
by John Klakamp

I
was speaking to a chef at an event I
attended last week and during the
course of our conversation he men-
tioned that he was in the early stage of

opening his own restaurant. After he
found out what I did for a living, it did-
n't take long for him to ask a question I
hear frequently: “How much does it cost
per square foot to build a restaurant?” At
our table was a very savvy and experi-
enced restaurateur and businessperson,

a no-nonsense guy and person of few
words who, upon overhearing this 
question, looked up and said, “It
depends on how many mistakes you’re
going to make.”

His response, while humorous,
rings true: your ultimate cost per square
foot depends heavily on due diligence
and proper planning.

Critical Calculations
Here are two “game changers” 

that need to be managed and navigated

successfully in order to achieve the 
lowest possible cost per square foot.

1. Negotiate a fair lease. Leasing
a space that has existing adequate
utilities and HVAC is obviously the
most favorable scenario. However,
often landlords will offer “tenant
improvement” allowances to offset
the cost of any deficiencies.
Without the right lease, you start
off the process at a financial disad-
vantage you can never recoup.

2. Perform due diligence. This is
your best and perhaps only oppor-
tunity to manage risk. It is only by
thoroughly evaluating the proposed
lease space for code compliance,
legalities, deficiencies and other
challenges that you can accurately
determine the true cost to design
and build your restaurant.

Countdown to Success
Let's take a closer look at both of

these game-changing, pre-construction
steps that can have a huge impact on
your final cost per square foot.

Lease Negotiation
Although every lease is different, in

general it is reasonable to negotiate for a
space or receive a tenant improvement
contribution to get the space in “shell
condition.” This would offset a large
chunk of the costs associated with
mechanical, electrical and plumbing
work and would yield restrooms and a
demised space ready for paint. Since
costs associated with the shell work can
approach 50 percent of the total project
cost, you can see the importance of
negotiating this as part of your lease.

Due Diligence
In my 30 years experience, I have

generally seen two basic approaches
used to perform due diligence. The first
is linear in nature, where the restaura-
teur goes down his or her checklist and
works with their broker, attorney, archi-
tect, contractor systematically and
sequentially. Often there is no overlap or
interaction among these separate enti-
ties. In the second approach, the various
disciplines work together as a team to
make their concerns known, decide how
to evaluate each of these concerns and
brainstorm solutions.  

As I have discussed in-depth in
previous articles, I strongly favor this
latter approach. By assembling and
involving your entire team from the 

earliest stages, the process is far more
comprehensive, making it much less
likely anything will fall through the
cracks. For instance, you decide to take
over an existing restaurant and remodel
the dining area. Unfortunately, you can
easily exceed the amount of work
allowed under the rehabilitation code
and therefore be required to bring the
entire restaurant up to current code 
at a much higher cost than originally
anticipated.

When using the teamwork
approach, deficiencies, concerns and the
scope of work are all identified upfront.
The team then agrees on viable and cost
effective solutions and uses this informa-
tion to develop budgets, applying costs
based on square footage and costs of
similar projects and finishes.

A main difference between larger
restaurant corporations and smaller
independent owners is that the larger
corporations have real estate and con-
struction departments that perform
these preconstruction services. In my
experience, these invaluable steps are
often overlooked by many smaller com-
panies who may not have a second
chance to make up for the resulting fail-
ure. I simply cannot stress enough the
importance to perform lease negotia-
tions and due diligence and get it right
the first time around.

It All Adds Up
So, what’s the cost per square foot?
A few years ago when times were

good, everyone was throwing numbers
around. They were seeking a fast, worst
case scenario cost because you had to
move fast to make the deal. Finding the
right space was more important than the
cost. In today’s economy, cost once again
prevails, so the answer is not as cut and
dry. But what is clear is that without
understanding the concept, evaluating
the space, having a proposed “work let-
ter” and developing a conceptual budg-
et, there is no way you will know for
sure until the job is done.

■  ■  ■

John Klakamp has more than 30 years
experience in restaurant construction 
and is owner of Annapolis, Md.-based
Encore Construction (www.encorecon-
struction.net), a firm that specializes in
providing pre-construction, construction
and project management services to the
restaurant industry.         
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