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Economic Analysis of Restaurant Sector in Prague

Summary

The restaurant sector in our country had been already mentioned in many historical
documents and ancient chronicles. At present there are 14,444 casual - dining restaurants
in the Czech Republic and 2,397 in Prague.

The goal of the thesis is to provide appropriate information about restaurant sector
and to assess the current trends, affecting the economy of restaurant sector in Prague
in order to prevent the potential business failure.

Theoretical part of the thesis introduces the general information, principles and key
characteristics of this sector performance. The analytical part has been divided into two
main sections. There have been many factors influencing the economy of restaurant sector
in Prague lately. Hence the main objective of the analytical part is to examine the current
trends and its influence on the economy of restaurant establishments in Prague. First
section is focusing on trends, which are supposed to have a positive effect on the restaurant
sector in Prague. As factors suitable for the verification can be considered the presumption
for year 2013 about unification of lowered and normal value added tax to the rate 17.5 %
and the tourism intensity in Prague. Second section is concerned with the negative effect
of selected factors on the restaurant sector in Prague. The monitored current trends are
in this case the customer’s requirements to obtain tap water in restaurants for free

and the present situation in restaurant sector connected with value added tax.

Keywords

restaurant sector, economic analysis, cost - benefit analysis, hypothesis, value added tax,

consumer behaviour, tourism, tap water



Ekonomicka analyza restauracniho sektoru v Praze

Shrnuti

Existence restauracniho oboru je v nasi zemi velmi stara a zminky o ném Ize nalézt
v mnoha nejrizngjsich historickych dokumentech a kronikach. Dnes dosahuje pocet
restaurac¢nich zafizeni 14,444, z toho 2,397 v hlavnim mésté Praha.

Cilem prace je poskytnout veSkeré vhodné informace o sektoru restauraci
a zhodnotit aktudlni trendy, které ovliviiuji ekonomiku odvétvi restauraci v Praze a tim
zabranit piipadnému netspéchu v podnikani.

Teoreticka Cast prace se zabyva obecnymi informacemi, principy a ustfedni
charakteristikou tohoto sektoru. Analyticka ¢ast prace je rozdélena do dvou zakladnich
sekci. Posledni dobou je mozné nalézt plno faktord, které ovlivituji ekonomickou stranku
restauraci v Praze. A proto hlavnim cilem analytické ¢asti je prosetfit soucasné trendy
ajejich vliv na ekonomiku restaurac¢nich zafizeni v Praze. Prvni ¢ast se zamétuje
na aktudlni trendy, které by mély mit pozitivni dopad na odvétvi restauraci v Praze.
Za faktory vhodné pro ovéfeni mizeme povazovat predpoklad pro rok 2013, kdy by mé&lo
dojit ke sjednoceni snizené a zakladni sazby dané z pfidané hodnoty na jednotnou sazbu
17.5 % a také intenzitu cestovniho ruchu v Praze. Druha ¢ast se tyka negativniho vlivu
vybranych faktorti na odvétvi restauraci v Praze. Sledovanymi soucasnymi trendy jsou
v tomto piipadé pozadavek zakaznikli ziskat v restauraci vodu z kohoutku zadarmo

a nyn¢jsi situace v odvétvi restauraci spojena s dani z ptidané hodnoty.

Keywords

restauracni sektor, ekonomicka analyza, analyza nakladi a benefitd, hypotéza, dan

z piidané hodnoty, chovani spotiebitele, cestovni ruch, voda z vodovodu
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1. INTRODUCTION

“The Hospitality Sector mainly focuses on the services that are provided
to the customers.” (MAHAR, 2010) It includes all businesses providing
an accommodation, entertainment, food, and beverages to its purchasers such
as restaurants, pubs, bars and clubs, catering, hotels, tourism, retail, culture, recreation,
gaming, etc.

Hospitality industry creates benefits to the economic growth of Prague and
the state, contributing in generating increased visitation, enabling longer stays with more
spending, and better experiences from the Czech Republic. (Enterprise Melbourne, 2012)

The thesis is designed to provide appropriate information, principles and key
characteristics of the restaurant sector in Prague and to evaluate the proposed assumptions.
All data which are being analysed throughout the thesis are based on the current situation
showing both the positive and negative conditions for making a restaurant business
at present. Hence the main objective is to examine the current trends and its influence on
the economy of restaurant establishments in Prague and to prove or disapprove hypotheses
related to the issue, arising from previous assumptions. The provided information about
positive or negative aspects should lead to the persuasion of each reader to make his or her
personal judgement.

The topic of bachelor thesis has been chosen because of my own interest
in the results. My father is the owner of one restaurant in the historical centre of Prague
focusing on both the foreign clientele and Czech customers. | work occasionally, every
time when my father needs a relief, at this restaurant as a waitress therefore | could have
derived from my own experiences and knowledge.

The restaurant sector has been threatened by the tax burden, expensive raw
materials, high labour costs and the increasing energy costs lately. And Veolia Voda has
been trying to convince the restaurant entrepreneurs to offer free or low-cost tap water

to its customers. These facts call for testing many hypotheses.



2. OBJECTIVES AND METHODOLOGY

2.1.1. OBJECTIVES

The aim of the thesis is to accept or reject selected economic hypotheses related
to the current trends in Czech hospitality industry, especially the city of Prague by using
appropriate methods.

On the beginning of the theoretical part, the term gastronomy, Czech gastronomy,
and its history is introduced in order to give at least the basic idea about the restaurant
sector to the reader. Secondly it is necessary to define the main types of restaurant and
the conditions for its operation. The question of what do influence the demand
for restaurants and beneficially leads to the success is the most significant.

Thirdly the restaurant sector in Prague has been evaluated on micro-level and key
characteristics of this sector performance in Prague have been determined. All data which
are being analysed throughout the thesis are based on the current situation showing both
the positive and negative conditions for making a business at present. Hence the main
objective of the analytical part is to examine the current trends and its influence on
the economy of restaurant establishments in Prague. There are many criterions which
can be taken into account such as the changed rate of VAT and the presumption for year
2013 about unification of lowered and normal value added tax rate to 17.5 %, the lowered
spending of tourists visiting Prague and even dropped number of Czech people eating out
of home. Restaurants are threatened by high rents, the price of food has been steadily risen,
and the tax benefit vouchers take highly part in the restaurant’s income and are supposed

to be revoked. Therefore there are set the hypotheses as follows:

H;: The current situation connected with value added tax, being set at 14 % lowered VAT

and 20 % normal VAT, is unfavourable for restaurant businesses.

H,: The presumption for year 2013 about unification of lowered and normal VAT rate

affects positively the restaurant sector.




With sufficient knowledge of restaurant sector in Prague it is necessary to move

to the core of the research. Cost — benefit analysis is applied as a tool for investigating
the weight of expected costs each restaurant pays as a tax on the input and subsequently
has to cover in the price of meal in order to earn some profit. One analysis is focused
on the current year 2012 whereas the second one reflects the presumption for year 2013

about unification of lowered and normal VAT rate.

Ha: The tourism intensity in Prague does affect the restaurant revenues.

Last year there was a worldwide growth of the tourism and even the number
of incoming tourists visiting Prague rose. Nevertheless, the restaurant turnovers of
the Czech Republic do not seem to grow simultaneously with the tourism. Tourism can be
still considered as a factor influencing the revenues of restaurants. Hence the true
dependency of both variables is being verified.

“Veolia Voda has launched a campaign to promote tap water as a healthy
and economic alternative to bottled waters.” (Delbos, 2009) Hence the next hypothesis

reads as follows:

Hj: Providing of tap water for free affects negatively the economy of restaurant

establishments in Prague.

The consequences for restaurant establishments are certified through the cost
analysis of goods and other research was performed by the personally created

questionnaire.

2.2.1. METHODOLOGY

The bachelor thesis comprises of two parts. First, a theoretical part is mainly built
on the general approaches with the aim of processing the necessary information, while
the analytical part contains not only the statistical processing of data but also more

theoretical approaches.
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Theoretical part of the thesis is based on the critical thinking. “Critical thinking is
the intellectually disciplined process of actively and skill-fully conceptualizing, applying,
analysing, synthesizing, and/or evaluating information gathered from, or generated by,
observation, experience, reflection, reasoning, or communication, as a guide to belief
and action.” (Scriven, 1987)

Analysis takes part throughout the whole thesis. It is the method used
for investigation of the complex topic by its decomposition into smaller parts in order
to study the relations between them (Webster, 1581). The official definition is as follows:
“The process of breaking up a concept, proposition, linguistic complex, or fact into its
simple or ultimate constituents.” (Audi, 1999)

Synthesis serves as a literature search of the thesis, based on idea and data coming
from a variety of sources. The importance is put on the ability to connect all analysed parts
together with the information in order to compose something original. (Reichenbach, 2001
p. 25) The exact definition is: “The composition or combination of parts of elements
S0 as to form a whole.” (Webster, 1589)

Deduction and Induction from relevant materials are also involved under
the theoretical part of the thesis. “Inductions are often questionable as they are usually
very broad, general statements, but they provide useful starting points for experiments.
Deductions are more often correct because they make specific claims based on sound
principles. To deduce is to draw a specific conclusion from a general principle. To induce
is to derive a general principle from specific observations. ” (Grammarist, 2012)

The analytical part is based on the analysis of gathered data, using the most
appropriate tools and methods, in order to achieve sufficient results and prove
or disapprove the hypotheses stated. The most common method for evaluating the results is

testing of statistical hypotheses. Hypothesis is considered as “a supposition or proposed

explanation made on the basis of limited evidence as a starting point for further
investigation ”. (Oxford University Press, 2012)

Cost — benefit analysis is applied in the analytical part as a tool for investigating the

weight of expected costs each restaurant pays as a tax on the input and subsequently has to
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cover in the price of meal in order to earn some profit. The cost analysis is defined as “the
review and evaluation of the separate cost elements and profit or fee in an offeror’s
Or contractor’s proposal to determine a fair and reasonable price or to determine cost
realism. Cost analysis includes the application of judgment to determine how well
the proposed costs represent what the cost of the contract should be, assuming reasonable
economy and efficiency.” (ACQuipedia, 2010)

Regression and correlation analysis is presented in order to find the relationship

between variables. In regression the changes in dependent variable are explained
by changes inindependent variable whereas correlation states the strength
of the relationship. The exact definition of Regression is “a statistical measure that
attempts to determine the strength of the relationship between one dependent variable
(usually denoted by Y) and a series of other changing variables (known as X - independent
variables).” (Investopedia, 2012)

While “correlation is a statistical technique that can show whether and how strongly pairs
of variables are related ”. (Creative Research System, 2010)

The coefficient of correlation shows an association between two variables. |, The

value -1 represents a perfect negative correlation (when one increases, the other decreases
in exactly the same proportion. The value +1 represents a perfect correlation (when one
increases, the other increases in exactly the same proportion. The value 0 represents a lack
of correlation . (Sunilcare Group , 2008)

“The Method of Least Squares is a procedure to determine the best fit line to data;

the proof uses simple calculus and linear algebra.” (Miller, 2012)
“Time Series Analysis is the branch of quantitative forecasting in which data for

one variable are examined for patterns of trend, seasonality, and cycle.” (Venture Line,
2011) Among its main goals is considered to analyse the trend, “an average increase or
decrease over time”. The result allows us to forecast the future development at some
probability level. Time Series itself is defined as “A Time Series is a sequence of

observations on a single entity reported or measured at regular time intervals.” (BOX,

2008 p. 467)
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3. THEORETICAL PART

3.1. THE GASTRONOMY

Gastronomy can be characterized as the study of relation between food and culture.
The term “gastronomy’ originates in Greek history and was firstly mentioned in the poetry
name of Joseph Berchoux, La Gastronomie (1801). Gastronomy  works
with the sociological value of food connected with other sciences such as anthropology,
psychology, philosophy, and it also studies the cultural influence on food. It is an art which
should satisfy people’s taste and wants and also delight them with the food appearance.
The roots of modern gastronomy go back to the 19™ century to France, whereas
the cooking itself has really rich history. Fruits, roots, small animals, and fish have been
already eaten for many years. For example pastry, pizza, or noodles come from the ancient
times and even cutlery came with the Byzants Empire. With the coming time,
the techniques in preparation of food were getting better and better. Since then,
the development rapidly accelerated and resulted in the contemporary modern gastronomy.

(Nicks Wine Merchants, 2012)
3.2. CZECH GASTRONOMY

The Czech cuisine firstly appeared with the formation of the Czech nation. At that
time, people used their own domestic raw materials produced by hunting, farming, cattle
breeding, etc. The basic nutrient was bread served with cheese and milk, then fruits,
legumes, millet, mushrooms, and for example oat porridge. Roasted, or smoked meat such
as beef, pork, poultry, game, and fish, was also very popular. In 1826, the Household
Cookery Book of Magdalena Dobromila Rettigova, the well-known Czech chef, was
published. At that time, onion, spices like pepper and red pepper, and goulash or meat
in breadcrumbs played the main role in the gastronomy. Porridges were exchanged
by grease and today’s traditional dumpling was adopted from Tyrolean shepherds.

At present, the Czech cuisine is influenced by its position in central Europe, mostly

by Germany and Austria. Meals are typically characterized by fat, but the amount
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of calories is comparable with other countries. Soups, meats, sauces with dumplings, filled
dumplings with fruit, and various cakes, etc., those all is considered to be Czech cuisine.
(Jeneralova, 2010)

The Czech typical dish is marinated beef sirloin (svickova na smetang). “Svickova
is made from beef with a vegetable sauce made from carrots, celery, onions,
mustard and wine. It also contains sugar, and it is kind of like a sweet and sour
sauce. It’s served with dumplings. ” (Maurer, 2009) Whereas, the Czech national dish
is fried chees with mayonnaise. According to the research of the Public Opinion Research
Centre (CVVM) made in 2003, 80 % of asked people see roasted pork with sauerkraut
and dumplings as a traditional Czech meal, 45.2 % voted for svickova and 23.3 % for steak
in breadcrumbs with potato salad. (Rezkova, 2003)

The typical beverage for the Czech Republic is beer, Pilsner Urquell
and Gambrinus rank among the best beer brands. There can be also found high amount
of small breweries across our country. For instance Prague offer wide selection of brands,
Suchdolsky Jenik from CULS, Klasterni pivovar Strahov, Pivovarsky dim, Staropramen
Smichov, etc. Wines, brandy made out of many kinds of nuts or fruit; mostly plum, herb

liquor “Becherovka”, or Mattoni mineral water are also very popular.

3.3. THE RESTAURANT SECTOR

Cooking is a very popular hobby for many of us, but the moment when meal
is served on the table, smelling unbelievably good, is usually appreciated by everyone;
because eating is a pleasure. The restaurant is defined as a place where people pay to sit
and eat a wide selection of foods and drink beverages. It specializes in the preparation
of quality food and serves it up to the customers to satisfy their needs and wants. (Oxford
University Press, 2012) Typical restaurant order is when customers sit at tables, their
orders are taken by a waiter, who also brings the ready meals, and lastly the customers pay
the bill before leaving. (Sudan, 2002)

The Restaurant sector is highly competitive industry where there is difficult

to make high profits and the rate of a business failure is also very high. “During the first
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year of operation, slightly over one-quarter of all restaurants closed or changed
ownership. By the end of their third year, just short of 60% of all restaurants closed or

changed ownership.” (White, 2011)

3.1.1. THE HISTORY

The term restaurant arises from the French word restaurer, to restore. It firstly
appeared in the 16™ century and meant “a food which restores”. First restaurant
in the world was opened in Paris in 1765 where only one dish was served, specifically it
was soup. The name of this restaurant was Boulanger and customers came there primarily
to eat, not just drink alcohol or coffee as they could in taverns or inns already known from
antiquity. At that time people were used to eat meals only at home but soon new
restaurants rapidly spread across France. The modern style of dining, where customers
are given a plate with the food arranged on it was introduced to France by the Russian
Prince Kurakin in the 1810s, from where it spread beyond. The first restaurant
in the United States was opened in 1827 in New York and prospered for almost
100 years. More precisely, the cafe was opened in 1827 and then, in 1830, the same
entrepreneur opened a "restaurant francais" in the building next to the cafe. (O’Connell,
2003)

The hospitality industry in our country was closely connected with the development
of tourism. The Czech country is an important crossroad, lying in the geographic
and political centre of Europe since the prehistoric time. No worry that this sector was
already mentioned in many historical documents, from ancient chronicles to the songs
of the Middle Age students. Pubs were possible to be found behind the city walls
or at solitudes along the trade routes. The sign about is that even nowadays we can find
many restaurants called by well-preserved names “Kocanda, Na Kocand¢”, etc. When
the domestic tourism became to be more propagated, restaurants were available only
in large cities, while district towns offered only a little worse alternative of eating. Then
there were breweries offering beer, lemonade, and cheap and poor-quality spirits.
In seventies, the modern restaurant buildings and many hospitality facilities equipped

with laminated furniture and tables made out of umakart were constructed. The Czech pub
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served as the cultural and social phenomenon where guests regularly came to drink beer,
healthy in the amount of one litre per day — vitamin B1, B2, B3, B6, cheap, and tasty drink
with low percentage of alcohol, and discuss with other customers or listen to the live

music. This tradition has also survived to the present time. (Gastroinfo, 2008)

3.2.1. CONDITIONS FOR OPERATING A RESTAURANT

Such as every business activities, operating catering establishments also brings
many rules and restrictions. It is necessary to have all permits to run a restaurant. There
iIsno way to direct a business without proper licenses such as Building Permit, Trade
Licence, Business Registration, Tax Office Registration, Social and Health Insurance,
Employer Identification Number, Food Service License, Liquor License, Pronouncement
from hygienic station, Sign Permit, Music License, Fire Certificate, etc. (Churchill, 2007)

On the beginning, it is important to consider the form of business organisation.
The main types of legal forms are Sole Trader/Sole Proprietorship (one owner),
Partnership (partners who share risks and profits), and Company/Corporation (“a legal
entity which has a separate legal personality from its owners”). (Connecticut Licensing
Info Center, 2012)

While setting up on Self-employed basis we have to apply for a Trade licence
(Zivnostensky list). Then a business holds its own name and is operating independently,
with the purpose of making a profit. Whereas the Limited Liability Company (‘s. r. 0.”)
protects entrepreneurs if something goes wrong. (Meyer, 2008)

The conditions for obtaining a Trade license for hospitality trade are set as follows.
The entrepreneurs under the age of 18 are not allowed to operate a restaurant business. He
or she has to be criminally blameless with no debts to the financial, health, or social offices
and speaks Czech or Slovak language fluently. Businessmen also have to fulfil one of these
points, to complete an apprenticeship in the hospitality industry with 3 years long practice
or in a familiar sector with 4 years long practice, a specialized school with the graduation
and 2 years long practice, or university of business studies with 1 year practise. The last
possibility is the participation in 6 years long practise in a restaurant business

with no additional studies needed. (Alexio, 2012)
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To be employed in restaurant sector, employee does not have to be well educated
with the graduation. The only importance is to know the languages such as English,
German, Russian, Spanish, etc. Many young people are searching for job opportunities

in this business to earn some extra money during their studies or holidays, even abroad.

HYGIENIC CONDITIONS
Most strict rules in restaurant industry are associated with the hygienic conditions.

The hygienic regulations are designed to minimalize all risks that could endanger
the health of customers and enable restaurants to run more efficiently if subordinated.
If not, it can mean a serious health and safety problems for everyone who has something
to do with a business. This control is sometimes appreciated by restaurant managers
because it can also help in discovery of potential food safety problems. Health and Food
Ministry departments make health inspections regularly toensure observance
of regulations. Restaurateurs can be fined by inspectors for small violations and in case
of major violations their restaurant can be shut down. These regulations include
the cleanliness practices of facilities, the storage of certain types of food such as meat, food
separation in order to avoid cross contamination, and also the appearance of employees
and their appropriate clothes. (Smathers, 2012)

During the restaurant inspection, at least minimum sanitation and food safety
standards have to be met. Safe and uncontaminated food should be provided
to the customers. Close attention is paid to the temperature; also the measure of drinks
and amount of food set in restaurant menu should not be broken. Then an inspector
provides the restaurant with a written report in order toconfirm the compliance

with regulations. (Haupt, 2010)

HAACP
Hazard Analysis and Critical Control Points is the method which identifies specific

hazards for the control of food safety and leads to the ensuring of food safety during all
activities related to their production such as processing, storage, handling, transport
and sale to the ultimate consumer. The aim of this system is to eliminate all risks

of products contamination and more likely prevent the biological, chemical, and physical
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hazards than in the control of finished products. (FDA, U.S. Food and Drug
Administration, 2011)

FOOD STORAGE
It was already mentioned as the aim of HAACP, cross contamination can endanger

both, customers and employees. All food items must be stored separately in order to avoid
it. “Cross contamination occurs when a contaminated food source comes into physical
contact with another item, allowing bacteria to spread.” (Smathers, 2012)

The stored food items include meats, seafood, vegetables and dairy products. It is
important to know the delivery date of each item, provided by labels indicating when every
food was received. The “first in, first out” rule must be followed implying that foods
should be utilized according to the indicated date labels. (Shannon, 2011)

The refrigerator temperature must be below 3.33 degrees of Celsius. According
to the Food Safety and Inspection Service, there is a “danger zone” of temperature between
4.44 and 60 degrees of Celsius, within food bacteria multiply rapidly and can thrive. All
food should not be exposed to this zone, but in special cases the maximal time limit
including storage, preparation and service cannot exceed 4 hours. Food in freezers should
be kept below -17.78 degrees of Celsius but it is obvious that frozen foods lose usually its
quality. Dry storage should keep food between 10 — 21.11 degrees of Celsius with 50 —
60% humidity. (Mealey, 2011)

EMPLOYEE HYGIENE

Every employee of restaurant should not arrive to work dirty, but fresh with clean
and nice smelling clothes. Free hairs are not allowed, they are supposed to be tied back
in case of falling into food and woman should also avoid nail polish because the chemicals
of nail polish can contaminate meals. To be healthy is one of the most significant aspects,
because bacillus such as laxation, fever, vomiting, etc. can spread swiftly between

customers and other employees. (Smathers, 2012)
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3.3.1. TYPES OF RESTAURANTS
The majority of restaurants are categorized as small to medium size enterprises.

Micro Enterprises employ fewer than 10 employees and the annual turnover and/or annual

balance sheet total does not exceed EUR 2 million. Small Enterprises have fewer than

50 employees and the annual turnover and/or annual balance sheet total does not exceed

EUR 10 million. Middle Enterprises employ fewer than 250 employees and annual

turnover not exceeding EUR 50 million, and/or an annual balance sheet total not exceeding

EUR 43 million. Large Enterprises have more than 250 employees and the annual turnover

exceeding EUR 50 million, and/or an annual balance sheet total exceeding EUR
43 million. (European Commission, 2012)

There are also three main divisions, Quick Service, Midscale, and Upscale. Quick
Service is another name for fast-food restaurants or self-service, where menus are prepared
quickly and its price is considered to be low. Customers can be also served by drive-thru

windows. This type of business allows diners to purchase the order and receive it in their

cars. Midscale restaurants offer meals at a medium price. It includes full service

restaurants, buffets or self-service. Upscale restaurants have the high quality of service,

and offer high quality of food for high prices. The full service is provided to the customers.

(Jacquelyn, 2009 p. 34)
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PICTURE 1: Restaurants in Prague

@m Jle

SOURCE: (HRUBY, 2011)

According to the internet research, there are 14,444 casual-dining restaurants

in the Czech Republic and 2,397 in Prague (16.6%), how we can see on the enclosed

picture. Actually there are more than half of restaurants offering different cuisine
than Czech one. Czech’s are willing to try new kinds of food, typical for other countries
and also tourists coming to visit Prague can decide whether to try Czech cuisine like
roasted duck, gain etc. or order meals which they know (Chinese, Sushi, Italian pizza, etc.).
Even if they have eaten that food already, it can taste differently in different country and
at the end there is still something new about that meal. (Fabricant, 2010)

Certain cultures deny some kinds of foods. For instance, Hindus do not eat beef

and Muslims would not even touch the pork, because it is against their religion. Therefore
restaurants should be able to make additional changes in the ordered food, according

to the customer’s wish.

3.4.1. FACTORS INFLUENCING THE DEMAND FOR RESTAURANTS

THE LOCATION AND INTERIOR
The demand of restaurants depends on many factors. One of the most important
factors is the location. Prague inhabitants use cars to get everywhere; hence the parking

areas located closely to restaurants are really appreciated. The restaurants in the centre
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of Prague are usually more expensive, however very attractive. What is important, a lot
of people like the restaurants that detain from a first moment. The sound, life piano music
or good atmosphere invites people. Or even if some restaurant is crowded and the next
restaurant looks as good but there is only one couple. More people would choose the one
full of customers, because more people attract other people.

The restaurant sector uses usually one truthful motto which is important for them
to make a good business: “Customers are our assets and satisfied customers are

our source of wealth.” (Teresa A. Swartz, 1999)

THE SMOKING CONDITIONS

The restaurants demand is highly influenced either by smoking conditions. Many
foreigners are used to non-smoking restaurants and do not have a problem to leave
for a while, smoke the cigarette outside if they want to smoke and then come back. It is
difficult to imagine Czechs to do so. The opinion of majority of Czech citizens is:
“If | have beer in one hand, I need to hold a cigarette in my other hand.” It is obvious that
these people should visit pubs or breweries, but a restaurant might be a relaxing place
with nice smell. Some people look especially for non-smoking restaurant but there are still
a lot of those, who will not even come in, if the restaurant is non-smoking. It is
a manager’s choice, how the restaurant is fitted. It is really difficult to find the answer

for what is more appreciated and more productive.

THE COMPETITION

The hospitality sector is full of competition. The restaurants exaggerate each other
about who has a better prices, better offer, friendlier atmosphere, etc. Potential customers
can choose between many of substitutes. Let see, on Mala Strana, there are approximately
10 closely located restaurants. Restaurant U Kostela is my favourite, because it is the
family restaurant. Restaurant U Flekd, U Mecenase, U Schnelti, and Malostranska Beseda
are the most rival. The trade-off arises when thinking about visiting restaurant or stay

at home and cook. To visit a restaurant impels to order food and drink too, because these

two are complements.
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THE ADVERTISEMENT
Restaurants can attract the potential customers by the advertisements, technology

innovation, and better presentation. Advertisement of a restaurant is important for its
operation. A lot of customers pay attention to the first impression, so the websites
of restaurants should be attractive and unique. The biggest importance is put especially
on the customers with the aim to persuade them in remaining loyal after they have visited
the restaurant and left satisfied. If a business is promoted by its customers, it will have
achieved the main goal of marketing. (Hi-Tec Sports, 2012)

People have massively started to buy restaurant vouchers throughout the internet

which has become currently the most attractive method of advertisement. The sale portals,
for example slevin.cz, allow people to buy cheap meals online or visit restaurants
with unbelievably huge discounts. It helps impecunious people who cannot afford to visit

restaurant to reach it.
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4. ANALYTICAL PART

The goal of the analytical part of the thesis is to provide appropriate information
about restaurant sector and to assess the current trends influencing the economy
of restaurant sector in Prague. This part has been divided into two main sections, first one
is focusing on the current trends, which are supposed to have a positive effects on
the restaurant sector in Prague and second is directed to actual trends influencing
the economy of restaurant sector negatively.

The positively harmonized part comprises of two actual current trends and its aim
isto confirm their positive effects on the economy of restaurant sector in Prague.
The monitored factors are the presumption for year 2013 about unification of lowered
and normal value added tax to the rate 17.5 % and tourism intensity in Prague. Second
section is concerned with the negative effects of two selected factors on the restaurant
sector in Prague. As factors suitable for the verification can be considered the customer’s
requirements to obtain tap water in restaurants for free and the current situation
In restaurant sector connected with value added tax.

The tax burden, high labour costs and the increasing energy costs are a big problem
that is not going to be solved soon. Also employees demand their salaries to be raised,
because the cost of living in the Czech Republic is also higher than ever. Entrepreneurs
have to dismiss some employees in order to pay those remaining. Almost every restaurant
has been struggling with the absence of customers, no usual income and no money to pay
the employees. In 2010 the employment in this field of hospitality industry was
at the lowest level in last 7 years. (Pospéchova, 2010)

It is obvious that this time is not a good time for running a restaurant business. This
year’s long and cold winter is not really appreciated by the restaurant entrepreneurs
and almost all of them have had problems with high heating costs or when water froze
because the outside temperature had been below zero degrees of Celsius. Restaurant’s
difficulties already appeared on the beginning of the economic crisis, when the number

of tourists visiting Prague, the Czech Republic, lowered. At present the majority of tourists
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are young, they are independent and tackling a question of money. The people from middle
class do not travel as much as they used to. The structure of custom has been changed.
Even the number of Czech people eating out of home dropped. It isassumed that
existential problems threat basically every second restaurant. According to the research
of Czech Association of Hotels and Restaurants, year to year comparison of the turnovers
lowered in a year 2011 by 10 — 20 %. (Asociace Hotelti a Restauraci CR, 2011)

Especially businesses dependent on the solvent foreign clientele have to fight
against difficulties. For those restaurants located in the centre of Prague and focusing
on foreign customers the situation get even worse. Entrepreneurs pay usually high rents,
specifically in the historical centre of Prague it is around 250,000 CZK quarterly. These
high rents cause that one tenant is being usually replaced by other tenant during only a few
years, because owners are not usually willing to bring the price down and always find
someone else to pay this rent. “Some restaurants have already closed down in 2011, so we
can’t say that the situation is very optimistic. In particular, the turnovers of restaurants
that were geared towards tourists are down between 30 % and 40 %. On the other hand,
you can see a lot of restaurants who focus on local clients, and these restaurants are
operating as if nothing has happened. They are full of people and they are doing well,”
(Maurer, 2009)

4.1. FACTORS INFLUENCING THE RASTAURANT SECTOR IN

PRAGUE POSITIVELY

In this part two factors and its influence on the restaurant sector in Prague are
assessed. As the verified actual current trends can be considered value added tax

and tourism intensity in Prague.

4.1.1. VALUE ADDED TAX

At present the area of gastronomy in the Czech Republic is not really optimistic.
The rate of VAT has been changed three times in last few years. In 2009 the Czech
government ratified to lower VAT rate for restaurants. The restaurant business is a service-

intensive work and that is why the VAT was shifted from 19 % to 9 % added tax.
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According to this shift, even services became cheaper. From 2012 a government decided
to higher the lowered added tax from 10 % to 14 %, maintaining the primary structure
of goods and services. In 2013, 20% VAT and also lowered added tax 14 % should be
united to 17.5%. (B&hounek, 2011)

Table 1 shows the situation of changes in VAT in the Czech Republic lately.
The lowered VAT has been changed basically every one or two years and the normal VAT

rose to 20 %. The idea for next year is also included in table.

TABLE 1: Development of VAT in the CR (2007 — 2013)

Lowered VAT 5 9 9 10 10 14 17,5
(%)
Normal VAT (%) 19 19 19 20 20 20 17,5

SOURCE: Own data processing

Graph 1 illustrates the values of lowered and normal VAT and its changes
in the Czech Republic between years 2007 and 2012. Year 2013 is included and at present

serves only as a prediction.

GRAPH 1: Development of VAT in the CR (2007 — 2013)
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This year’s change will have a negative impact on the restaurant sector for non-
taxpayers because it resulted in price increase of raw materials. On the other hand, there

are only few non-payers within Prague, because basically all businesses have the turnovers
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over 1 million in the interval of 12 months. This change leads to the fact that domestic
businessmen are disadvantaged against the competitors in neighbouring countries.

For example in Germany, the lowered price remains at 7 %.

For taxpayers, this year’s change will have more positive impact than previous
changes. According to the entrepreneurs in the restaurant sector, the restaurants
are threatened by tax burden. The VAT for this sector is stated wrongly, because basically
every restaurant business is in loss. If every restaurant businessmen pay the taxes stated
by our state, with all other energy costs, labour, and rent the businesses will have only low
profit earned or will go bankrupt and many people will have to quit the business. It can
be considered as one of many causations of bad situation in restaurant sector. Therefore

the hypothesis is clearly established:

Hi: The current situation connected with value added tax, being set at 14 % lowered

VAT and 20 % normal VAT, is unfavourable for restaurant businesses.

For each group of costs the percentage ratio is set. The amount left out of 100 %
will be the operating profit before tax and also before other accounting operations.
For instance the values used in the next research are set as follows in Table 2. Each cost

has its mark in order to make the orientation easier.

TABLE 2: The percentage ratio of each cost

COST MARK %
Raw materials RM 35%
Employees EM 30%
Energy EN 5%
- Gas and electricity G E 3%
- Water and W, S 2%
sewerage
Service S 5%
Rent RE 10%
Operating profit before opP 15 %
tax
TOTAL 100 %

SOURCE: (BOROS, 2009)
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It is necessary to subsequently proceed to clarify the current situation in restaurant
sector connected with value added tax. One item from a restaurant menu is divided into all
the costs the restaurant pays for before it is served to the customer. The formula below

represents all the costs a restaurant have to cover in the selling price of food.
[B5% RM *1.14) + B%G,E x1.2) + 2% W,S *1.14) + (30 % EM) + (15 % OP)
+ (5% S *1.2) + (10 % RE = 1.2)] * 1.2 = 210

One of the most favourite Czech meals is stewed beef meat with typical vegetable -

cream sauce and dumplings (svickova). In the centre of Prague, the price for this meal

is 210 CZK (price 7.5 EUR is only orientational and varies according to the current
exchange rate). First cost analysis is focused on the current year 2012 whereas the second
one reflects the presumption for year 2013 about unification of lowered and normal VAT

rate.

PICTURE 2: Menu

11 SVICKOVA NA SMETANE - dusené hovézi maso s typickou
smetanovo-zeleninovou omackou; houskové knedliky

SVICKOVA NA SMETANE - stewed beef meat
with typical vegetablecream sauce; dumplings

SVICKOVA NA SMETANE - gediinstetes Rindfleisch mit
einer typischen Sahne - Gemuse Sauce; Semmelknédel

SVICKOVA NA SMETANE - Tymenas roBsauHa
CO CMETaHOBO-OBOLIHEIM COYCOM, XAOHBIMH KHEAAUKAMH

150 g / 210 Ké / 7,5 Euro

SOURCE: (RESTAURANT U KOSTELA, 2012)

(0.35x *1.14 + 0.03x * 1.2 + 0.02x * 1.14 + 0.3x + 0.15x + 0.05x * 1.2 + 0.1x * 1.2)
* 1.2 =210

1.30536x = 210
x = 160.875

All the basic information is captured in Table 3. Table 3 contains of data showing

the categorization of costs into the lowered or normal rate of VAT and according to its
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place the formula was set. Among the previous information there are the total amounts

of costs on one examined meal. Tax on the input states the amounts of money that have

been already paid by a restaurant and tax on the output is calculated by 20 % out

of the sum of x - outcome from a formula. The taxation duty is the amount of money

the restaurant have to pay as a tax; 35 —12.61 = 22.39 CZK.

TABLE 3: COST — BENEFIT ANALYSIS IN YEAR 2012

Raw materials 14 % 64.2 56.32 7.88 -
Gas and electricity 20 % 5.8 5.10 0.712 -
Water and 14 % 3.7 3.25 0.454 -
sewerage

Services 20 % 9.7 8.51 1.19 -
Rent 20% 19.3 16.93 2.37 -
Employees - 48.3 48.30 - -
Operating profit - 24.1 24.10 - -

X - 175.00 90.11 12.61 35 22.39
Yy - - 72.40 - -

SOURCE: Own calculations

Visual representation in Graph 2 serves as a tool for clear display of costs which

are mentioned and numerically verified above.
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GRAPH 2: COST — BENEFIT ANALYSIS IN YEAR 2012
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The presumption for year 2013 is reflected in Table 4 on the exactly same meal,

taking into account the fact that the selling price of meal remains.

H,: The presumption for year 2013 about unification of lowered and normal VAT

rate affects positively the restaurant sector.

The formula below represents all the costs a restaurant have to cover in the selling
price of food in year 2013 taking into account the fact that the labour productivity
and the percentage ratios remain the same.

(0.35x * 1.175 + 0.03x * 1.175 4+ 0.02x * 1.175 + 0.3x + 0.15x + 0.05x * 1.175
+ 0.1x * 1.175) * 1.175 = 210

1.2878x = 210
x = 163.069
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TABLE 4: COST — BENEFIT ANALYSIS IN YEAR 2013

Raw materials 17.5% 67.06 57.07 9.99 - -
Gas and electricity 17.5% 5.75 4.89 0.86 - -
Water and 17.5% 3.83 3.26 0.57 - -
sewerage

Services 17.5% 9.58 8.15 1.43 - -
Rent 17.5% 19.16 16.31 2.85 - -
Employees - 48.92 48.92 - - -
Operating profit - 24.46 24.46 - - -

X - 178.76 89.68 15.70 31.28 15.58
Sy - - 73.38 - - -

SOURCE: Own calculations

All the basic information is captured in Table 4. It contains of data showing new
situation when all costs are categorized into the 17.5 % VAT. The taxation duty
is the amount of money the restaurant has to pay as a tax; in this case 15.58 CZK.

Graph 3 clearly shows significantly lower proportion of VAT paid as a taxation

duty than the current year 2012 requires.

GRAPH 3: COST — BENEFIT ANALYSIS IN YEAR 2013
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It is evident that the current situation in restaurant sector connected with value
added tax, being set at 14 % lowered VAT and 20 % normal VAT, was clarified
as unfavourable, nevertheless the presumption for year 2013 about unification of lowered
and normal VAT rate would affect the economy of restaurant sector positively if fulfilled.

The cost — benefit analyses verified the fact that the presumption for next year seems to be

more efficient for restaurant businesses, since the taxation duty is significantly lower than

a current year 2012 requires; 15.58CZK < 22.39 CZK, hence both null hypotheses Hy are
rejected.

The gastronomy is a sector broken into many pieces, where there are entrepreneurs
but no lobbyists who would influence the situation. Impartial solution would be to unite
the lowered and normal taxes, for instance to 17.5 % as the prediction for year 2013
implies. At present the consequences of VAT in this sector causes the bankruptcy of many

restaurants or it forces them into “the grey market”.

4.2.1. TOURISM

Hospitality industry creates benefits to the economic growth of Prague
and the state, contributing in generating increased visitation, enabling longer stays
with more spending, and better experiences from the Czech Republic. (Enterprise
Melbourne, 2012) Despite the fact that restaurants struggle with difficulties, last year was
for the Czech Republic very positive from the tourism point of view. The number
of incoming tourists rose by 7.9 %. According to the CSU, the bumper number
of 6.8 million foreigners visiting our country in 2011 was recorded. Last bumper record
from year 2007 when 6.7 million tourists visited the Czech Republic was broken.
The number of overnight stays increased by 8.1 % and reached 19.9 million. This result
shows that tourists have extended their stays abroad. Russia is the country with the highest
touristic demand for Czech Republic; 570 thousands. This number even exceeded
the estimation from January 2011 by 70 thousands. And 1.42 million tourists came
from Germany. Polish, Italians, Slovaks, and Asians visit our country also very often.

No doubt that 65 % of incoming tourists visit Prague. It is the capital and largest city

connecting both banks of the Vltava River, with the population of 1.3 million people.
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Prague has been a political, cultural, and economic centre of central Europe. Many
beautiful historical monuments decoy tourists all over the world. Prague can also offer
the high standard of services and many cultural events every day.

According to UNWTO, last year there was a worldwide growth of the tourism

by 4.4 %. Nevertheless, the restaurant turnovers of the Czech Republic do not grow

simultaneously with the tourism. Our state would need to entice more solvent tourists

from Western Europe. Last year, also the domestic tourism rose by 3 %, when almost
6.1 million of Czech inhabitants travelled across our country. (Czech Tourism, 2012)
Tourism can be considered as a factor influencing the revenues of restaurants
and can have a significant effect. Tourism intensity is characterised as “an indicator which
shows the average distribution of tourists and gives a general indication of pressures
on natural resources, with regard to a reference period (year) or during a peak season.
Tourism intensity is defined as the number of overnights stays by tourists per 10 square
kilometres per annum and in peak season. It is a regional indicator covering broad

areas. ” (Desire, 2012)

TABLE 5: Progression of both variables in the CR

Tourism
Intensity
2002 -12.5047 | -14.0769 6,055

2003 12.05345 | 19.73576 7,250
2004 -2.15152 | 26.22069 9,151
2005 -1.08015 | 4.60059 9,572
2006 -1.82934 | -0.29252 9,544
2007 3.593462 | 7.596396 | 10,269
2008 -12.1824 | -2.19106 | 10,044
2009 -1.32065 | -9.42851 9,097
2010 2.93227 | 6.672529 9,704
Variable Y X

Period | Revenues

Prague

SOURCE: (EUROSTAT, 2012) (CSU, 2012)

According to the Table 5, the annual data of tourism intensity in Prague can
be noticed. How was already mentioned, the high number of tourists visiting Prague
in 2007 is obvious from a last column in the table and year 2011 even exceeded previously

highest record but is not included is the table. The chart contains of rates of growth,
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X — independent variable states the tourism intensity in Prague and y — dependent variable
gives us the rates of growth of revenues of restaurant establishments in the period of years
2002 and 2010. Rate of growth is characterized as “a year over year exchange expressed
as a percentage.” (Web Finance, 2012)

Due to the unavailability of data focusing only on the restaurant sector in Prague,
restaurant revenues monitor the turnovers across the Czech Republic. On the other hand

the city of Prague is undoubtedly the most significant.

Ha: The tourism intensity in Prague does affect the restaurant revenues.

Grounded on the provided information, there emerges the presumption about
relation between the tourism intensity and revenues of restaurant. It is appropriate to use
the regression analysis in order to prove the hypothesis. Firstly an assumption that there
is a linear relation between the tourism intensity in Prague and the revenues of restaurant

establishments is defined by model

n=PB +phx+e
The chart below graphically illustrates the percentage change and time development

of both variables between years 2003 and 2010. It is impossible to overlook how

the restaurant revenues imitate the tourism intensity it its development.
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GRAPH 4: Development of restaurant revenues and tourism intensity in the CR (2002 — 2010)
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GRAPH 5: Linear trend
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The coefficient of correlation shows an association between two variables.

The values range between -1 and +1, showing a great linear relationship. The coefficient

of correlation in my case is ry, = 0.628 and indicates a passable influence, because there are

surely more factors influencing the turnovers of restaurants. From the graph above emerges

that with higher tourism intensity, the sales of restaurants slightly grows.
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Therefore it is essential to calculate the parameter estimation by the method of least
square; the equation of regression line is

y=-2993+0372*x

To evaluate the true dependency of both variables and the quality of a model,
the coefficient of determination is applied. R* = 0.394383 showing that 39.4 % of changes
are explained by the relation. In order to confirm that statement, the hypothesis

of parameter f, has to be tested. Hy: 5; = 0

|t| = 2.135 < t} 975 = 2.365

This result means that the Hq_hypothesis is not rejected at the significance level

0.=0.05 and the relation between tourism intensity in Prague and the revenues

of restaurants is not confirmed.

F = 4558 < Fo%) = 5143

According to the F — test, the statistical significance of model and the relationship
between tourism intensity in Prague and the revenues of restaurants is not confirmed.

Based on the previously provided information, the tourism intensity in Prague
grows, nevertheless, the restaurant turnovers of the Czech Republic do not grow
simultaneously with the tourism. Due to the fact that there are only few data available,

the result cannot be considered as relevant.
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TABLE 6: Summary output of regression statistics of development of restaurant revenues and tourism intensity in Prague

Multiple R 0.627999
R Square 0.394383
Adjusted R Square 0.307866
Standard Error 6.343614
Observations 9
ANOVA df SS MS F Significance F
Regression 1 183.4387 183.4387 4.558452 0.070145
Residual 7 281.6901 40.24144
Total 8 465.1288
Coefficients Standard Error t Stat P-value Lower 95 % Upper 95 %
Intercept -2.99348 2.244306 -1.33381 0.224027 -8.30042 2.313464
Tourism 0.372113 0.174288 2.035153 0.070145 -0.04001 0.784238

Source: own calculations

4.2. FACTOR INFLUENCING THE RASTAURANT SECTOR IN

PRAGUE NEGATIVELY

This part is concerned with the negative effects of selected factors on the restaurant
sector in Prague. As factors suitable for the verification can be considered the customer’s
requirements to obtain tap water in restaurants for free and the already examined current

situation in restaurant sector, connected with value added tax.

4.1.1. TAP WATER

The issue of prohibiting smoking in restaurants can be discussed for ever
and in my opinion the Czech Republic will not come up with any additional solutions soon.

At present, | assume that there can be find more interesting topics to focus on,
for instance the problem of wanting tap water in Czech restaurants.

“Veolia Voda Czech Republic, a. s. is the largest water management company
in the Czech water management market in the field of production and distribution
of drinking water and drainage and treatment of wastewater. Veolia Voda provides its
subsidiaries with water management infrastructure management know-how based
on experience gained over more than 150 years.” It provides water to more
than 40 industrial enterprises and 3.8 million inhabitants from wide range of Czech towns

and urban areas.
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“Veolia Voda has launched a campaign to promote tap water as a healthy and economic
alternative to bottled waters. ” (Veolia Voda, 2007)

Veolia Voda has been trying to convince the restaurant entrepreneurs to offer
low—cost or free tap water to its customers. In pursuit of cooperation, Veolia has provided
participating restaurants with glass carafes by Czech designer Daniel Pir§¢. They also
promote tap water with regards to the fact that tap water in the Czech Republic is
of excellent quality. “Prague's drinking water comes from two quality-monitored water
treatment plants. Tap water across the entire country is as drinkable as bottled water
and is safe and normal," said Jakub Kaspar, a spokesman for the Environment Ministry.
"We recommend that people drink tap water normally and choose it [over bottled water],
because they will save money as well as huge amounts of energy and waste needed
to produce bottles,” he said. (Delbos, 2009)

Hence the consumption of still and carbonated bottled water has been negatively
affected by its higher price and as already mentioned with campaigns promoting wider
consumption of tap water within home and foodservice establishments. On the other hand,
in 2010 over 540 million litres of flavoured mineral water were sold in the Czech Republic,
being ranked amongst the highest in Europe.

VVodovoda is another project, aiming to spread drinking and serving of tap water
across the Czech Republic, showing its economical, ecological, and healthy aspects.
The goal is to inform about “the water situation” in restaurants and discuss the aspects
of tap and bottled water. Every restaurant is being evaluated according to the willingness
of serving tap water with the order of meal. In Prague there are 233 restaurant
establishments offering tap water as a menu commodity. Some restaurants have already
adopted to recent trends in the society eco-friendly products, so this issue has also
an environmental aspect.

At present tap water has been one of the most recently discussed issues within
the Czech Association of Hotels and Restaurants. Table 7 serves as a visual representation

of water prices in Prague (CZK/m?, incl. VAT) in last 12 years.
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TABLE 7: Progression of prices of water and sewerage in Prague (2000 — 2012)

2000 18,64 13,99 32,63
2001 19,77 15,33 351
2002 20,65 17,12 37,77
2003 20,72 17,85 38,57
2004 21,95 19,48 41,43
2005 22,79 19,96 42,75
2006 23,51 20,85 44,36
2007 26,74 22,93 49,67
2008 27,76 23,81 51,57
2009 30,04 25,08 55,12
2010 30,63 25,88 56,51
2011 34,39 26 60,39
2012 38,05 28,3 66,35

SOURCE: (VEOLIA VODA, 2012)

From January 1%, 2012 Prague inhabitants pay 66.35 CZK, including the 14% VAT
for 1 m*® = 1000 | of water. The charges of water and sewerage rose by 9.88 % compared
to year 2011. One litre of tap water costs approximately 0.06 CZK ($0.003). The Graph 6

clarifies recent development of prices.

GRAPH 6: Development of water and sewerage prices in Prague (2000 — 2012)
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Is it a legal requirement to serve Tap Water in Restaurants for free or a small fee?
Isit a good idea or it will bring a decrease in sales of drinks? Customers of restaurants
in Prague are willing to substitute bottled water for tap water. My interest is focusing
on opinions or reactions of the customers. The research was performed by the personally
created questionnaire containing of 9 questions, but only some of them are going
to be presented due to the vastness. A customer is supposed to choose the most suitable
answer, closely related to the reality. The questionnaire was introduced to Prague
restaurants in the period of fourteen days, specifically 12.-26. September, 2011. According
to the Internet advices for Prague visitors, 15 restaurant establishments across the city were
selected and approached. Each restaurant was visited at different time, at noon
with the expectation that customers will rely on tap water with the order of lunch,
and on evening.  Surprisingly collected answers did not vary. Total amount
of 150 questionnaires were distributed to 10 for each restaurant. 86.66% of asked
customers filled in the answers, so the results could be made out of only
130 questionnaires.

One of the questions asks how do patrons consider the campaign for tap water
in restaurants for free, if it is a regular requirement. Answers were stated such as yes,
with the order of food and 61 % of customers answered so; yes, immediately when seated
chose 30 %; and only extraordinarily (for a medicine purposes) appreciate 9 % of asked

people. The visual representation is available in Graph 7.

39



GRAPH 7: Questionnaire — How do patrons consider the campaign for tap water in restaurants for free, is it a regular requirement?
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SOURCE: Own data processing

About the willingness to pay for tap water in restaurant establishments: “Would you be
willing to pay for tap water in restaurant just a symbolic amount of money?” Choices are
yes, 1 — 5 CZK; yes, 6 — 10 CZK; yes, more than 10 CZK; and no. The situation is obvious
from the results below and also from Graph 8. 40 % of customers would be willing to pay
only a symbolic amount of money; 1 — 5 CZK, 30 % would appreciate the price lower than
10 CZK, 27 % are not willing to pay for tap water at all and only last 3 % of asked
customers do not care about the price of tap water since they came to the restaurant with

the expectance of some spending.
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GRAPH 8: Questionnaire — Would you be willing to pay for tap water in restaurant just a symbolic amount of money?
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SOURCE: Own data processing

The eligible price for tap water is considered to be 10 CZK for 0.2 | and even

entrepreneurs agree. It is also interesting to refer the question focusing on fact that most
of customers would not order any other drink if the tap water was served for free. 53 %
of asked customers answered yes, meaning that they would order also different drink like
Coca-Cola, Fanta, and even sparkling water. Nevertheless 45 % of customers would maybe
order only coffee, wine, beer and spirits, no soft drink since they have already got water.

Last 2 % of asked people answered strictly no, no willingness to order any other drink.
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GRAPH 9: Questionnaire — Not all customers would order other soft drink if the tap water was served for free
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SOURCE: Own data processing

Considering the statement above, the restaurant establishments would lose 45 %
of their sales of goods sold because customers will cut down the order of drinks in case
of serving tap water. There will also be no need for restaurants to spend as much money
for the goods, because customers expect free water. Therefore the cost of goods sold can
be also lowered by 45 % in order to prevent the remained goods. The following search
estimates the situation for one selected restaurant in Prague, which name is not going to be
published. The data were gathered from the records of profit and loss statement
on the accessible web portal Justice.cz.

For each group of costs the percentage ratio is set. The amount left out of 100 %
will be the operating profit before tax and also before other accounting operations.

For instance the values used in the next research are set as follows.
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TABLE 8: The percentage ratio of each cost

st | wmaRc | %

Raw materials RM 35%

Employees EM 30 %

Energy EN 5%
- Gas and electricity G, E 3%
- Water and W, S 2%

sewerage

Service S 5%

Rent RE 10 %

Operating profit before opP 15%

tax

TOTAL 100 %

SOURCE: (BOROS, 2009)

TABLE 9: The records of profit and loss statement — selected restaurant

Sales of goods 4,941 | -111.73 3,829.3 -
sold
Cost of goods sold 4,376 -984.6 | 3,391.4 -
Fixed costs 4,989 +81.63 | 5,070.63 -
Personal 1,811 - - 1,767.32
expenses
Sales revenues 5,302 - - -

SOURCE: (MINISTERSTVO SPRAVEDLNOSTI CESKE REPUBLIKY, 2012)

The table above represents the sales of goods sold, cost of goods sold, fixed
expenses and personal costs. The first (I.) column shows the selected general data
from records of profit and loss statement. According to the questionnaire above, 45 %
of customers would maybe order only wine, beer and spirits, no soft drink since they have
already got water. The soft drinks cover one half of goods, so the sales of goods sold
and also the cost of goods sold will lower only by 22.5 %. Second (Il.) column
demonstrates the already explained situation after serving tap water for free.
As the explanation above indicates, the accurate value of energy cost has to be computed
by 5/55*%4989 = 453.5. It is the cost of energy, but the water and sewerage charges belong
only to 40 % of energy cost meaning 181.4 CZK. The water and sewerage charges rise

in price by 45 % to the price 263.03 CZK. Tap water is served to the customers for free

43



and it makes the fixed costs become higher. To state the price of fixed costs after the water

utility, 81.63 CZK is added to the previously known fixed costs.

TABLE 10: Percentage ratios indicating the share of labor on goods

Goods Bar/place | Stock | Management | Drink

SOURCE: (BOROS, 2009)

TABLE 11: Percentage ratios indicating the share of labour on sales revenues

Sales revenues Kitchen | Bar/place | Stock | Management Food

SOURCE: (BOROS, 2009)

Table 10 represents the percentage ratios indicating the share of labour on goods.
The percentage ratios indicating the share of labour on sales revenues is captured
in Table 11. It is essential to calculate the share of goods; drinks on the restaurant revenues

(sales revenues and sales of goods sold).

4941

i = 0
5302 7 4941 0.48237 = 48.24%

The rest is the share of food on the restaurant revenues.

5302

— = = 0
302 7 4941 0.5176 = 51.76%

Taking into account the fact that 1,811 CZK is paid for the employees as personal
costs because of the drop of drinks sold, the restaurant can also consider lowering
the amount of waiters by 10 %. Let’s say that the labour productivity remains the same
but one employee is going to be dismissed. This situation is depicted in Table 9,
column “III”. The calculated share of goods has to be lowered by 10 %; getting 4.824.
But once again, the table contains of drinks which include non-alcoholic and alcoholic
beverages. 2.412 % (4.824/2) out of the personal costs; 1,811 is equal to 43.68, this

number signifies the cost of one employee and 1,767.32 is the outcome after
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the performance was lowered. The sales of goods sold dropped to 3,829.3 CZK, the cost
of goods sold to 3,391.4 CZK and fixed costs rose in price to 5,070.63 CZK. The water
and sewerage costs rise constantly in price, but on the other hand this price is negligible
between many other costs.

A beverage menu of selected restaurant in Prague was used to provide an accurate
example with the aim to accomplish the fact that each restaurant will lose profit margin

in case of serving tap water. The hypothesis can be said as follows:

Hjs: Providing of tap water for free affects negatively the economy of restaurant

establishments in Prague.

TABLE 12: Menu

Non-alcoholic beverages

0,51 Solan de Cabras ( Special Edition Mineral Water ) 75,-
11 Solan de Cabras ( Special Edition Mineral Water ) 150,-
0,33 | Perrier 45, -
0,331 Mattoni 35,-
0,71 Mattoni 65,-
0,331 Coca Cola 45, -
0,331 Coca Cola Light (Diet Coke) 45,-
0,331 Fanta 45, -
0,251 Tonic 45, -
0,331 Sprite 45, -
0,251 Ginger Lemonade 40,-
0,251 Red Bull 85,-
0,331 Ice Tea (Lemon, Peach) 35,-
0,11 Juice (orange, apple, black Currant) 200
0,11 Juice multi-vitamin 25,-
0,11 Fresh Orange 40,-
0,21 Tomato juice 40,-
0,251 Bitter lemon 35,-

SOURCE: (RESTAURANT HLINENA BASTA, 2012)
In order to analyse the structure of costs, one or two drinks will be chosen out
of the enclosed menu. Table 13 summarizes the structure of costs that are going to be

explained below.
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TABLE 13: Cost analysis — Coca-Cola

14.44 2.022 20.39 3.87 4.278
= 45,00

SOURCE: Own calculations

The purchasing price of Coca-Cola 0.33 | in glass is 14.44 CZK excluding VAT
(Napojovy servis, 2011). The 14 % VAT makes the price higher; 16.46 CZK is the price
for which the restaurant has bought it. The cost for labour is set to be 10 % when we talk
about beverages; otherwise labour costs cover 30 % of sales. The cost-benefit analysis

of Coca-Cola is visually represented in Graph 7.

GRAPH 10: COST - BENEFIT ANALYSIS— COCA-COLA

SOURCE: Own data processing
The selling price of Coca-Cola is according to the chosen restaurant establishment
45 CZK. This price also includes the 14% value added tax, so the actual drink costs
38.7 CZK and 6.3 CZK is the tax paid by the customer. The labour cost covers 10 % out
of the actual price of drink; 3.87 CZK. The margin is calculated by the difference between
a selling price of Coca-Cola without tax and its purchasing price without tax. Finally,

the labour cost has to be subtracted from margin to determine the profit margin.
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The restaurant pays 4.278 CZK as a value added tax for one sold bottle of Coca-Cola

and the profit margin is equal to 20.39 CZK.

As another example, Mattoni 0.33 | is tested. It is assumed that there will be
nobody who would ever order bottled water such as Mattoni, if the tap water is served

for free.

TABLE 14: Cost analysis — Mattoni

4.64 0.75 22.45 3.01 4.15
=35

SOURCE: Own data processing

The purchasing price for Mattoni 0.33 I is 5.39 CZK including VAT (Shop Zdrava
Voda, 2011). The selling price is 35 CZK, 30.1 CZK is the actual price and 4.9 CZK is
the tax. The restaurant pays 4.15 CZK as a value added tax for one sold bottle of Mattoni

and the profit margin is equal to 22.45 CZK. Graph 8 clearly shows all costs the restaurant

covers in the price of drink and the depicted green part - profit margin would lose in case

of serving tap water.

GRAPH 11: COST - BENEFIT ANALYSIS - MATTONI

SOURCE: Own data processing
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It indicates that restaurants would lose its sales revenues. Hence the negative effect

of serving tap water in restaurants was proven according to this research, the hypothesis Hy

Is rejected.
How was already mentioned, restaurants operate in order to make a profit, to be

able to pay its employees, energy costs, high rents, purchase of inventory, maintenance,
etc. Therefore tap water cannot be served for free, water and sewerage charges have been
increasing every year, the usage of washing machine has its costs, and there also has to be
someone who brings water to the customer. Tap water should be available, but for a small

fee such as 10 CZK for 0.2 | or for free only with the order of bottle of wine or coffee.
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5. CONCLUSION

The restaurant sector has been threatened by the tax burden, expensive raw
materials, high labour costs and the increasing energy costs lately. Veolia Voda has been
trying to convince the restaurant entrepreneurs to offer free or low-cost tap water to its
customers. These facts call for testing many hypotheses, which conclusions are
summarized below.

In the first section of analytical part the current situation in restaurant sector
connected with value added tax being set as 14 % lowered VAT and 20 % normal VAT
was clarified as unfavourable. Nevertheless the presumption for year 2013 about
unification of lowered and normal VAT rate would affect the economy of restaurant sector
positively if fulfilled. Cost — benefit analyses verifies the fact that the presumption for next

year seems to be more efficient for restaurant businesses, since the taxation duty is

significantly lower than a current year 2012 requires; 15.58CZK < 22.39 CZK.

As another verified factor, the relationship between tourism intensity in Prague
and revenues of restaurant establishments was rejected by the statistically insignificant
regression analysis. Even if R = 0.394383 showing that 39.4 % of changes are explained
by the relation, based on the results of test about parameters B; and total F-test,
the hypothesis about positive relationship between variables is rejected.

The cost analysis of goods and short questionnaire performed in last section
of the analytical part aim to accomplish the fact that each restaurant will lose profit in case
of serving tap water for free. Considering the campaign of Veolia Voda, the restaurant
establishments forfeit the money usually acquired by sale of drinks to cover all
the operating costs. Such an example can be presented one bottle of Coca-Cola, the profit
margin on one bottle which restaurant loses with the providing of tap water is 20.39 CZK
and 22.45 CZK is the profit margin on one bottle of Mattoni. It indicates that restaurants
would lose its sales revenues. Hence the negative effect of serving tap water in restaurants
was proven. Tap water should be available, but for a small fee such as 10 CZK for 0.2 |

or for free only with the order of bottle of wine or coffee.
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