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QUICK VERDICT

Verdict: prime cost —food cost plus labor cost— is the single indicator that decides
whether your restaurant makes or loses money, and in 2026 most operators measure it
wrong. With pre-tax profit of just 2.8% of sales in full service (National Restaurant
Association, 2025, 2024 data), there is no room to manage it by intuition. The mistake
draining EBITDA is not a high food cost: it is the gap between theoretical and actual cost
that no one audits. Protecting it means measuring prime cost weekly, keeping it below
60% of sales in full service, and attacking variance with the Masterestaurant theoretical-
vs-actual framework. This white paper quantifies the cost of inaction and delivers a 90-
day roadmap.
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In 2026 the restaurant sector operates on single-digit margins while inputs remain 35% above pre-pandemic
levels (USDA ERS / BLS, 2026). Prime cost is no longer a monthly figure from the accountant: it is the owner's
daily control panel.

Median pre-tax profit was 2.8% of sales in full service and 4.0% in limited service (National Restaurant
Association, 2025). In that context, a 3-point drift in prime cost can wipe out the entire year's profit.

This white paper targets owners, CFOs and expansion directors running from 1 to more than 10 units who need
a traceable method —not a tip— to protect EBITDA against 2026 input inflation and wage pressure.

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

Measurement frequency

Target prime cost (full service)

Food cost variance

Response to input inflation

Capital leakage detected

EBITDA impact (12 months)

INTUITIVE PRIME COST
MANAGEMENT

X Monthly, at accounting
close (30 days late)

X No formal target; 'whatever
it lands at'

X Not calculated; 0 visibility

X Raise prices blindly or
absorb the loss

X Found after 3 straight
losing months

X Silent erosion of 2-4 points

MASTERESTAURANT METHOD
(THEORETICAL VS ACTUAL)

v Weekly, with physical count and POS
sales

v <60% of sales; alert above 62%

v (Actual - theoretical)/sales, reviewed by
dish

v Menu re-engineering by contribution
margin

v Detected in week 1 of the drift

v"  Recovery of 3-5 margin points

Chapter 1 — Why does prime cost decide whether your restaurant makes or loses money?

Prime cost —food cost plus labor cost— is the single metric that decides whether your restaurant
makes or loses money, and in 2026 most operators measure it wrong.

Median pretax profit in full service was just 2,8% of sales, and 4,0% in limited service (National Restaurant
Association, Restaurant Operations Data Abstract 2025, 2024 data). On that cushion, a three-point swing in
prime cost wipes out the entire year's profit. | have seen it in dozens of restaurants: the owner celebrates record
sales and closes the year in the red because prime cost crept from 60% to 63% and nobody caught it in time.
Inputs offer no relief: the all-food producer price index sits 35% above the February 2020 level (USDA ERS /
BLS, 2026). In this environment, prime cost is no longer a monthly figure from the accountant —it has become
the owner's daily control dashboard.
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Chapter 2 — Intuitive prime cost is a rear-view mirror; the method makes it a dashboard

Intuitive prime cost is a rear-view mirror: it describes what already happened, once the profit is already gone.
The Masterestaurant method turns it into a control dashboard that anticipates the deviation before it erodes that
median 2,8% margin (National Restaurant Association, 2025). The difference is frequency and traceability. The
accountant delivers last month's prime cost fifteen days after close; by then you have already served 30 days of
mispriced plates. Diego F. Parra insists on measuring it weekly —by shift when volume justifies it— and always
against a theoretical cost. With the services producer price index rising 3,2% in 2025 (U.S. BLS, PPl 2025 M12),
a monthly rear-view mirror is a sentence. A daily dashboard, by contrast, warns you on Tuesday that the week-
end's food cost spiked, leaving four days to fix purchasing, portions or price before the pay period closes.
Without theoretical cost there is no variance, and without variance waste is invisible.

Chapter 3 — Without theoretical cost there is no
variance, and without variance waste is invisible

Foodservice surplus food equals 14% of sales —$157 billion in 2024 (ReFED, 2024)— and much of that leak
lives in the gap between theoretical and actual food cost that almost nobody audits. The Masterestaurant
method first sets the theoretical cost per plate from the standardized recipe, then compares it against real inven-
tory consumption, and the difference is your variance. That number, expressed in food-cost points, is where pet-
ty theft, runaway portions and kitchen waste hide. Diego F. Parra puts it bluntly: if you have no theoretical, you
are not managing, you are guessing. A chain that goes from zero to a variance system typically recovers be-
tween 1,5 and 3 food-cost points in the first quarter —money that, on a 2,8% profit (National Restaurant
Association, 2025), can double the net result. Against inputs 35% pricier than in 2020 (USDA ERS / BLS, 2026),
raising prices blindly destroys the average check; re-engineering the menu by contribution margin protects
EBITDA without scaring off the guest.

Chapter 4 — How do you protect margin against
inputs 35% pricier without scaring off the guest?

A blanket 10% hike punishes the star dish and the money-losing dish alike, and the diner notices: in
Colombia the 9,8% rise in menu prices coincided with sector sales declines (Acodrés, 2025).

The Masterestaurant method splits the menu into four quadrants by popularity and contribution margin, and acts
differently in each: it repositions high-margin items, redesigns the recipe of low-margin ones before touching
price, and cuts or reformulates those that add nothing. With arabica coffee 70% pricier in 2024 (Bellwether
Coffee), a café that raises the espresso surgically protects its check; one that raises the whole menu loses traf-
fic. Surgery beats the shotgun. The traceable method turns prime cost into a boardroom language: comparable
KPls, stress scenarios and capital decisions on the same basis. For a group running 1 to more than 10 loca-
tions, this is what separates healthy expansion from financed bankruptcy. It matters because credit risk is not
uniform: the SBA loan default rate for restaurants varies by up to 8,7 percentage points across regions (Crest-
mont Capital, 2026).

Chapter 5 — Prime cost as the language of the board and of traceable expansion

An owner who shows the bank or partners a per-location prime cost that is traceable —theoretical, actual and
variance all auditable— negotiates in another league. Diego F. Parra builds with each client a dashboard where
every opening is modeled before the lease is signed: can the target prime cost survive a location at this rent and
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this check? With a median profit of 2,8% (National Restaurant Association, 2025), opening a second location
without that dashboard is betting the equity of the first. A full-service group with three locations recovered three
prime-cost points in one quarter by applying the method, without any blanket price increase. The starting point
was typical: a 64% prime cost, measured by hand and fifteen days late, in a sector whose median profit is 2,8%
(National Restaurant Association, 2025). Diego F. Parra first installed theoretical cost per recipe, then weekly in-
ventory counts and variance calculation per location.

Chapter 6 — Real case: recovering three prime-cost points in a three-location group

The first reading revealed 2,2 food-cost points lost to variance —waste consistent with the sector's 14% surplus
(ReFED, 2024)— and another point in labor from shifts oversized during off-peak hours. They corrected por-
tions, renegotiated two key inputs with suppliers, and adjusted the shift quadrant. Three points on seven-figure
annual sales mean, in a sector turning at 2,8%, more than doubling the group's net profit. That is the power of
measuring well. What separates the operation that protects its EBITDA from the one that gives it away is the dis-
cipline of measuring prime cost with theoretical cost, frequency and traceability —not luck with pricing. In 2026
the U.S. sector projects sales near US$1,55 trillion (National Restaurant Association, State of the Industry
2026), but that tide does not lift every boat: with single-digit margins, whoever fails to audit variance hands the
profit to the supplier and to waste.

Chapter 7 — What separates the operation that protects
its EBITDA from the one that gives it away in 2026

The final-demand producer price index rose 3,0% in 2025 after 3,5% in 2024 (U.S. BLS, PPI 2025 M12); the
pressure is not easing. The Masterestaurant framework and the ecosystem's costing tool turn prime cost into the
living KPI of the business, not a dead report. The concrete action for this week: set the theoretical cost of your
ten best-selling dishes and compare it against real consumption. That is where the money starts to appear.
Intuitive prime cost is a rearview number: it describes what already happened. The Masterestaurant method
turns it into a control panel that anticipates drift before it erodes the 2.8% profit (National Restaurant Association,
2025). Without theoretical cost there is no variance, and without variance waste is invisible: foodservice food
surplus equals 14% of sales (ReFED, 2024), and much of that leak lives in the theoretical-actual gap no
one audits.

Chapter 8 — The differences that protect (or drain) EBITDA

With inputs 35% pricier than in 2020 (USDA ERS / BLS, 2026), raising prices blindly destroys the average
check; re-engineering the menu by contribution margin protects EBITDA without scaring off customers. The
traceable method turns prime cost into board language: KPls, stress scenarios and ROI, not kitchen anecdotes.

POINT BY POINT
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A/B analysis: intuition vs traceable method

DRIFT VISIBILITY

A - INTUITIVE PRIME COST MANAGEMENT B - MASTERESTAURANT Detected in week

Found at monthly close, 30 days late 1 with physical count + POS

Verdict: The Masterestaurant method wins: 30 days of earlier reaction equals weeks of leakage
avoided.

INDICATOR SCOPE

A - INTUITIVE PRIME COST MANAGEMENT B - MASTERESTAURANT Integral prime

Food cost isolated, labor cost ignored cost (food + labor) <60%

Verdict: Measuring only food cost hides half the risk; integral prime cost captures both variable
costs.

INFLATION RESPONSE

A - INTUITIVE PRIME COST MANAGEMENT B - MASTERESTAURANT Menu re-

Raise prices blindly or absorb the loss engineering by contribution margin

Verdict: With inputs 35% pricier than 2020 (USDA ERS / BLS, 2026), re-engineering protects the
average check; blind hikes destroy it.
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DECISION LANGUAGE

A - INTUITIVE PRIME COST MANAGEMENT B - MASTERESTAURANT KP'S, stress

Kitchen anecdotes scenarios and ROl for the board

Verdict: The traceable method turns prime cost into board language, not a chef's hunch.

SIDE-BY-SIDE COMPARISON

Intuitive prime cost management THE COMMON MISTAKE

X Food cost is watched in isolation, ignoring that labor cost is the other half of prime cost.

X Monthly close: the owner learns of the drift 30 days later, when the money is already gone.

X Zero theoretical cost; impossible to know how much is lost to waste, pilferage or uncontrolled portions.

X Facing inflation, prices are raised blindly or the hit is absorbed, eroding the contribution margin.

Masterestaurant method: theoretical vs actual cost MASTERESTAURANT

v" Prime cost as a weekly master indicator: food cost + labor cost over sales, with a hard <60% threshold
in full service.

v" Weekly physical count cross-checked with the POS to compute the real food cost variance by dish
family.

v" Menu re-engineering by contribution margin before touching prices, protecting the average check.

v" A 90-day roadmap with 3/6/12-month KPIs that an owner or board can audit.

SIDE-BY-SIDE COMPARISON
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Side-by-side comparison

Measurement frequency

Target prime cost (full service)

Food cost variance

Response to input inflation

Capital leakage detected

EBITDA impact (12 months)

THE NUMBERS THAT MATTER

INTUITIVE PRIME COST
MANAGEMENT

X Monthly, at accounting
close (30 days late)

X No formal target; 'whatever
it lands at'

X Not calculated; 0 visibility

X Raise prices blindly or
absorb the loss

X Found after 3 straight
losing months

X Silent erosion of 2-4 points

Prime cost in 2026 industry figures

2.8 %

pre-tax profit, full service (2024 median)

4.0 %

pre-tax profit, limited service (2024 median)

35 %

above Feb 2020 level: all-food prices (May 2026)

14 %

of sales: foodservice food
surplus value (US$157B, 2024)

3.0 %

U.S. producer price index rise (2025)
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MASTERESTAURANT METHOD
(THEORETICAL VS ACTUAL)

v Weekly, with physical count and POS
sales

v <60% of sales; alert above 62%

v (Actual - theoretical)/sales, reviewed by
dish

v" Menu re-engineering by contribution
margin

v Detected in week 1 of the drift

v"  Recovery of 3-5 margin points
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TRILLION USD

projected U.S. sector sales
despite cost pressure (2026)

VISUALIZATION

The numbers, visualized

Sources: National Restaurant Association 2025 - USDA ERS / BLS 2026 - ReFED 2024 - U.S. BLS 2025 - National
Restaurant Association SOl 2026

Chart by masterestaurant.com

REAL CASE

“I walked into a full service that swore it had a 28% food cost. Cross-checking the physical count with the
POS, the ACTUAL food cost was 34% and labor cost 33%: a 67% prime cost. The theoretical-actual gap —
Six points— was pure leakage: unrecorded waste, eyeballed portions and two star dishes with negative
contribution margin. In twelve weeks we brought prime cost to 59% without firing anyone or raising prices
blindly: menu re-engineering and weekly counts. EBITDA went from red to 6 points. That's the mistake |
see over and over: it's not that they overspend, it's that they don't know how much they should spend.”

— Diego F. Parra, restaurant consultant — Masterestaurant
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HOW TO APPLY IT IN YOUR RESTAURANT

How to protect your prime cost in 90 days

@ Weeks 1-2: measure the real theoretical cost
Standardized recipe book with per-gram cost by dish. Compute theoretical food cost dish by
dish and loaded labor cost. Without this baseline no variance is possible; per the National
Restaurant Association (2025), median profit is just 2.8%, so every point matters.

@ Weeks 3-6: install the weekly count
Physical inventory count every 7 days cross-checked with POS sales. Compute food cost
variance = (actual — theoretical)/sales by dish family. This is where leakage surfaces: recall
foodservice food surplus equals 14% of sales (ReFED, 2024).

@ Weeks 7-10: menu re-engineering by margin
Classify each dish by contribution margin and popularity (menu engineering). Attack negative-
margin dishes before touching prices; with inputs 35% pricier than 2020 (USDA ERS / BLS,
2026), raising prices blindly destroys the average check.

@ Weeks 11-13: KPI dashboard for the board
Consolidate weekly prime cost, variance and break-even into a management P&L. Define hard
thresholds (prime cost <60% full service) and present ROl and stress scenarios to the board.
Control stops being intuition and becomes traceable.

FAQ

Frequently asked questions about prime cost and EBITDA

What is prime cost and why does it decide my profitability?

Prime cost is food cost plus labor cost over sales. It is the master indicator because it groups the two largest
variable costs of a restaurant. Full service aims for <60%; exceeding it with a median profit of 2.8% (NRA, 2025)
erases the margin.

What is the difference between theoretical and actual cost?

Theoretical cost is what a dish SHOULD cost per the standardized recipe; actual is what it truly cost when the
physical count meets sales. The gap —food cost variance— is where leakage lives: waste, pilferage and
eyeballed portions, invisible without this measurement.
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How often should | measure prime cost?

Weekly, not monthly. The monthly close tells you of the drift 30 days late, when the money is gone. With inputs
35% pricier than 2020 (USDA ERS / BLS, 2026), the weekly count cross-checked with the POS is the only way

to react in time.

Should | raise prices or re-engineer the menu against inflation?

Re-engineering first, prices second. Raising blindly destroys the average check. Classify each dish by
contribution margin and popularity; attack negative-margin ones. Foodservice food surplus equals 14% of sales

(ReFED, 2024): there is room before touching the menu prices.

DATA & SOURCES

Sector data 2026 (official sources)

Verifiable industry benchmarks from official, non-commercial sources (government, industry associations,

market research) - not competitors.

Metric

Costo energético promedio de un
restaurante por pie cuadrado (EE. UU.)

Factura eléctrica mensual tipica de un
restaurante (EE. UU.)

Cadenas restauranteras o franquiciados
que se acogieron a bancarrota en EE.
UU. (2025)

Marcas restauranteras que presentaron
Capitulo 11 en EE. UU. (2025)

Restaurantes bajo la proteccion de FAT
Brands al declararse en Capitulo 11
(enero 2025)

Locales cerrados por On The Border tras

su bancarrota (2025)

Benchmark 2026

$2.90 por pie? en electricidad y
$0.85 por pie? en gas natural al
aino

=$2,300 al mes

Mas de 20

Al menos 8

2,200 abiertos o en
construccion

40 de ~120 tiendas

Source

Toast — Average Restaurant
Electricity Bill 2025

Toast — Average Restaurant
Electricity Bill 2025

Restaurant Business — Year's
most notable restaurant
bankruptcies 2025

Restaurant Business — Year's
most notable restaurant
bankruptcies 2025

Restaurant Business — Year's
most notable restaurant
bankruptcies 2025

Restaurant Business — Year's
most notable restaurant
bankruptcies 2025

Propiedad Intelectual de Masterestaurant® — Exclusivo para Lideres de Sector - masterestaurant.com
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