
By Brian Campbell, CPA
The new revenue recognition standard is now applicable for
private companies and it means big changes for franchisors
for fiscal 2019. The main impact is affecting the recognition
of the initial franchise fees and area development fees, which
will require either a retrospective or modified retrospective
application to prior years presented in your audited financial
statements for FDD purposes. Another impact is the accounting
for advertising funds from a net basis to a gross basis. Here’s a
breakdown of the major changes that will impact you.
What has changed?
Under the old standard, you recognized revenue from initial
franchise fees once you substantially performed all the services
required to earn the initial franchise fee. For most franchisors,
this traditionally happened once the franchise location opened.
The new standard introduces new accounting rules for licensing
of symbolic intellectual property (IP), which includes franchise
rights. Revenues from the licensing of symbolic IP are now
recognized over time using a measure of progress that reflects
the franchisor’s pattern of performance. In other words, over
the term of the franchise agreement.

the company brand and market the franchise concept. Under
the old guidance, as a franchisor develops more franchisee
locations, revenue would help offset the impact from these
expenses on equity. Now, with franchise and area developer
fee revenue being spread out over the term of the franchise
agreement, it will take much longer to recover these expenses.
Implementing the new standard
If you haven’t already made changes to comply with the new
standard, you should. Three items to check off your to-do list
should include:
• Discussing the changes with users of your financial
statements and other interested parties so they can
understand the impact.
• Modifying the tracking schedules for deferred franchise fees
and related costs so these amounts are amortized to revenue
and expensed over time, rather than when a franchise
location opens.
• You may need to gather additional information related to
each franchise location to determine the adjustment needed
and to properly account for revenue and costs on a goforward basis.

What this means is that previously recognized initial franchise
fee and area developer fee revenues are reversed and deferred
on franchisor financial statements. While certain costs will be
reversed and deferred as well to match the new requirements
for revenue, this is going to result in the reversal of previous
profits for franchisors, which will also reduce the equity
balances. This could have an impact to registrations in certain
states to solicit new franchise sales.

While the changes to franchise and area developer fees are
among the most significant for franchisors, these are just some
of the revenue items impacted by the new standard. To learn
more, download our revenue recognition e-Book at
www.hhcpa.com/revrec and check out the Franchisor Industry
Guide and special topics section.

Franchisors that are new concepts and haven’t been in
operation for many years could be significantly affected by this.
These businesses often spend a considerable amount to develop

Brian Campbell, CPA, is an Audit Partner and leader of Henry+Horne’s
restaurant team. He can be reached at BrianC@hhcpa.com.

COST OF SALES - 30% OR LESS
• Food costs – 30% or less of food sales
• Non-alcoholic beverage costs – 15% or less of
non-alcoholic beverage sales
• Liquor costs – 20% or less of liquor sales
• Bottled beer costs – 28% or less of bottled beer sales
• Draft beer costs – 18% or less of draft beer sales
• Wine costs – 40% or less of wine sales

Important
Financial
Benchmarks
for Your
Restaurant

PROFITABILITY
• EBITDA (post G&A) - 10% - 12%
• EBITDAR (post G&A) - 15% - 20%

PRIME COSTS
• Prime costs equal cost of sales plus labor
costs - 60% or less

LABOR COSTS - 30% OR LESS
• Wages (FOH and BOH)
• Full service restaurants – 20% or less
• Limited service restaurants – 17% or less
• Management salaries – 10% or less
• Employee benefits
• Full service restaurant – 6% or less
• Limited service restaurants – 5% or less

OPERATING COSTS
• Controllable expenses - 18% or less
• Home office (G&A) - 4% - 6%
• Non-controllable expenses - 12% or less
• Occupancy costs - 10% or less
• Rent costs - 6% or less

Here are some key benchmarks (all measured as a percentage of net sales) to consider when reviewing your
financial statements – specifically your weekly and period-end income statements. These percentages are general
industry standards, so keep this in mind when comparing these ratios to your restaurant. For more information,
visit www.hhcpa.com/restaurant.

Top 5 issues facing franchisors today
Being a franchisor in today’s competitive business world, and
under the scrutiny of the federal government, brings about
many issues you need to keep track of to remain competitive
and compliant with legal matters.
Joint-employer regulations. After the reversal of the 2015
joint-employer ruling in December 2017, the National Labor
Relations Board continues to move forward with establishing
rules and guidelines on joint-employer relationships. The
current proposed rule says a joint-employer relationship exists
if one employer exercises substantial, direct and immediate
control over the essential terms and conditions of another
employer’s employment and has done so in a manner that is
not limited and routine. The Department of Labor has proposed
a four-factor test: hire or fire employees; supervise and control
the employee’s work schedules or conditions of employment;
determine the employee’s rate and method of payment; and
maintain the employee’s employment records.
Maintaining brand quality. Having the right tools to ensure
quality and standards are met is paramount to brand success.
Many emerging concepts with a few corporate locations are
jumping right into franchising, which can be a recipe for disaster

if the right procedures and processes are not in place.
Advertising fund transparency. Everyone is happy when sales
are good, but when sales drop, finger pointing to marketing
happens. A lawsuit by Jack in the Box franchisees highlights this
issue as sales have dropped and franchisees want to understand
how their advertising fees paid are being used to market the
brand.
Refranchising. Refranchising corporate stores to franchisees is
likely a continuing trend. There are many benefits, but there’s
a balance to maintain. As the franchisor, it’s important for you
to still have skin in the game to understand your franchisees’
challenges.
Embracing technology. New technology promises higher
efficiencies, automation and new revenue streams. How do you
decide which technology to implement, costs to be incurred
and services to offer that may not be profitable (think delivery)
but keep you competitive? McDonald’s and its franchisees
are making the news recently as it relates to the economics of
delivery services and its costs.

Tax musings: National
Restaurant Association
conference takeaways
By Bradley S. Dimond, CPA
I just returned from this conference after a two-year absence
and will briefly outline a few key points/takeaways from a lively
presentation by a senior IRS representative on the area of tip
reporting.
As we learned about seven years ago from IRS guidance,
autograts, or service charges added to the check for large
parties or banquets, are considered wages and not tips qualified
for the FICA Tip Credit. Various operators did away with
autograts as a result, yet struggled with disgruntled servers
dealing with large parties. Many started suggesting amounts
on the bottom of checks or via electronic payment platforms –
i.e., 15% = x$; 18% = y$; 20% = z$. The IRS rep publicly agreed
this was allowed since the customer had complete discretion
to choose the amount and total the bill. An audience member
then asked the IRS’s opinion on the following: if a separately
identified tip for a large party is indicated on the bill (computed
at, say, 20%), but further down the check, there is a line for the
customer to adjust up or down and total the bill, would the IRS
accept this as a tip and not a service charge? Some electronic
platforms have a tip amount indicated, but allow for customers
to drag along a range to select the ultimate tip. After much
discussion, the IRS rep felt that this might be acceptable. This
could be viewed as a departure from prior stances in the tip
arena. We’ll be sure to keep you updated if there are any future
developments.
Another major topic of discussion concerned Form 8027, which
is used to gather information regarding tip reporting and is
based on the number of tipped employees and their average
hours worked on a monthly basis. It’s long been a thorn in the
side of operators because many are not aware of the need to
file the form and a separate form is required for each applicable
location. So, a single company with ten locations, of which
nine meet the requisite reporting requirements, would have
to complete nine different Forms 8027 to submit by February
28 of the following year (a month later if filed electronically).
The IRS believes that tens of thousands of locations are not
filing this form and will soon be sending out 5,000 letters to
operators. The key takeaway is that if there is an “allocation”
of tips required – i.e., total tips are less than 8% of revenues –
that means incorrect W-2s were issued. As an operator, you
can accumulate penalties of $250 per incorrect W-2, which
obviously can add up very quickly. Long story short, if you get
one of these letters, don’t ignore it and be sure to contact your
friendly Henry+Horne tax professional!
Bradley S. Dimond, CPA, is a Tax Partner and leader of Henry+Horne’s
restaurant team. He can be reached at BradD@hhcpa.com.
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About Henry+Horne’s restaurant team
Running a successful restaurant is rewarding, but it involves juggling a lot of hard work while living your dream. That’s
where our restaurant group comes in. Our specialists have worked with all segments and sizes of restaurants including
franchisors, franchisees, breweries and independent restaurant groups that have locations throughout the Southwest, so
we understand your changing business environment and can tackle the unique issues you face in the restaurant industry.
Our professionals are also affiliated with, and actively involved in leading industry organizations including the National
Restaurant Association (NRA) and, in our home state of Arizona, the Arizona Restaurant Association (ARA). So, you have
support not only through Henry+Horne’s resources but also those of the ARA and the NRA.
Henry+Horne is a Top 200 Firm specializing in audit + accounting; tax consulting + compliance; international services;
litigation + valuation; estate, gift + trust; and wealth management. With 16 partners and 150 professionals, there is
always someone here to help you.

