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Verdict: raising menu prices does NOT fix an operating-cost problem; it only masks it
while prime cost keeps draining EBITDA. The real lever is the decision architecture over
your cost structure —theoretical vs actual cost, per-dish contribution margin and break-
even— before you touch the menu. Restaurants that reorder costs before prices recover 4-
7 EBITDA points; those that only raise prices lose traffic and fall back into the same hole

- 2026-07-08

INTELLECTUAL PROPERTY OF MASTERESTAURANT® — EXCLUSIVE FOR SECTOR LEADERS

The average owner believes the problem is pricing. Across 8,400+ units audited by Masterestaurant in 43

countries, 68% of profitability crises were not about price: they were about a cost structure nobody was reading.

The right question isn't «khow much do | charge?» but «how much of every dollar sold stays after prime cost?».

That figure —not the menu price— decides whether the restaurant has viable unit economics or just books

revenue without earning.

This brief is the written version of a boardroom keynote: it separates the myth (raise prices = more margin) from

the operating reality (margin is built in the kitchen and the till, not on the menu card).

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

RAISE MENU PRICES

Prime cost (food + labor) X
EBITDA over sales X
Traffic / covers X
Theoretical vs actual cost X

Stays at 68-72% of sales
+1 to 2 pts, then reverts
-8% to -15% from elasticity

Gap ignored (7-12 pts)

REORDER OPERATING COSTS (MR
METHOD)

v

v

v

Drops to 58-62% in 2 quarters
+4 to 7 pts sustained 12 months
Flat or +3% (value perception intact)

Gap closed to <3 pts via counting
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RAISE MENU PRICES REORDER OPERATING COSTS (MR

METHOD)
Contribution margin per dish X Unknown; raised across the v Ranked; raised where it doesn't hurt
board
90-day cash flow X Apparent gain, leak persists v +11% freed with no new sales
Monthly break-even point X Unchanged; rises with v Drops 6-9% (less fixed OpEx diluted)
inflation

1. Does raising prices fix an operating-cost problem?

No: raising menu prices does not fix an operating-cost problem, it only disguises it while prime cost
keeps draining your EBITDA.

Across the 8,400-plus units Masterestaurant audited in 43 countries, 68% of profitability crises were not about
price but about a cost structure nobody was reading. Price is a revenue lever; cost structure is an operating-
margin lever, and confusing them is the most expensive decision-architecture mistake in the industry. Diego F.
Parra repeats it in every board meeting: if your prime cost —food cost plus labor— lives above 65% of sales,
every extra dollar of price pours into a leaking bucket. First you plug the leak; then you decide what to charge.
That order, not the menu, decides whether the business earns or just rings up sales. An 8% price increase with
a demand elasticity of -1.2 erases the expected benefit, because you lose about 9.6% of covers and end up
billing less with the same fixed cost sitting on top.

2. A price hike against negative elasticity destroys itself

Menu price has a counterparty: the guest reacts. Reordering costs has no such demand counterparty —cutting
a dish's food cost from 34% to 28% improves margin without touching traffic or risking covers. I've seen dozens
of restaurants raise the menu 10% in January and lose profit by March because the ticket dropped and tables
emptied on Tuesdays. The revenue lever moves volume against you; the EBITDA lever does not. That's why
Masterestaurant attacks structure first: one recovered point of food cost is worth more than three risky points of
price against an elastic diner. Theoretical cost is what a dish should cost per its standardized recipe; actual cost
is what it truly cost at inventory close, and the gap between them —waste, theft, ungrammed portions, bad pur-
chase prices— usually runs 3 to 6 points of food cost. In a restaurant billing 80,000 USD a month, six points of
gap are 4,800 USD monthly evaporating without showing up in any pricing decision.

3. Theoretical cost vs actual cost: the gap nobody measures

Diego F. Parra is blunt: you can't set a healthy price on a cost you don't know. The right architecture is to mea-
sure theoretical cost by recipe card, count it against actual cost each month, and close the gap in the kitchen
and in purchasing. That's where margin is built, not on the menu. Raising prices without closing that gap only fi-
nances the inefficiency with the customer's money. Contribution margin per dish —selling price minus that dish's
variable cost— is the number that decides what to sell, promote and redesign, far more than the menu's abso-
lute price. An 18 USD plate at 34% food cost contributes 11.88 USD; a 14 USD plate at 24% contributes 10.64
USD, nearly the same, yet it turns faster and doesn't scare the elastic diner. Working the mix by contribution, not
by sticker price, is pure menu engineering.
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4. Contribution margin per dish rules over price

In Masterestaurant's audits, reordering the mix toward high-contribution dishes raised operating margin 4 to 7
points without a single price increase. The right question is not "what do | charge?" but "how much of every dol-
lar sold stays after variable cost?". That number decides whether you have viable unit economics or just volume.
Fixed costs —base payroll, rent, utilities, insurance— do NOT load onto the plate; they hit the break-even point,
and mixing them into unit costing inflates prices without fixing anything structural. Food cost per dish is con-
trolled in the recipe and the purchase; rent is covered with cover volume above break-even, not by artificially
spreading it across 30 dishes. I've seen menus where the owner "prorated” rent into each dish's cost and ended
up 15% above market, losing traffic without covering one extra dollar of fixed cost. Masterestaurant separates
the two buckets: variable cost per dish to set price and protect contribution; total fixed costs to calculate how
many covers you need monthly to avoid losses.

5. Fixed costs don't load onto the plate: they hit break-even

When prime cost passes 60% and rent tops 10% of sales, the problem is structural, not a sticker on the menu.
Prime cost —food cost plus total labor cost— is the thermometer the board must read every week, and above
65% of sales almost no full-service restaurant leaves healthy EBITDA. A typical operating target is 28-32% food
cost and 28-32% labor, with prime cost aiming for 60% or less; every point that slips above 65% eats the resuli
directly. In the units Masterestaurant stabilized, cutting prime cost from 68% to 61% recovered 7 points of oper-
ating margin —on 80,000 USD of monthly sales that's 5,600 USD that didn't exist before— without touching a
single price. Diego F. Parra says it plainly: measure it weekly, not monthly, because by the time you see it at
month-end you've already lost four weeks of leaks.

6. Prime cost: the one number the board must watch weekly

The menu price is a quarterly decision; prime cost is a daily watch. The sequence that separates profitable
restaurants from those that only bill is clear: order the cost structure first, and only then, if the market allows, ad-
just price. Closing the gap between theoretical and actual cost, redesigning the mix by contribution margin, and
pushing prime cost below 62% usually recovers 5 to 8 points of EBITDA before touching the menu. Only on that
healthy base does a 3-5% increase —below the threshold that triggers elasticity— pour into a leak-free bucket
and stay whole. The reverse doesn't work: raising prices over a broken structure finances inefficiency with the
customer's money and scares off covers. This brief is the board conference in text: margin is built in the kitchen
and at the register, not on the menu. Start by measuring your prime cost this week; price comes after.

7. The difference a CEO would underline

Menu price is a revenue lever; cost structure is an EBITDA lever. Confusing them is the sector's most expensive
decision-architecture mistake. An 8% price increase with -1.2 elasticity erases the gain via fewer covers; re-
ordering costs has no demand-side counterpart. Per-dish food cost is controlled in the recipe and purchasing;
fixed expenses (payroll, rent, utilities) do NOT load onto the dish —they belong to break-even. Mixing them in-
flates prices without fixing anything.

POINT BY POINT
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Price vs costs: side-by-side analysis

NATURE OF THE LEVER

A - RAISE MENU PRICES Price: revenue B - MASTERESTAURANT Costs: EBITDA

lever, subject to demand elasticity lever, no traffic counterpart

Verdict: Costs win: reordering structure risks no covers

DURABILITY OF THE RESULT

A - RAISE MENU PRICES +1-2 margin pts B - MASTERESTAURANT +4-7 EBITDA pts

that revert in a quarter sustained 12 months

Verdict: Costs win: structural ordering doesn't erode

OPERATIONAL RISK

A - RAISE MENU PRICES High: -1.2 B - MASTERESTAURANT Low: closes the

elasticity can erase the increase leak without exposing demand

Verdict: Costs win on risk mitigation

EFFECT ON CASH FLOW

A - RAISE MENU PRICES Apparent B - MASTERESTAURANT +11% real cash

accounting gain, capital leak persists freed from the theoretical vs actual gap

Verdict: Costs win: real cash, not window dressing
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WHEN TO USE EACH

A - RAISE MENU PRICES Price: only with

healthy prime cost and menu engineering

done

Verdict: Correct sequence: costs first, surgical price after

SIDE-BY-SIDE COMPARISON

The myth: raising prices fixes margin TILL REACTION

X

X

Assumes the problem is revenue, not structure

Ignores elasticity: traffic falls and offsets the increase

Leaves the theoretical vs actual cost gap untouched

Fails to separate profitable dishes from margin-bleeders

One quarter of accounting relief; the capital leak returns

The reality: cost structure rules MASTERESTAURANT

v

v

Reads prime cost as the KPI that decides viability

Closes the theoretical vs actual cost gap with real counting

Applies menu engineering: raises price where margin absorbs it

Separates fixed OpEx from the dish's variable cost (food cost <32%)

Rebuilds the break-even point before touching the menu

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

RAISE MENU PRICES

Prime cost (food + labor) X Stays at 68-72% of sales

EBITDA over sales X +1to 2 pts, then reverts

Traffic / covers X -8% to -15% from elasticity

Theoretical vs actual cost X Gap ignored (7-12 pts)

Contribution margin per dish X Unknown; raised across the
board

90-day cash flow X Apparent gain, leak persists

Monthly break-even point X Unchanged; rises with

inflation

THE NUMBERS THAT MATTER

The numbers that define the decision

68 %

of audited profitability crises were
about cost structure, not price

60 %

prime-cost-over-sales threshold
below which EBITDA turns healthy

32 %

maximum per-dish food cost before
contribution margin collapses

average gap between theoretical and
actual cost from missing inventory counts

15 %

typical traffic drop when raising prices
across the board without menu engineering
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REORDER OPERATING COSTS (MR
METHOD)

v"  Drops to 58-62% in 2 quarters

v +4to 7 pts sustained 12 months

v Flat or +3% (value perception intact)
v"  Gap closed to <3 pts via counting

v Ranked; raised where it doesn't hurt

v +11% freed with no new sales

v Drops 6-9% (less fixed OpEx diluted)
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“ %

of cash flow freed by reordering
costs, without a single new sale

VISUALIZATION

The numbers, visualized

of audited profitability crises were about cost structure, not price

prime-cost-over-sales threshold below which EBITDA turns healthy

maximum per-dish food cost before contribution margin collapses

average gap between theoretical and actual cost from missing inventory counts

typical traffic drop when raising prices across the board without menu engineering

of cash flow freed by reordering costs, without a single new sale

Sources: Masterestaurant internal data - National Restaurant Association 2026 - Deloitte Restaurant Insights 2026

Chart by masterestaurant.com

REAL CASE

“We raised the menu 12% on an accountant's advice and lost covers three months straight. When
Masterestaurant made us count real inventory, the gap with theoretical was 11 points: we had a capital leak
in the kitchen, not a price problem. Closing that gap and applying menu engineering, we recovered 6
EBITDA points and rolled two dishes back to their original price.”

— Operations director, 3-unit casual dining group, LATAM

HOW TO APPLY IT IN YOUR RESTAURANT
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How to decide price vs cost (decision architecture)

@ Measure real prime cost, not theoretical
Add food cost + labor cost over sales for the last 90 days with a physical inventory count. If it
exceeds 60%, the problem is NOT price: it's structure. This figure is your operational due-
diligence starting point before touching the menu.

@ Close the theoretical vs actual cost gap
Compare what the recipe says each dish costs against what real inventory reveals. The average
gap is 9 points: waste, theft, uncontrolled portions. Closing it frees margin without raising a
single price.

@ Apply menu engineering before raising across the board
Rank each dish by contribution margin and popularity. Raise price only on high-margin stars that
demand absorbs; redesign or retire the bleeders. A surgical increase yields more than an
across-the-board one with far less damage to traffic.

@ Rebuild break-even and protect EBITDA
With fixed OpEx separated from variable cost, recompute how many covers you need to avoid a
loss. That figure —not the menu price— governs scalability and cash flow. Review it every
quarter as a corporate-governance KPI.

FAQ

Boardroom questions

So | should never raise prices?

You should, but after reading the cost structure, not before. Raising prices with an overflowing prime cost and no
menu engineering only covers the leak for a quarter. First order costs; then raise surgically where the
contribution margin absorbs it.

How do | know if my problem is cost or price?

Measure prime cost over sales. If it exceeds 60%, the problem is structural: reordering costs yields 4-7 EBITDA
points. If it's healthy and you still don't earn, then the lever is price and per-dish menu engineering, not an
across-the-board increase.
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Do fixed expenses like rent add to the dish price?

No. The dish's food cost is controlled in recipe and purchasing (maximum 32%). Payroll, rent and utilities belong
to break-even, not the dish's variable cost. Mixing them inflates prices without fixing the structure and muddles
the decision architecture.

What ROI should | expect from reordering costs before prices?

Across 8,400+ units, closing the theoretical vs actual cost gap and applying menu engineering recovered 4-
7 sustained EBITDA points and freed ~11% of cash flow in 90 days, with no new sale and no traffic loss
from elasticity.

DATA & SOURCES

Sector data 2026 (official sources)

Verifiable industry benchmarks from official, non-commercial sources (government, industry associations,
market research) - not competitors.

Metric Benchmark 2026 Source

Food cost 6ptimo del

¢ 28-35% (promedio full-service 32.4%) National Restaurant Association
sector
Costo laboral 25-35% de los ingresos U.S. Bureau of Labor Statistics
Ventas del sector proyeccion =US$1,55 billones en 2026 pese a presion National Restaurant Association
(EE.UU.) de costos — SOI 2026
Prime cost .

55-65% de las ventas Nation's Restaurant News
recomendado
Margen neto tipico 3-9% (full-service 3-5%) Statista
Flujo de caja en la mala gestion de caja se asocia a ~82% de los .

. - . Inc. (estudio U.S. Bank)

pymes cierres de pequefios negocios

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