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Verdict (answer-first): Raising menu prices does NOT fix a broken cost structure; it only
hides the leak for a quarter or two. The real leverage lives in prime cost (food + labor),
which in 80% of the units | audit runs 3 to 9 points above its theoretical cost. Fix the
actual vs theoretical cost gap first, and pricing becomes a margin lever instead of an

10 minread - 2026-07-08

INTELLECTUAL PROPERTY OF MASTERESTAURANT® — EXCLUSIVE FOR SECTOR LEADERS

Every owner losing margin has the same reflex: raise the price of the star dish. It's the wrong move in 70% of

cases, because it treats a cost-structure problem as if it were a pricing problem.

This brief is the written version of a talk Diego F. Parra delivers to boards of directors: how to separate the noise
(nominal price) from the signal (prime cost and cash flow) before touching a single menu.

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

Prime cost (food + labor) /
sales

Actual vs theoretical cost gap
EBITDA on sales

Food cost per dish (max)
Free cash flow cycle

Monthly break-even point

Elasticity after +8% price hike

TRADITIONAL APPROACH
(RAISE PRICES)

X 62-68%

X 3-9pts

X  6-9%

X 34-40%

X Negative 4-6 months/yr
X 78-85% of capacity

X  -11% traffic, flat margin

MASTERESTAURANT METHOD (COST
ARCHITECTURE)

v 55-58%

v <15pts

v 13-17%

v <32%

v Positive 10-11 months/yr
v 58-64% of capacity

v +6% margin, stable traffic
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1. Does raising prices fix a margin that's collapsing?

No. Raising menu prices does not fix a broken cost structure; it only hides the leak for one or two quar-
ters. The number that governs profitability isn't the nominal price, it's prime cost:

food plus labor. In 80% of the units | audit, that prime cost sits 3 to 9 points above target, usually above 60% of
sales when it should live between 55% and 58%. When an owner pushes the signature dish from 42,000 to
46,000, cash improves the first month; by the third quarter, waste, over-portioning and overtime have eaten
those 4,000 and the margin fell back into the same hole. The price bought time, not health. Diego F. Parra
repeats it in board meetings: pricing is cosmetic until the structure underneath can carry the weight. Prime cost
is the real lever because it concentrates 55% to 65% of every dollar sold, while the nominal price only moves
the numerator.

2. Price is visible; prime cost is what rules

A restaurant can charge high and bleed out, or charge fairly and thrive, depending on the gap between real cost
and theoretical cost. That gap is the metric nobody watches: if the recipe says 28% food cost and the register
shows 34%, those 6 points are pure leakage, not a pricing problem. In a unit with 120,000 USD in monthly
sales, 6 points are 7,200 USD a month lost to waste, pilferage, unstandardized portions or unnegotiated pur-
chasing. Closing that gap yields more than any menu hike, and it scares away zero customers because the din-
er never sees it. Menu engineering moves more EBITDA than raising prices evenly, because it redirects demand
toward the dishes that already have the best cost structure. Cross two axes per item: popularity and contribution
margin in dollars, not percentage. A flat 5% increase punishes the star and the dog alike; engineering relocates,
rewrites and repromotes.

3. Menu engineering before a linear price hike

On the menus | redesign, moving a single high-margin dish from line 9 to line 1, dropping the currency sign from
the price and anchoring it next to a pricier option lifts its mix from 8% to 14% of orders. That move, without
touching a single price, usually adds 2 to 4 points of overall contribution margin. The star at 24% food cost
should sell more; the dish at 41% should leave or be redesigned, not repriced upward. Cash flow exposes what
the P&L disguises: a management statement with accounting profit but negative cash signals that the problem
lives in OpEx and the conversion cycle, not in the menu price. I've seen locations with 9% profit on paper and a
bank balance falling every week, because they pay suppliers in 15 days and collect card payments in 3, yet
stock inventory for 21 days of sales. There the enemy isn't the menu, it's capital trapped in the pantry and mis-
matched payables.

4. Cash flow doesn't lie even when the P&L smiles

Raising prices in that scenario pushes more revenue into a pipe that already leaks. Before touching a single
menu number, | measure inventory days, perishable turnover and the full cash cycle. If conversion takes longer
than the supplier finances, the price is irrelevant. Payroll, rent and utilities don't load onto the plate: they belong
to the break-even point, and that's where 70% of owners misread the diagnosis. A healthy 30% food cost won't
save a restaurant whose rent went from 6% to 11% of sales or whose payroll crossed 35% without the ticket ris-
ing. Raising the menu price to cover inflated OpEXx is treating a fracture with makeup. The correct order: prime
cost first, then labor productivity per man-hour, rent as a percentage of sales, and only at the end pricing. In
Masterestaurant audits, attacking overtime, trimming the dead shift and renegotiating the lease recovers 4 to 8
points of margin before the diner notices a single dollar of difference on the menu.
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5. Theoretical cost vs real cost: the gap you pay for

The only serious way to know if a price is wrong is to measure the gap between theoretical and real cost per
dish, week by week. Theoretical cost comes from the spec sheet: exact grams per ingredient and its current pur-
chase price. Real cost comes from the register: period purchases minus ending inventory, divided by sales.
When that gap exceeds 3 points, there's an operational leak —portioning, waste, theft or spoilage— and no
price increase closes it, it only finances it. In the units | audit, standardizing recipes and weighing portions cuts
real food cost by 2 to 5 points in 60 days, equivalent to a 6% to 9% price hike but with no customer pushback.
Price is the last lever, not the first; you touch it when the spec sheet has nothing left to give. Raising the price
is correct only when the structure is already clean: prime cost on target, theoretical gap under 3 points and
OpEXx controlled.

6. When to raise the price (and how to do it without bleeding traffic)

There, a hike captures value rather than covering a hole. The technique | use: never raise the whole menu at
once, but the low-elasticity, high-mix dishes —the ones customers order by habit, not by price— in 4% to 7% in-
crements, aligned with psychological prices that don't cross round barriers. A dish from 38,000 to 39,500 barely
moves demand; from 38,000 to 42,000 does scare it. On the menus | adjust, a surgical hike on the right 30% of
dishes adds 3 to 5 points of margin with traffic loss under 1%. Price, set well on a healthy structure, does
multiply; set on a broken one, it only postpones the collapse. Menu price is a visible number; prime cost is the
governing number. A restaurant can charge high and bleed, or charge fairly and thrive, depending on its gap
between actual and theoretical cost.

7. The difference that decides the quarter

Menu engineering (mix, contribution margin, placement) moves more EBITDA than a linear price increase, be-
cause it redirects demand toward the dishes that already have the best cost structure. Cash flow doesn't lie: a
managerial P&L with accounting profit but negative cash signals the problem lives in OpEx and the conversion
cycle, not in the nominal menu price.

POINT BY POINT

A/B analysis: raise prices vs redesign costs

SPEED OF CASH RELIEF

A - TRADITIONAL APPROACH (RAISE B - MASTERESTAURANT Gradual but
PRICES)

permanent (from week 6)
Immediate but transient (1-2 quarters)

Verdict: The price hike wins the sprint; cost architecture wins the year. For sustained EBITDA,

structural cost rules.
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RISK TO TRAFFIC

A - TRADITIONAL APPROACH (RAISE B - MASTERESTAURANT None: doesn't
PRICES)

touch price until phase 3
High: -8 to -14% tickets if price rises

without value

Verdict: Redesigning costs first mitigates the elasticity risk that sinks most operators.

EFFECT ON PRIME COST

A - TRADITIONAL APPROACH (RAISE B - MASTERESTAURANT Drops 6-9 points
PRICES)

structurally
None: the leak stays alive

Verdict: Only the method touches the variable that truly governs profitability.

MARGIN SUSTAINABILITY

A - TRADITIONAL APPROACH (RAISE B - MASTERESTAURANT Robust: margin
PRICES)

defended by system
Fragile: the leak returns in 2-3 quarters

Verdict: Pricing without cost architecture is a band-aid on a hemorrhage.

SIDE-BY-SIDE COMPARISON
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Raise menu prices COMMON REFLEX

X Cash relief for 1-2 quarters, then the leak returns

X Elasticity risk: every +10% price can cost 8-14% of traffic

X Doesn't touch the actual vs theoretical cost gap (waste, theft, portions)

X Erodes value perception if the product doesn't change

Redesign the cost structure MASTERESTAURANT

v" Permanently closes the capital leak in food and labor

v" Prime cost drops 6-9 points without touching the sale price

v" Pricing becomes a margin lever, not a patch

v Break-even point falls 15-20 capacity points

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

Prime cost (food + labor) /
sales

Actual vs theoretical cost gap
EBITDA on sales

Food cost per dish (max)
Free cash flow cycle

Monthly break-even point

Elasticity after +8% price hike

THE NUMBERS THAT MATTER

TRADITIONAL APPROACH
(RAISE PRICES)

X 62-68%

X 3-9pts

X  6-9%

X 34-40%

X Negative 4-6 months/yr
X 78-85% of capacity

X  -11% traffic, flat margin

MASTERESTAURANT METHOD (COST

ARCHITECTURE)

v 55-58%

v <15pts

v 13-17%

v <32%

v Positive 10-11 months/yr
v 58-64% of capacity

v +6% margin, stable traffic
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The indicators that govern the decision

8400

units audited across 43 countries
backing these benchmarks

33 %

sector prime cost health ceiling (food+labor combined)

g

-9 PTS

typical gap between theoretical and
actual cost in uncontrolled units

“ %

average traffic drop after a 10%

price hike with no value change

5 %

median net margin of an independent

restaurant before intervention

EBITDA recovered by closing the actual-
theoretical gap before touching prices

VISUALIZATION

The numbers, visualized
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Sources: Masterestaurant internal data - National Restaurant Association 2026 - Technomic 2026 - Deloitte
Restaurant Outlook 2026

Chart by masterestaurant.com

REAL CASE

“I had a three-unit group convinced their problem was charging too little. They raised prices 12% and within
90 days lost 14% of tickets while profit stayed flat. When we measured actual vs theoretical prime cost, the
leak sat at 7.3 points: uncontrolled waste and dishes with no portion standard. We cut that gap to 1.4

points, returned prices to market level, and EBITDA rose from 8% to 15% in two quarters. Price was never

the problem.”

— Diego F. Parra, Masterestaurant consultant

HOW TO APPLY IT IN YOUR RESTAURANT
Strategic roadmap in 3 phases

@ Phase 1 — Leak diagnosis (weeks 1-3)
Deliverable: managerial P&L rebuilt with prime cost broken down and actual vs theoretical gap
by dish family. Success metric: identify 100% of the leak within £0.5 points and locate 80% of

lost capital in 3 root causes.
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@ Phase 2 — Structure redesign (weeks 4-9)
Deliverable: menu engineering with contribution margin per dish, standardized portions and
OpEXx controls. Success metric: close the actual-theoretical gap to <1.5 points and cut prime
cost 6 points without raising prices.

@ Phase 3 — Pricing as a lever (weeks 10-14)
Deliverable: pricing matrix by elasticity and mix, with surgical adjustments only where
contribution margin supports it. Success metric: +4 to +6 EBITDA points with stable traffic
(variation £2%) and break-even under 62% of capacity.

FAQ

Frequent board-level questions

Is raising prices never the right answer?

It is, but as the third step, not the first. Once the actual vs theoretical gap is closed and menu engineering is
ordered, a surgical price adjustment adds 4-6 EBITDA points with stable traffic. Raising prices on a broken
structure only hides the leak for a quarter or two.

What prime cost should my restaurant have?

The sector health ceiling is around 33% for combined food and labor as a segment reference; well-run units live
at 55-58% total prime cost on sales. If you're at 62-68%, your problem is cost structure, not menu price, and
that's where your lost EBITDA lives.

How do | know if my problem is costs or pricing?

Measure your actual cost against your theoretical cost. If the gap exceeds 2 points, you have a capital leak in
waste, portions or purchasing, and no price fixes it. If the gap is low but contribution margin is poor, then pricing
and menu engineering are the lever.

Why does my P&L show profit but | have no cash?

Because accounting profit and free cash flow are different things. Paper profit with negative cash signals a
problem in OpEXx, the conversion cycle, or badly financed CapEx. The break-even point and the cash model tell
the truth the P&L masks.

DATA & SOURCES
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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
Costo laboral

Ventas del sector
(EE.UU.)

Food cost 6ptimo del
sector

Margen neto tipico

Flujo de caja en
pymes

Costos y demanda
2026

Benchmark 2026
25-35% de los ingresos

proyeccion =US$1,55 billones en 2026 pese a presion
de costos

28-35% (promedio full-service 32.4%)

3-9% (full-service 3-5%)

la mala gestion de caja se asocia a ~82% de los
cierres de pequefios negocios

alzas de costos persistentes con demanda resiliente
en restaurantes

Source
U.S. Bureau of Labor Statistics

National Restaurant Association
— SOI 2026

National Restaurant Association

Statista

Inc. (estudio U.S. Bank)

Bloomberg Linea

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