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draining your EBITDA vs. the right method
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QUICK VERDICT
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- 12 min read

Restaurant labor cost stopped being a fixed expense and became the most volatile
EBITDA lever in the business. The mistake 90% of operators make is treating it as payroll
you pay, not a system you govern hour by hour against demand. The right method: tie
every payroll dollar to the contribution margin it produces, measure prime cost weekly,
and use Al-assisted decision architecture to size shifts. With payroll already above 25% of
expenses (Toast/Restaurant Dive, 2024), the gap between profitable operators and the
average is 2.3 points of sales (National Restaurant Association, 2024): that is your margin.

- 2026-07-16

INTELLECTUAL PROPERTY OF MASTERESTAURANT® — EXCLUSIVE FOR SECTOR LEADERS

This executive brief is the written version of a Diego F. Parra boardroom conference: how restaurant labor cost
went from an accounting line to a strategic variable that decides the asset's valuation.

It speaks to the owner-operator and the investor who needs to grasp, in under three minutes, why poorly

governed payroll is the silent capital leak that erodes EBITDA and sinks the sale multiple.

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

Payroll as % of operating
expenses

Payroll as % of sales (full
service)

Operators reporting rising
labor costs

Response to rising costs

INDUSTRY BASELINE
(COMMON MISTAKE)

X >25% and rising
(Toast/Restaurant Dive, 2024)

X 36.5% (industry average, 2024)

X 98%-99% in 2024 (NRA/
TouchBistro, 2024)

X 90% raised prices; 60% cut
menu items (NRA, 2024)

MASTERESTAURANT METHOD
(EXPECTED RESULT)

v' Governed ceiling tied to demand by
daypart

v 34.2% (profitable operator level)

v Variability mitigated via productivity
per hour

v Menu engineering before raising
prices blindly
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INDUSTRY BASELINE MASTERESTAURANT METHOD

(COMMON MISTAKE) (EXPECTED RESULT)
Prime cost measurement X Monthly or post-close (too late v Weekly, with actionable management
frequency to fix) P&L
Shift sizing X Intuition and fixed staffing v Al-assisted decision architecture vs.
traffic
Weight of off-premise channel X ~75% of traffic ignored in v Labor cost by channel (dine-
staffing (Circana) in/delivery/takeout)

1. The verdict for the board: payroll is no longer a fixed cost

Restaurant labor cost stopped being a fixed expense and became the most volatile EBITDA lever in the asset.
Payroll now weighs more than 25% of a restaurant's expenses in 2024, up from 23% in 2021 (Toast/Restaurant
Dive, 2024), and 99% of operators reported spending more on labor that year (TouchBistro, 2024). The mistake |
see boardroom after boardroom is treating it as a payroll that gets paid rather than a system that gets governed
hour by hour against demand. Diego F. Parra puts it plainly to investors: every mismanaged point of payroll is
not an expense, it is a sale multiple evaporating. In an asset valued at 1.5x—3x SDE (Sofer Advisors), those
points decide the exit price. Governing labor is the fastest way to protect both this year's profit and the number a
buyer will pay. The profitable operator governs payroll at 34.2% of sales versus the 36.5% sector average for full
service in 2024 (National Restaurant Association, Operations Data Abstract 2025).

2. The 2.3 points that separate the profitable operator from average

Those 2.3 points are pure EBITDA: on a location with two million dollars in annual sales that is 46,000 dollars
falling straight to the bottom line without selling one more plate. It is not luck of the staff roster; it is method. Fully
98% of operators said their labor costs rose in 2024 (NRA), so payroll inflation hits everyone equally. The differ-
ence lies in who absorbs it with a system and who passes it to the register as a loss. Masterestaurant builds that
gap with schedules tied to the real demand curve, not to the manager's habit, and that is where the points are
born. Raising prices does not govern payroll; it only hides the problem until the next inflation round. Fully 90% of
full-service operators raised prices in 2024 and 60% pulled dishes from the menu (National Restaurant
Association, 2024), and even so the sector's average payroll landed at 36.5% of sales.

3. Fix it by raising prices? No: fix it with menu engineering

Price is a one-time lever; menu engineering is a permanent one. Reordering the menu toward dishes with higher
contribution margin and lower labor load fixes the equation without punishing the guest with another increase.
Restaurant menu-price inflation peaked at 8.8% in March 2023, the highest in more than two decades (NRA),
and whoever answered only with price exhausted their room to maneuver. The operator who did menu engineer-
ing kept traffic and protected the check while the price-only operator burned through margin and goodwill.
Measuring prime cost monthly arrives too late: by the time the P&L confirms the leak, four weeks of badly sized
shifts have already consolidated it. The operator who measures prime cost weekly corrects on Thursday what
the average discovers at month-end. With payroll weighing more than 25% of expenses (Toast, 2024) and
stacking on top of food cost, prime cost is the metric that decides profitability, and its cadence matters as much
as its level.
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4. Weekly prime cost, not monthly: fix the shift before the P&L

Diego F. Parra says it bluntly to boards: a monthly number is an autopsy; a weekly number is a treatment.
Weekly measurement lets you cut a surplus shift or move an opening before 2.3 points of excess turn structural.
That is the difference between governing the cost and signing its death certificate at month-end when nothing
can be undone. Sizing the dining room as if all traffic sat at the table destroys unit economics when roughly 75%
of the operation happens off-premise (Circana). Fixed floor staffing, built for a full room that no longer exists,
charges servers to orders leaving by delivery and take-away with no tip to subsidize that cost. In the United
States, tips supply 58.5% of a server's hourly income (Clockify, 2025), so every off-premise order shifts to the
operator a labor cost the seated guest used to cover. The operator who separates payroll by channel —dining
room, delivery, counter— and sizes it against the real mix of their curve stops paying servers to attend a screen.

5. Size by channel: 75% of your traffic no longer eats in your dining room

It is the correction that returns points fastest in an asset whose traffic has migrated off-premise and whose old
staffing model quietly bleeds capital. Mismanaged payroll does not just erode the year's EBITDA: it sinks the
multiple at which the asset sells. A single-location independent restaurant is valued at 1.5x-3x SDE (Sofer
Advisors), and SDE is built on the recurring profit a buyer believes is sustainable. Payroll that swings without a
system tells the investor that profitability is fragile, and fragile sells cheap. The median sale price of a small U.S.
restaurant reached 773,000 dollars in 2025, 24% above 2021 (BizBuySell), but that number rewards the opera-
tor who shows a stable, governed labor cost. Two locations with identical sales but different payroll discipline sell
at very different prices: the multiple does not buy revenue, it buys predictable profit. Governing labor is, literally,
building the exit price of the business.

6. The three-minute agenda for the owner-operator

The owner-operator who wants to govern labor cost starts with three concrete moves, not another price round.
First, measure prime cost weekly rather than monthly, because 98% of operators saw labor cost rise in 2024
(NRA) and only weekly cadence allows a timely correction. Second, size payroll by channel against the 75% of
traffic off-premise (Circana), separating dining room from delivery so you do not pay servers to attend a screen.
Third, do menu engineering instead of pushing everything to price, as 90% of the sector already did without
solving the root (NRA, 2024). The Masterestaurant framework integrates all three into a system aimed at the
profitable operator's 34.2% payroll versus the 36.5% average (NRA), and those 2.3 points are the difference be-
tween an asset that defends itself and one that gets sold cheap. The profitable operator governs payroll at
34.2% of sales versus the 36.5% industry average (National Restaurant Association, 2024): 2.3 points that are
pure EBITDA.

7. What separates a profitable operator from an average one?

It does not react to rising costs by raising prices: it runs menu engineering, while 90% of the sector
raised prices and 60% cut items (NRA, 2024).

It measures prime cost weekly, not monthly, to fix the shift before the capital leak hardens in the P&L. It sizes by
channel: with ~75% of traffic off-premise (Circana), fixed dine-in staffing destroys unit economics.

POINT BY POINT
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Common mistake vs. right method: the decision that defines your margin

MEASUREMENT TIMING

A - INDUSTRY BASELINE (COMMON B - MASTERESTAURANT Weekly prime
MISTAKE)

cost with actionable management P&L
Payroll reviewed at month-end, after the

shift is paid

Verdict: The right method corrects the shift before the leak hardens; measuring late is not
measuring.

STAFFING SIZING

A - INDUSTRY BASELINE (COMMON B - MASTERESTAURANT Shifts tied to
MISTAKE)

traffic by daypart with Al
Fixed staffing by intuition

Verdict: With ~75% of traffic off-premise (Circana), fixed staffing destroys unit economics.

RESPONSE TO RISING COSTS

A - INDUSTRY BASELINE (COMMON B - MASTERESTAURANT Menu
MISTAKE)

engineering and contribution margin first
Raising prices blindly (90% of sector in

2024, NRA)

Verdict: Raising prices without menu engineering scares away average ticket without protecting
EBITDA.
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CHANNEL VIEW

A - INDUSTRY BASELINE (COMMON B - MASTERESTAURANT Labor cost split
MISTAKE)

by channel
One labor cost for dine-in, delivery and

takeout
Verdict: Without a channel breakdown, delivery's capital leak stays invisible in the P&L.

SIDE-BY-SIDE COMPARISON

The mistake: payroll as a fixed expense you pay WHAT DRAINS YOUR EBITDA

X Payroll is measured at month-end, when the shift can no longer be corrected.
X Staffing is sized by intuition, not against real traffic by daypart.
X Prices are raised blindly before running menu engineering.

X Dine-in, delivery and takeout share one labor cost, hiding the capital leak by channel.

The method: payroll as a system tied to margin MASTERESTAURANT

v" Prime cost measured weekly with actionable management P&L, not post-close.
v Shifts sized with Al-assisted decision architecture against demand.
v" Every payroll dollar tied to the contribution margin that hour produces.

v" Labor cost split by channel to see the real profitability of each.

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

Payroll as % of operating
expenses

Payroll as % of sales (full
service)

Operators reporting rising
labor costs

Response to rising costs
Prime cost measurement
frequency

Shift sizing

Weight of off-premise channel

THE NUMBERS THAT MATTER

INDUSTRY BASELINE
(COMMON MISTAKE)

X  >25% and rising
(Toast/Restaurant Dive, 2024)

X 36.5% (industry average, 2024)

X 98%-99% in 2024 (NRA/
TouchBistro, 2024)

X 90% raised prices; 60% cut
menu items (NRA, 2024)

X Monthly or post-close (too late
to fix)

X Intuition and fixed staffing

X ~75% of traffic ignored in
staffing (Circana)

The numbers a CEO should underline

25 %o+

MASTERESTAURANT METHOD
(EXPECTED RESULT)

v' Governed ceiling tied to demand by
daypart

v 34.2% (profitable operator level)

v Variability mitigated via productivity
per hour

v" Menu engineering before raising
prices blindly

v Weekly, with actionable management
P&L

v Al-assisted decision architecture vs.
traffic

v' Labor cost by channel (dine-
in/delivery/takeout)

of restaurant expenses are already
payroll in 2024 (up from 23% in 2021)

36.5 %

payroll as share of sales for the average, vs.
34.2% for profitable operators (full service)

98 %

of operators said their labor costs rose in 2024

90 %

raised prices and 60% cut menu
items to defend margin in 2024
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75 %

of traffic operates off-premise,
demanding staffing by channel

73

K USD

median sale price of a small U.S.
restaurant in 2025 (+24% vs. 2021): well-
governed payroll defends that multiple

VISUALIZATION

The numbers, visualized

of restaurant expenses are already payroll in 2024 (up from 23% in 2021)

@ 25%+

payroll as share of sales for the average, vs. 34.2% for profitable operators (full service)

a -

of operators said their labor costs rose in 2024

G <5

raised prices and 60% cut menu items to defend margin in 2024

G <0%

of traffic operates off-premise, demanding staffing by channel

aa

median sale price of a small U.S. restaurant in 2025 (+24% vs. 2021): well-governed payroll defends tha...

Sources: Toast / Restaurant Dive 2024 - National Restaurant Association 2024 - Circana 2024 - BizBuySell 2025

Chart by masterestaurant.com

REAL CASE
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“The mistake | see over and over in the boardroom is presenting payroll as a month-end figure: by then the
poorly sized shift has already been paid. When we moved to weekly prime cost and tied every staffing hour
to that daypart's contribution margin, a three-location operator cut payroll from 37% to 34.5% of sales
without a single layoff: it simply stopped paying hours that produced no margin. That is not cutting, it is
governing restaurant labor cost.”

— Diego F. Parra, founder of Masterestaurant
HOW TO APPLY IT IN YOUR RESTAURANT

Strategic roadmap: from payroll to system in three phases

@ Phase 1 — Operational due diligence (weeks 1-4)
Deliverable: management P&L with weekly prime cost and payroll breakdown by channel (dine-
in, delivery, takeout). Success metric: move from monthly to weekly measurement in 100% of
locations and locate payroll as % of sales against the 34.2% benchmark of profitable operators
(National Restaurant Association, 2024). Without this diagnosis, any staffing decision is blind.

@ Phase 2 — Al-assisted decision architecture (weeks 5-10)
Deliverable: shift-sizing model that crosses traffic by daypart with contribution margin, plus
menu engineering to defend margin without raising prices blindly (90% of the sector raised them
in 2024, per the National Restaurant Association). Success metric: cut restaurant labor cost by
1.5-2.5 points of sales while holding service level and average ticket.

@ Phase 3 — Governance and scalability (months 3-6)
Deliverable: KPI dashboard with operational-variability alerts and unit economics by channel,
integrated into corporate governance. Success metric: hold payroll at or below 34.2% of sales
for six consecutive months and protect the asset's sale multiple (median of $773,000 in 2025,
per BizBuySell). Scalability requires the system, not the owner, to govern cost.

FAQ

The decision-maker's questions

What should restaurant labor cost be?

In full service, the industry average was 36.5% of sales in 2024, but profitable operators governed it at 34.2%
(National Restaurant Association, 2024). Those 2.3 points are EBITDA. The right figure is not a fixed number: it
is the ceiling you can sustain by tying each staffing hour to the contribution margin it produces.
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What does it cost to NOT govern payroll today?

It costs your asset's multiple. With payroll already above 25% of expenses (Toast/Restaurant Dive, 2024) and

98% of operators reporting increases (National Restaurant Association, 2024), every ungoverned point erodes
EBITDA. The median sale price of a small restaurant was $773,000 in 2025 (BizBuySell): uncontrolled payroll

sinks that valuation.

Does reducing labor cost mean layoffs?

No. The right method does not cut heads, it stops paying hours that produce no margin. Shifts are sized against
real traffic by daypart —with ~75% of traffic off-premise (Circana)— and menu engineering is applied before
raising prices blindly, which 90% of the sector did do in 2024 (National Restaurant Association).

How often should | measure prime cost?

Weekly. The root mistake is measuring payroll at month-end, when the poorly sized shift has already been paid
and no correction is possible. Weekly prime cost with an actionable management P&L lets you correct before
the capital leak hardens, and it is the foundation of governing restaurant labor cost.

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
Empleos que sumara el sector restaurantero de 200.000 empleos en 2024 National Restaurant
EE. UU. (150.000/aino hasta 2032) Association 2024

Mercado global de ghost kitchens (cocinas
ocultas)

72.060 millones USD en 2024 Credence Research 2024

Costo de apertura de restaurante por pie cuadrado = Mediana de 450 USD/pie? (rango

Square 2024
(EE. UU.) 100-800 USD)
Inversion para abrir un restaurante independiente
. 275.000-425.000 USD (2024) Square 2024
de servicio completo (EE. UU.)
Apertura de un QSR o food truck (EE. UU.) Menos de 150.000 USD (2024) Square 2024

10%-15% (margen bruto
Margen neto de un bar (EE. UU.) 70%-80%) Toast 2024
0= (1]

Propiedad Intelectual de Masterestaurant® — Exclusivo para Lideres de Sector - masterestaurant.com
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https://restaurant.org/research-and-media/media/press-releases/restaurant-industry-sales-forecast-to-set-1-1-trillion-record-in-2024/
https://restaurant.org/research-and-media/media/press-releases/restaurant-industry-sales-forecast-to-set-1-1-trillion-record-in-2024/
https://www.credenceresearch.com/report/dark-kitchens-ghost-kitchens-cloud-kitchens-market/
https://squareup.com/us/en/the-bottom-line/starting-your-business/restaurant-start-up-costs
https://squareup.com/us/en/the-bottom-line/starting-your-business/restaurant-start-up-costs
https://squareup.com/us/en/the-bottom-line/starting-your-business/restaurant-start-up-costs
https://pos.toasttab.com/blog/on-the-line/bar-profit-margin

