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Prime Cost 55%: the threshold
that separates elite operators

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

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

The verdict is a line, not an opinion: if your prime cost (food cost + labor) sits above 55%
of sales for any sustained period, you don't have a pricing problem, you have a decision-
architecture problem. Profitable full-service operators ran labor at 34.2% of sales versus
36.5% for the average in 2024 (National Restaurant Association, 2025); those 2.3 points are
the gap between healthy EBITDA and capital leakage. The 55% mark is not a motivational
target: it is the ceiling below which contribution margin covers rent, utilities, CapEx and
still leaves owner profit. Above it, every profitable month depends on nothing going
wrong. This brief hands you the threshold, the KPIs with sector baselines, and the
roadmap to get below it in three phases.
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A restaurant doesn't fail on one bad night: it fails from ungoverned operational variability. Prime cost is the
thermometer that compresses that variability into a single number an owner can read every Monday. When labor
crossed 25% of the sector's total costs in 2024, up from 23% in 2021 (Toast / Restaurant Dive, 2024), many
operators found their economic model no longer closed at 2021 prices.

The mistake I see over and over: owners chasing food cost as if it were the only lever, ignoring that half of prime
cost is labor. In 2024, 98% of operators reported higher labor costs (National Restaurant Association) and 90%
raised prices while 60% cut menu items (National Restaurant Association, 2024). Prime cost forces you to watch
both hands of the clock at once: the pantry and the payroll.

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

Side-by-side comparison

ELITE OPERATOR (PRIME COST

< 55%)

AVERAGE OPERATOR (PRIME

COST > 60%)

Labor / sales (full service) ✕ 34.2% (profitable, NRA 2025) ✓ 36.5% (average, NRA 2025)

Food cost per plate ✕ ≤ 32% (MR ceiling, not a target) ✓ 35%–40% with no theoretical control

Labor share of total costs ✕ Held below 25% (Toast 2024) ✓ >25% and rising (Toast 2024)

Theoretical vs actual cost ✕ Gap < 2 pts (measured weekly) ✓ Gap 6–10 pts (unmeasured)

Purchased inventory waste ✕ Near 4% (low end of range) ✓ Up to 10% (The Restaurant HQ,
2025)

Reaction to input shocks ✕ Menu engineering in < 14 days ✓ Linear, reactive price hikes

Business sale multiple ✕ Near 3x SDE (Sofer Advisors) ✓ Near 1.5x SDE (Sofer Advisors)

1. What is prime cost and why is 55% the line?
Prime cost is food cost plus labor, and 55% of sales is the threshold that separates elite operators from
the rest. Below it, there is enough contribution margin to cover rent, utilities and CapEx and still leave
profit for the owner;

above it, the break-even point spikes and every month depends on nothing going wrong. This is not opinion, it is
arithmetic: a restaurant does not fail because of one bad night, it fails because of ungoverned operational vari‐
ability. Prime cost is the thermometer that condenses that variability into a single number an owner can read
every Monday. In 2024, when labor crossed 25% of total industry expenses, up from 23% in 2021 (Toast /
Restaurant Dive, 2024), many operators discovered their economics no longer worked at 2021 prices. That is
the signal prime cost captures before the income statement does. The gap between a profitable operator and
the average is two or three points of prime cost, not a dramatic turnaround.
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2. The elite is decided by two or three points, not grand gestures
In full service, profitable operators ran labor at 34.2% of sales versus 36.5% for the average in 2024, according
to the National Restaurant Association (Restaurant Operations Data Abstract 2025). Those 2.3 points look small;
on a location billing one million dollars a year, that is 23,000 dollars that go straight to the owner's cash instead
of the payroll. The mistake I see again and again across dozens of restaurants: owners chasing food cost as if it
were the only lever, ignoring that half of prime cost is labor. Governing prime cost is not about heroic cuts once a
year; it is about tightening three small screws every week and never letting them loosen. Food cost is barely
half the equation; chasing it alone is optimizing half the machine. Prime cost forces you to watch both hands
of the clock at once, the pantry and the payroll, because labor crossed 25% of industry expenses in 2024
(Toast, 2024).

3. Chasing food cost alone is optimizing half the machine
Input prices confirm it: farm-level eggs rose 43.1% in 2024 (USDA Economic Research Service) and 80-90%
ground beef went from 4.56 dollars per pound in 2025 to 5.63 dollars by mid-2026 (USDA). Even so, the aver‐
age restaurant throws away between 4% and 10% of what it buys (The Restaurant HQ, 2025). If you only watch
food cost while labor leaks out below, you put out one fire and leave the other burning. The owner who governs
both costs at once is the one who survives the price cycle. In 2024, 90% of full-service operators raised prices
and 60% removed dishes from the menu, according to the National Restaurant Association. It was not a trend:
98% reported their labor costs rose that year (NRA), and restaurant menu-price inflation peaked at 8.8% in
March 2023, the highest in more than two decades (NRA, Menu Prices).

4. Why 90% raised prices and 60% cut the menu
Raising prices and pruning the menu are the two levers that attack prime cost from above and below: price pro‐
tects the food cost percentage, a shorter menu lowers waste and simplifies production, which relieves kitchen la‐
bor. Whoever only raised prices without touching the menu stopped halfway. The cash-register lesson is clear:
prime cost is not defended with a single play, it is defended by attacking both halves at once. A prime cost of
60% instead of 55% eats five points of sales, and on a location billing one million dollars that is 50,000 dollars
less margin a year. With those five points you could cover several months of rent or the CapEx of a remodel.
Diego F. Parra, of Masterestaurant, sums it up this way within the method's framework: above 55%, the break-
even point spikes and the business becomes dependent on nothing failing, not one inventory leak, not one slow
night, not one staff absence.

5. The cash case: 55% versus 60% in a million-dollar location
With labor at 34.2% for the profitable ones versus 36.5% for the average (NRA, 2025), the game is decided in
cents per cover, not grand gestures. The Monday discipline of prime cost is what turns a fragile margin into one
that withstands the next cost shock. A governed prime cost does not only protect monthly profit: it raises the mul‐
tiple at which the business sells. A single-location independent restaurant sells for between 1.5x and 3x its SDE,
the owner's seller's discretionary earnings, according to Sofer Advisors (Restaurant Valuation Guide). A buyer
pays more for a predictable margin than for one that depends on the luck of the month. The numbers confirm it:
the median sale price of a small restaurant in the U.S. reached 773,000 dollars in 2025, up 24% from 2021 (Biz‐
BuySell). Every point of prime cost you govern gets capitalized at the multiple: dropping from 60% to 55% not
only adds 50,000 dollars of profit, it also pushes your business from the low end of the range toward 3x.
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6. A governed prime cost raises the business's sale multiple
The 55% threshold is, beyond an operating thermometer, a thesis of equity value. Prime cost is read every
Monday with two numbers, and you act on whichever is out of line. Add the week's real food cost and real labor,
divide them by sales: if the result exceeds 55% two weeks in a row, you have a decision-architecture problem,
not bad luck. Industry average labor has already moved to 36.5% of sales (NRA, 2025) and the labor share of
expenses crossed 25% (Toast, 2024), so the margin for error narrowed. On the pantry side, remember that typi‐
cal waste runs from 4% to 10% of what is bought (The Restaurant HQ, 2025): there are hidden points there.
Diego F. Parra insists that the only valid action is to close the loop: measure on Monday, adjust purchasing or
shifts on Tuesday, measure again the following Monday. A number that does not trigger a concrete action is
worth nothing.

7. Why 55% is the threshold, not a round number
55% leaves enough contribution margin to cover rent, utilities and CapEx and still leave owner profit; above it,
break-even spikes and every month depends on nothing failing. With labor at 34.2% for profitable operators vs
36.5% average (NRA 2025), the elite difference is fought over 2–3 points of prime cost, not grand gestures.
Food cost is only half the equation: chasing it alone while labor crossed 25% of total costs (Toast 2024) is opti‐
mizing half the machine. A governed prime cost lifts the business sale multiple: from ~1.5x to ~3x SDE per Sofer
Advisors' range; the threshold is also an equity-value thesis.

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

Elite vs average: how the threshold plays out in practice

LEVER THEY PRIORITIZE

A ·  E L I T E  O P E R ATO R  ( P R I M E  C O S T  <  5 5 % )

Full prime cost: food cost and labor as one
system

B  ·  M A S T E R E S TA U R A N T Food cost in

isolation, labor out of focus

Verdict: The elite operator wins by governing the whole machine; the average one optimizes half
and 36.5% labor (NRA 2025) takes the margin.
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MEASUREMENT FREQUENCY

A ·  E L I T E  O P E R ATO R  ( P R I M E  C O S T  <  5 5 % )

Weekly prime cost with theoretical-actual
gap below 2 points

B  ·  M A S T E R E S TA U R A N T Quarterly review,

once the bank has already tightened

Verdict: Measuring every Monday turns operational variability into decisions; measuring every
quarter turns it into surprises.

REACTION TO INPUT SHOCKS

A ·  E L I T E  O P E R ATO R  ( P R I M E  C O S T  <  5 5 % )

Menu engineering by contribution margin
in < 14 days

B  ·  M A S T E R E S TA U R A N T Linear, reactive

price hikes

Verdict: 90% of the sector raised prices in 2024 (NRA); the elite operator redesigned the menu
and protected margin without punishing the guest.

IMPACT ON EQUITY VALUE

A ·  E L I T E  O P E R ATO R  ( P R I M E  C O S T  <  5 5 % )

Governed prime cost lifts the multiple
toward 3x SDE

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

prime cost anchors the business at 1.5x
SDE

Verdict: The threshold isn't just monthly profit: it's the value thesis you sell the business on (Sofer
Advisors).

S I D E - B Y- S I D E  C O M PA R I S O N
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What the elite operator does G O V E R N E D  P R I M E  C O S T

What the average operator does M A S T E R E S TA U R A N T

Measures prime cost weekly, not quarterly✕

Closes the theoretical-to-actual cost gap below 2 points✕

Treats labor as an engineering lever, not a fixed cost✕

Applies menu engineering before raising prices✕

Protects contribution margin plate by plate✕

Reviews the numbers only when the bank tightens✓

Chases food cost and ignores payroll✓

Raises prices linearly and reactively on every shock✓

Doesn't know its theoretical cost by standardized recipe✓

Accepts waste as inevitable instead of measuring it✓

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

Side-by-side comparison

ELITE OPERATOR (PRIME COST

< 55%)

AVERAGE OPERATOR (PRIME

COST > 60%)

Labor / sales (full service) ✕ 34.2% (profitable, NRA 2025) ✓ 36.5% (average, NRA 2025)

Food cost per plate ✕ ≤ 32% (MR ceiling, not a target) ✓ 35%–40% with no theoretical control

Labor share of total costs ✕ Held below 25% (Toast 2024) ✓ >25% and rising (Toast 2024)

Theoretical vs actual cost ✕ Gap < 2 pts (measured weekly) ✓ Gap 6–10 pts (unmeasured)

Purchased inventory waste ✕ Near 4% (low end of range) ✓ Up to 10% (The Restaurant HQ,
2025)

Reaction to input shocks ✕ Menu engineering in < 14 days ✓ Linear, reactive price hikes
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ELITE OPERATOR (PRIME COST

< 55%)

AVERAGE OPERATOR (PRIME

COST > 60%)

Business sale multiple ✕ Near 3x SDE (Sofer Advisors) ✓ Near 1.5x SDE (Sofer Advisors)

T H E  N U M B E R S  T H AT  M AT T E R

The numbers that define the threshold (2024–2026)

V ISUAL I ZAT ION

The numbers, visualized

34.2%
Labor/sales for profitable operators
(vs 36.5% average), full service 2024

25%
Labor as a share of restaurant costs
in 2024 (up from 23% in 2021)

98%
Operators reporting higher labor costs in 2024

90%
Full-service operators who raised
prices in 2024; 60% cut menu items

10%
Upper bound of purchased inventory a
typical restaurant wastes (range 4%–10%)

3 x
Top sale multiple (SDE) for a single-
location independent (range 1.5x–3x)
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Labor/sales for profitable operators (vs 36.5% average), full service 2024

34.2%

Labor as a share of restaurant costs in 2024 (up from 23% in 2021)

25%

Operators reporting higher labor costs in 2024

98%

Full-service operators who raised prices in 2024; 60% cut menu items

90%

Upper bound of purchased inventory a typical restaurant wastes (range 4%–10%)

10%

Top sale multiple (SDE) for a single-location independent (range 1.5x–3x)

3x

Sources: National Restaurant Association 2025 · Toast / Restaurant Dive 2024 · National Restaurant Association
2024 · The Restaurant HQ 2025 · Sofer Advisors

Chart by masterestaurant.com

R E A L  C A S E

“I had food cost at 31% and thought I was fine. When we put prime cost on the table, it was at 63%: labor
had eaten my margin without me seeing it. In four months of menu engineering and payroll adjustment we
brought it to 54% and EBITDA went from red to double digits. The number that saved me wasn't food cost,
it was prime cost.”

— Owner of a full-service restaurant, 120 covers, guided by the Masterestaurant method

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: three phases to get below 55%

1 Phase 1 — Diagnosis and baseline (weeks 1–2)
Deliverable: your real weekly prime cost, split into food cost and labor, against the sector
baseline (34.2% labor for profitable operators, NRA 2025). Success metric: theoretical-to-actual
cost gap measured for the first time and quantified in points. Without this number there is no
governance; with it, every later decision has an anchor.
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2 Phase 2 — Menu and payroll engineering (weeks 3–8)
Deliverable: menu re-tiered by contribution margin (not price) and payroll schedules aligned to
the real demand curve. Success metric: cut prime cost by at least 4 points and close the
theoretical-actual gap below 3 points. This is where you recover the margin that 90% of the
sector chased by raising prices (NRA 2024) without touching structure.

3 Phase 3 — Permanent governance system (weeks 9–12)
Deliverable: a dashboard with prime cost, food cost variance and break-even refreshed every
Monday, plus a protocol to react to input shocks in < 14 days. Success metric: prime cost held
below 55% across three consecutive closes and waste driven to the low end of the range (near
4%, The Restaurant HQ 2025).

FA Q

Questions a CEO asks about prime cost

What exactly is prime cost and why 55%?

Prime cost is food cost plus labor expressed as a percentage of sales. 55% is the ceiling below which
contribution margin covers rent, utilities and profit; above it, break-even spikes and profitability depends on
nothing failing.

What does it cost NOT to act on prime cost?

The cost is double: every point above 55% erodes EBITDA month over month, and when you sell the business
the multiple falls from ~3x to ~1.5x SDE (Sofer Advisors). Not governing prime cost costs profitability today and
equity value tomorrow.

Is lowering food cost enough to lower prime cost?

No. Food cost is only half. With labor crossing 25% of sector costs (Toast 2024) and 98% of operators reporting
labor increases (NRA 2024), governing only the pantry leaves half the machine uncontrolled. Prime cost forces
both levers.

How long until results show?

With diagnosis in two weeks and menu and payroll engineering in the next six, a typical operator cuts 4–6
points of prime cost in a quarter. The permanent-governance phase holds the threshold below 55% structurally,
not cyclically.

D ATA  &  S O U R C E S
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Propiedad Intelectual de Masterestaurant® — Exclusivo para Líderes de Sector · masterestaurant.com

Sector data 2026 (official sources)

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

Metric Benchmark 2026 Source

Aumento de costos de insumos desde 2019
(EE. UU.)

+35% en alimentos y +35% en
laboral

National Restaurant
Association 2024

Salario mínimo federal con propina en EE.
UU.

2,13 USD/hora en 2025
U.S. Department of Labor
2025

Salario mínimo en California (incluye
personal con propina)

16,50 USD/hora en 2025
State of California / Paychex
2025

Cierres de cadenas de servicio completo por
quiebra (EE. UU.)

348 locales cerrados en 2024 (1,3%
del Top 500)

Technomic 2024

Contracción del segmento de servicio
completo (EE. UU.)

~18% más pequeño que en 2019 Technomic 2024

Restaurantes perdidos en Chicago 689 en el primer semestre de 2024 Datassential 2024
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