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Food cost: the mistake that drains your
EBITDA vs the right cost engineering

By Diego F. Parra · Updated 2026-07-09 · Costing & Finance

Q U I C K  V E R D I C T

Verdict: food cost is not a percentage you check at month-end; it is a decision architecture
designed dish by dish. The mistake that drains EBITDA is managing actual cost without
first calculating theoretical cost: the gap between them —food cost variance— is the
invisible capital leak. With cost engineering and standard recipes keeping food cost below
32%, contribution margin rises and break-even falls. The right answer: cost every dish
before pricing it, measure variance weekly, and keep prime cost under 60%.
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This brief is for the owner or director watching profit evaporate without knowing where. Food cost is the first
place to look, yet almost no one looks correctly: they compare the month's percentage against a generic
ideal and ignore the only number that matters —the variance between what a dish SHOULD cost and what it
actually cost.
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According to the National Restaurant Association (2024), 90% of full-service operators raised prices in 2024 and
60% cut menu items, a sign that cost pressure is structural, not temporary. Without cost engineering, raising
prices only buys time: the leak stays open.

S I D E - B Y- S I D E  C O M PA R I S O N

Side-by-side comparison

WITHOUT COST

ENGINEERING (REACTIVE)

WITH COST ENGINEERING

(MASTERESTAURANT METHOD)

Food cost per dish ✕ 35%–40%, measured at
month-end on the total

✓ ≤32% per dish, with standard recipe and
prior theoretical cost

Food cost variance (theoretical
vs actual)

✕ Not measured; the leak is
invisible

✓ ≤2 pts, measured weekly by station

Prime cost (food + labor) ✕ >65% of sales (labor >25%
of spend, Toast 2024)

✓ <60% of sales, protected with menu
engineering

Inventory waste ✕ 4%–10% of purchases (The
Restaurant HQ 2025)

✓ <3% with costed waste and recipe-based
buying

Menu contribution margin ✕ Unknown dish by dish ✓ Calculated and optimized via menu
engineering

Response to input inflation ✕ Raise price on everything
(90% did, NRA 2024)

✓ Reformulate recipe and reprice
selectively by margin

Business sale multiple ✕ 1.5x–3x SDE, penalized by
erratic EBITDA

✓ 2.80x–3.65x EBITDA, with clean unit
economics

1. Why month-end food cost is useless for deciding
Month-end food cost is useless for deciding because it arrives too late: by the time you see the percentage, the
leak has already run through 30 services. Diego F. Parra, of Masterestaurant, says it plainly: managing actual
cost without first calculating theoretical cost is running the business through the rearview mirror. A closing ac‐
counting number tells you how much you lost, not where or why. And the pressure isn't easing: according to the
National Restaurant Association (2024), 90% of full-service operators raised prices in 2024 and 60% pulled
items from the menu. Those two figures scream the same thing: raising the menu is no longer enough. Margin is
defended inside, dish by dish, in the standard recipe and measured variance —not in a global number that
only confirms the damage once there's nothing left to do about it. The only figure that matters is the variance
between theoretical and actual cost, because that's where the capital that walks out the back door every
service lives.

2. Theoretical cost vs. actual cost: the only figure that matters
Theoretical cost is what the dish SHOULD cost per its standard recipe; actual cost is what it really cost, with
waste, over-portioning and theft included. Watching only the global percentage hides that gap. A cash example:
if your theoretical says 28% and your actual reads 34%, those 6 points on $80,000 in monthly sales are $4,800

www.masterestaurant.com · Executive Brief - Food cost: the mistake that drains your EBITDA vs the right cost engineering Page 2 of 10



evaporated —without the menu looking wrong. And the structural leak is real: according to The Restaurant HQ
(2025), the average restaurant wastes between 4% and 10% of the food inventory it buys. Without measuring
variance dish by dish, that waste stays invisible on the P&L until it has already eaten your quarterly profit.
Raising prices without costing is betting the guest absorbs your inefficiency, and that bet no longer pays off.
According to the National Restaurant Association (2024), 90% of full-service operators raised prices that year;
the menu lever is spent because everyone pulled it at once.

3. Raising prices without costing is betting the guest pays for your inefficiency
When the entire market goes up, your increase stops being an edge and becomes plain defense. The peak
proves it: U.S. restaurant price inflation hit 8.8% in March 2023, the highest in more than two decades (National
Restaurant Association). Diego F. Parra sees it again and again: the owner adds $2 to the signature dish and
thinks it's solved, while the leak stays open in the kitchen. Price buys weeks; cost engineering closes the hole.
One gives you time, the other gives back the margin. Volatile inputs force you to cost dish by dish because a
general average hides which recipe is bleeding you. When a raw material jumps in price, only the dishes using it
lose margin —and without a standard recipe you don't know which ones. The 2024-2026 numbers are brutal:
farm-level egg prices rose 43.1% in 2024 (USDA Economic Research Service), and retail ground beef reached
$5.63 per pound by mid-2026, up from $4.56 in 2025 (USDA).

4. Volatile inputs force costing by recipe, not by average
If your theoretical cost is built by recipe, that jump translates immediately into which dishes to re-cost, re-price or
retire. If you only watch global food cost, the hit dilutes into the average and you don't react until closing. Cost
architecture isn't bureaucracy: it's the early-warning system that turns an input spike into a decision, not an ac‐
counting surprise. Waste is food cost you already bought, cooked and threw in the trash without billing it, and in
most kitchens no one measures it. According to ReFED (2024), foodservice generated 17.9% of all U.S. food
surplus in 2024, and full-service restaurants accounted for more than 43% of that sector surplus. Translated to
your cash: every pound that hits the bin is money already out of the bank. That's why the variance between the‐
oretical and actual almost always hides uncontrolled shrink. Diego F.

5. Waste is food cost you already paid for and threw away
Parra insists on one simple point: if you buy for a 28% theoretical but your real inventory says you lost 8% of the
product, your effective food cost isn't 28%, it's 30% or more. Measuring shrink by station —not by gut feel— is
what separates a kitchen that earns from one that just bills and prays. Profitable operators don't win by luck or
by charging more, but by controlling every point of cost variance, and the data proves it. According to the
National Restaurant Association (Operations Data Abstract 2025, 2024 data), profitable full-service operators' la‐
bor ran 34.2% of sales versus 36.5% for the average: 2.3 points that separate earning from surviving. And the
pressure is relentless: 98% of operators said their labor costs rose in 2024 (National Restaurant Association),
while labor already weighs more than 25% of total spending, up from 23% in 2021 (Toast, 2024).

6. Profitable operators aren't lucky, they control variance
With labor surging, food cost is the front where you still hold your own room to maneuver. Diego F. Parra frames
it this way: you can't control the price of eggs, but you can control your variance. The operator who measures,
decides; the one who averages, prays. Mismanaged food cost doesn't just cost you today: it discounts the price
the day you sell the restaurant, because multiples are calculated on profit. According to Sofer Advisors, a restau‐
rant sells for 2.80x to 3.65x EBITDA, and a single-location independent runs around 1.5x to 3x SDE (seller's dis‐
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cretionary earnings). Do the math: those 6 points of unclosed variance worth $4,800 a month are $57,600 a year
in EBITDA, and at a 3x multiple that's $172,800 less in sale price. The market benchmark has already risen —
the median small-restaurant price in the U.S.

7. Mismanaged food cost is discounted from your sale price
was $773,000 in 2025, up 24% vs. 2021 (BizBuySell)— but you only capture that value if your profit is real.
Diego F. Parra sums it up in one action: cost every dish against its standard recipe, measure variance weekly
and close it. That habit doesn't defend a monthly percentage; it builds the equity you sell. The reactive approach
treats food cost as a closing accounting figure; cost engineering treats it as a design decision made before each
dish. That is the whole difference between watching the leak and closing it. Raising prices without costing bets
on the guest absorbing your inefficiency. With 90% of operators already raising prices (National Restaurant
Association, 2024), that lever is spent: margin is now defended inside, in the recipe and the variance, not out‐
side on the menu. Theoretical vs actual cost is the thermometer that separates a restaurant that makes money
from one that only books revenue. Unmeasured variance is capital walking out the back door every service.

P O I N T  B Y  P O I N T

Reactive vs. cost engineering: point-by-point analysis

TIMING OF CONTROL

A ·  W I T H O U T  C O S T  E N G I N E E R I N G
( R E A C T I V E )

At month-end, on the aggregate, when it
can no longer be fixed.

B  ·  M A S T E R E S TA U R A N T Before pricing,

dish by dish, with theoretical cost.

Verdict: Preventive control closes the leak; reactive only accounts for it.

RESPONSE TO INPUT INFLATION

A ·  W I T H O U T  C O S T  E N G I N E E R I N G
( R E A C T I V E )

Raise price across the whole menu (90%
did, NRA 2024).

B  ·  M A S T E R E S TA U R A N T Reformulate

recipes and reprice selectively by margin.

Verdict: Selective repricing protects ticket and margin without hurting demand.
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METRIC BEING WATCHED

A ·  W I T H O U T  C O S T  E N G I N E E R I N G
( R E A C T I V E )

The month's total food cost percentage.

B  ·  M A S T E R E S TA U R A N T Weekly food cost

variance and prime cost.

Verdict: Variance and prime cost predict profit; the total % does not.

EFFECT ON BUSINESS VALUE

A ·  W I T H O U T  C O S T  E N G I N E E R I N G
( R E A C T I V E )

Erratic EBITDA that penalizes the sale
multiple.

B  ·  M A S T E R E S TA U R A N T Clean unit

economics sustaining 2.80x–3.65x
EBITDA.

Verdict: Engineered costs are the asset a buyer actually values.

S I D E - B Y- S I D E  C O M PA R I S O N

The reactive approach that drains EBITDA C O S T LY

Reviews food cost only at month-end, on the aggregate.✕

Never calculates theoretical cost per dish: nothing to compare against.✕

Raises prices across the whole menu when input inflation bites.✕

Never costs waste nor buys against a standard recipe.✕

Ignores prime cost; labor and food are watched separately.✕
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Masterestaurant cost engineering M A S T E R E S TA U R A N T

Costs every dish BEFORE pricing it, with a standard recipe.✓

Measures food cost variance weekly by station, not the monthly total.✓

Reprices selectively by contribution margin, not in bulk.✓

Keeps prime cost below 60% of sales.✓

Applies menu engineering: promotes what earns, fixes what bleeds.✓

S I D E - B Y- S I D E  C O M PA R I S O N

Side-by-side comparison

WITHOUT COST

ENGINEERING (REACTIVE)

WITH COST ENGINEERING

(MASTERESTAURANT METHOD)

Food cost per dish ✕ 35%–40%, measured at
month-end on the total

✓ ≤32% per dish, with standard recipe and
prior theoretical cost

Food cost variance (theoretical
vs actual)

✕ Not measured; the leak is
invisible

✓ ≤2 pts, measured weekly by station

Prime cost (food + labor) ✕ >65% of sales (labor >25%
of spend, Toast 2024)

✓ <60% of sales, protected with menu
engineering

Inventory waste ✕ 4%–10% of purchases (The
Restaurant HQ 2025)

✓ <3% with costed waste and recipe-based
buying

Menu contribution margin ✕ Unknown dish by dish ✓ Calculated and optimized via menu
engineering

Response to input inflation ✕ Raise price on everything
(90% did, NRA 2024)

✓ Reformulate recipe and reprice
selectively by margin

Business sale multiple ✕ 1.5x–3x SDE, penalized by
erratic EBITDA

✓ 2.80x–3.65x EBITDA, with clean unit
economics

T H E  N U M B E R S  T H AT  M AT T E R
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The numbers a CEO should underline

V ISUAL I ZAT ION

The numbers, visualized

90%
of full-service operators raised prices
in 2024 (and 60% cut menu items)

25%
labor is more than this share of restaurant

spend in 2024 (up from 23% in 2021)

10%
of food inventory the average restaurant
wastes (4%–10% of purchases)

43%
farm-level egg prices rose in the U.S. in 2024

3.65 x
top EBITDA multiple when selling a restaurant
(2.80x–3.65x); erratic EBITDA penalizes it

8.8%
peak U.S. restaurant price inflation
(March 2023, highest in two decades)
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of full-service operators raised prices in 2024 (and 60% cut menu items)

90%

labor is more than this share of restaurant spend in 2024 (up from 23% in 2021)

25%

of food inventory the average restaurant wastes (4%–10% of purchases)

10%

farm-level egg prices rose in the U.S. in 2024

43%

top EBITDA multiple when selling a restaurant (2.80x–3.65x); erratic EBITDA penalizes it

3.65x

peak U.S. restaurant price inflation (March 2023, highest in two decades)

8.8%

Sources: National Restaurant Association 2024 · Toast / Restaurant Dive 2024 · The Restaurant HQ 2025 · USDA
Economic Research Service 2024 · Sofer Advisors — Restaurant Valuation Guide

Chart by masterestaurant.com

R E A L  C A S E

“A 70-seat bistro came in with a food cost 'of 34%' per its accountant. Costing dish by dish with a standard
recipe, the theoretical cost was 29%: five points of variance were leaking through uncosted waste and
unportioned plates. We didn't raise a single price. We closed the variance to 2 points in nine weeks and the
menu's contribution margin rose enough to lower break-even by 180 covers a month. The profit wasn't on
the menu; it was in the gap no one measured.”

— Diego F. Parra, Masterestaurant — cost and profitability consulting

H O W  T O  A P P LY  I T  I N  Y O U R  R E S TA U R A N T

Strategic roadmap: from leak to control in 3 phases

1 Phase 1 — Variance diagnosis (weeks 1–3)
Deliverable: theoretical cost per dish with standard recipes and current food cost variance by
station. Success metric: map 100% of the menu and quantify the theoretical-actual gap in
points. This is where the invisible leak surfaces; per The Restaurant HQ (2025), typical waste is
4%–10% of purchases, almost all hidden in that variance.
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2 Phase 2 — Menu engineering and repricing (weeks 4–8)
Deliverable: menu re-costed by contribution margin, with reformulation of bleeding recipes and
selective repricing. Success metric: food cost per dish ≤32% and prime cost <60% of sales.
Instead of raising everything —like 90% of the sector did (National Restaurant Association,
2024)— you adjust dish by dish to protect EBITDA.

3 Phase 3 — Cost governance (weeks 9–12)
Deliverable: a weekly variance-measurement routine and recipe-based purchasing, installed in
the team. Success metric: sustained variance ≤2 points and waste <3%. The goal is clean unit
economics that withstand operational due diligence and improve the sale multiple (2.80x–3.65x
EBITDA, Sofer Advisors).

FA Q

Questions a decision-maker asks

What is the correct food cost for a restaurant?

Food cost per dish should not exceed 32%; that's the ceiling, not the target. What truly decides profitability is the
variance between theoretical cost (with a standard recipe) and actual cost. A menu at 30% with 6 points of
variance loses more than one at 32% with 1 point.

What does it cost to NOT manage food cost well?

It costs EBITDA and the sale value of the business. With waste of 4%–10% of purchases (The Restaurant HQ,
2025) uncosted and prime cost above 65%, the annual leak equals several margin points. It also penalizes the
sale multiple, which ranges from 2.80x to 3.65x EBITDA (Sofer Advisors) depending on how clean the unit
economics are.

Why doesn't raising prices solve the cost problem?

Because the lever is already spent: 90% of full-service operators raised prices in 2024 (National Restaurant
Association) and guests feel it. Raising price without costing passes your inefficiency to the diner; margin is
defended inside, in the recipe and the variance, not on the menu.

What is prime cost and why does it matter more than food cost alone?

Prime cost is food cost plus labor, and it should stay below 60% of sales. With labor already above 25% of
spend (Toast, 2024), watching only food is half the picture. The Masterestaurant method protects both together
because together they define break-even.

D ATA  &  S O U R C E S
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Sector data 2026 (official sources)

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

Metric Benchmark 2026 Source

Tasa de intercambio combinada promedio de Visa
y Mastercard en EE. UU. (2025)

2.36%
The Motley Fool — Average Credit
Card Processing Fees 2025

Tarifa efectiva promedio de procesamiento de
tarjetas en persona (EE. UU.)

≈1.79% + $0.08 por
transacción

The Motley Fool — Average Credit
Card Processing Fees 2026

Comisiones de procesamiento de tarjetas
pagadas por comercios de EE. UU. (2025)

$198.25 mil millones
(récord)

The Motley Fool — Average Credit
Card Processing Fees 2025

Índice de precios al productor (demanda final) en
EE. UU. (2025)

+3.0% (tras +3.5% en
2024)

U.S. BLS — Producer Price Index
2025 M12

Índice de precios al productor de servicios en EE.
UU. (2025)

+3.2% (bienes +2.5%)
U.S. BLS — Producer Price Index
2025 M12

Precio minorista de carne molida de res (80-90%)
en EE. UU. (mediados de 2026)

$5.63 por libra (vs.
$4.56 en 2025)

USDA — Datos de precios de carne
2026
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