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Zero-Based Budgeting for Restaurants:
rebuilding the cost structure from evidence
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QUICK VERDICT

Verdict: incremental budgeting —"last year we spent this, add 5%"— is the fastest route to
capital leakage when you open new units: it inherits inefficiencies and multiplies them per
site. Zero-based budgeting (ZBB) forces every euro to be justified from scratch against a
real operating driver, and with Al it cuts the 200+ hours it used to take by hand. In a 3-to-10
unit group, migrating to ZBB recovers 2 to 4 EBITDA points in the first cycle. It is not an
accounting exercise: it is the only way a franchise model stops dragging the parent
kitchen's mistakes into every replica.

* White Paper Technical document - C-Suite & multilateral banking - 11 min read - 2026-07-08

INTELLECTUAL PROPERTY OF MASTERESTAURANT® — EXCLUSIVE FOR SECTOR LEADERS

A restaurant group scaling from 3 to 8 units usually replicates its P&L site by site without auditing it. The
problem: if the parent kitchen's food cost sits at 34% out of historical habit, every new unit is born with those two
points of leakage already hard-wired. Zero-based budgeting breaks that inheritance: each line is rebuilt from the
driver that generates it —covers, checks, dining-room square meters— and not from last year's spend.

The 2026 macro context makes it urgent: volatile input inflation, rising labor cost, and industry margins that
rarely clear 8-10% net profit. At that margin, two mis-budgeted points of cost structure are the difference
between funding the next opening from your own cash or with expensive debt. This white paper documents the
methodology, the formulas, and the 90-day roadmap to migrate an expanding group to Al-assisted ZBB.

SIDE-BY-SIDE COMPARISON

Side-by-side comparison

INCREMENTAL BUDGETING Al ZERO-BASED BUDGETING (ZBB)
(HISTORY +%)

Starting point X Last year's spend +3-5% flat v €0: every line justified from its

operating driver

Inherited food cost X 34% dragged site to site, v <£30% target, recalculated by real
unaudited recipe cost per unit
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INCREMENTAL BUDGETING Al ZERO-BASED BUDGETING (ZBB)
(HISTORY +%)

Preparation hours X 40-60 h per budget, manual v 8-12 h with Al modeling drivers and
spreadsheet scenarios

Prime cost target X No formal target, swings 62-68% v <60% with a control band per

segment

EBITDA recovered (3-10 units) X  0-1 pt (inertia) v 2-4 ptsin the first annual cycle

Franchise replication X Copies the parent kitchen's v Clean model, every unit born
mistakes optimized

Actual vs theoretical variance X Not measured, or measured v Weekly, alert if >2% of sales
yearly

Chapter 1 — Why does incremental budgeting sabotage expansion?

Incremental budgeting —taking last year's spend and adding 5%— is the fastest route to capital leakage
when you open new locations. I've seen it in dozens of groups:

if the flagship carries a 34% food cost out of historical habit, the incremental copies those two points of leakage
and hard-wires them into every new site. It doesn't audit them; it inherits them. A group going from 3 to 8 loca-
tions replicates the same P&L site by site, and those two mis-budgeted points multiply by eight. With industry net
margins that rarely clear 8-10%, two inherited points of prime cost are the difference between funding the nexi
opening from your own cash or from debt at 9-12%. The incremental never asks what each line SHOULD cost;
only what it did cost. That's the root error. Zero-based budgeting forces you to justify every euro from scratch
against a real operational driver, not against last year's spend.

Chapter 2 — What is zero-based budgeting (ZBB) in restaurants?

Instead of asking «<how much did we spend on cleaning last year?», ZBB asks «how many square
meters of dining room do we have, how many covers do we serve, and what should keeping that clean
actually cost?».

Each line is rebuilt from the variable that generates it: covers, tickets, m?, staff shifts, inventory turns. In a restau-
rant, that means food cost isn't inherited at 34%: it's recalculated from the real recipe costing dish by dish, with
the 32% ceiling as a non-recommended maximum. Payroll isn't budgeted as «last year plus inflation», but as la-
bor-hours needed per demand window. ZBB was born at Texas Instruments in 1970 and today consumer groups
use it to cut 10-25% of structural spend without touching perceived quality. The incremental multiplies every
point of inefficiency by the number of locations, because it never cuts the chain of inheritance.

Chapter 3 — How does the incremental multiply inefficiency per site?

If the flagship loses two points of prime cost —say a healthy prime cost runs around 60% of sales and it
operates at 62%—, an 8-site group replicating that P&L loses those two points eight times.
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On revenue of 1.2 million euros per location, two points are 24,000 euros per site: 192,000 euros a year evapo-
rated across eight locations, purely from copying without auditing. Zero-based budgeting breaks that inheritance
because each site rebuilds its structure from its own drivers: the downtown site paying 180 €/m? in rent can't car-
ry the same rent budget as the neighborhood site at 70 €/m2. The incremental equalizes them for convenience;
ZBB differentiates them by reality. That difference decides whether expansion generates cash or consumes it.
Zero-based budgeting turns every budget line into a performance contract: an owner, a driver and a variance
threshold that triggers an alert.

Chapter 4 — How does ZBB turn the budget into a performance contract?

Under the incremental nobody answers for anything concrete —spend simply «rises with inflation»—.
Under ZBB, the beverage line has an owner, a driver (liters per cover or beverage-to-ticket ratio) and
a threshold:

if variance exceeds 3% of the rebuilt budget, an alert fires before the month closes in the red. Diego F. Parra in-
sists at Masterestaurant that a budget without an owner is a wish, not a plan. I've seen groups where food cost
drifted four points for a whole quarter because nobody owned the line. With ZBB, every P&L line has a name at-
tached, and monthly —not annual— variance turns the deviation into a management conversation, not a year-
end surprise. Al makes zero-based budgeting viable at scale because it compresses what used to take 200 ana-
lyst hours per cycle into days of work, stress simulation included. Rebuilding each line from its driver, site by
site, for an 8-location group was unworkable by hand: that's why almost everyone fell back into the incremental.

Chapter 5 — Why does Al make ZBB viable at scale?

Today a model connects the recipe costing, the ticket history and the supplier contracts, and regener-
ates the zero-based budget for all eight sites in days, not months.

It also simulates scenarios: what happens to prime cost if the meat input rises 8%, if labor cost rises 6%, or if the
new site opens at 60% of capacity for its first three months. That stress-testing used to be a corporate luxury;
now it fits inside the budgeting cycle of a mid-sized restaurant group. Al doesn't replace judgment: it scales it.
The roadmap to migrate to Al-assisted ZBB runs over 90 days in three 30-day blocks. The first 30 days are in-
strumentation: you map the drivers of each line (covers, m?, shifts, liters, tickets) and connect the real dish-by-
dish recipe costing of the pilot site. The next 30 are reconstruction: the Al regenerates the zero-based budget for
the pilot site and contrasts it against the inherited incremental —typically 10-15% of unjustified structural spend
surfaces—.

Chapter 6 — What is the 90-day roadmap to migrate to Al-assisted ZBB?

The last 30 are deployment and contract: you assign an owner and a variance threshold to each line,
and replicate the model across the remaining sites, adjusting for their own drivers.

At Masterestaurant we've confirmed that a group completing this cycle enters its next opening with two or three
points of margin recovered, enough to fund much of the new location from cash rather than expensive debt.
Incremental asks 'how much did we spend last year?'; zero-based asks 'what operating driver justifies this spend
and what should it cost?'. The first inherits; the second rebuilds. In expansion, incremental multiplies inefficiency
by number of sites: if the parent kitchen loses two prime-cost points, an 8-unit group loses those two points eight
times. Zero-based cuts the chain. Zero-based turns the budget into a performance contract: every line has an
owner, a driver, and a variance threshold that triggers an alert.
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Chapter 7 — The 5 differences that decide the margin

Incremental holds no one accountable for anything concrete. Al makes zero-based viable at scale: what used to
take 200 analyst hours per cycle is now modeled in days, stress simulation included. Without Al, ZBB was a big-
corporation luxury. Incremental optimizes for 'making it balance'; zero-based optimizes for EBITDA and free
cash flow —the only in-house fuel that funds the next opening without debt.

POINT BY POINT

A/B comparative analysis

ORIGIN OF THE NUMBER

A - INCREMENTAL BUDGETING (HISTORY B - MASTERESTAURANT Real Operating
+%)
driver rebuilt from €0
Last year's history + flat percentage

Verdict: B: a number tied to a driver can be audited and owned; history can only be inherited.

BEHAVIOR IN EXPANSION

A - INCREMENTAL BUDGETING (HISTORY B - MASTERESTAURANT Clean template
+%)
optimized per unit
Clones the parent kitchen's P&L into every

site

Verdict: B is the only defensible option: A multiplies the error by number of franchises.

PREPARATION COST

A - INCREMENTAL BUDGETING (HISTORY B - MASTERESTAURANT 8-12 h with Al
+%)
. and scenario simulation
40-60 manual hours per exercise

Verdict: B: Al turns ZBB from a corporate luxury into a viable practice for a mid-sized group.
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VARIANCE CONTROL

A - INCREMENTAL BUDGETING (HISTORY B - MASTERESTAURANT Weekly watch
+%)
with alert at >2% of sales
Discovered at year-end close

Verdict: B: reacting in weeks protects cash; reacting at close only documents the loss.

SIDE-BY-SIDE COMPARISON

The mistake: incremental budgeting WHAT DRIVES LEAKAGE

X Starts from history and adds a flat percentage: it inherits every prior inefficiency.
X Last year's food cost becomes next year's floor, not its ceiling.

X Every opening clones the parent kitchen's P&L, mistakes included.

X Cash is found off-track at year-end close, when there is no room left to react.

X OpEx grows by inertia; nobody justifies lines that have been alive for years with no real use.

The fix: Al zero-based budgeting MASTERESTAURANT

v Every line starts at €0 and is justified against a measurable driver (covers, checks, m?).
v" Food cost is recalculated by real recipe cost, with a hard ceiling of 30-32% per dish.

v" Al models 3 scenarios (conservative/base/stress) in hours, not weeks.

v Actual vs theoretical cost variance is watched weekly, not yearly.

v" The franchise inherits a clean model: unit 8 is born as efficient as unit 1 should have been.

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

Starting point

Inherited food cost

Preparation hours

Prime cost target

EBITDA recovered (3-10 units)

Franchise replication

Actual vs theoretical variance

THE NUMBERS THAT MATTER

INCREMENTAL BUDGETING
(HISTORY +%)

X Last year's spend +3-5% flat

X 34% dragged site to site,
unaudited

X 40-60 h per budget, manual
spreadsheet

X No formal target, swings 62-68%

X  0-1pt (inertia)

X Copies the parent kitchen's
mistakes

X Not measured, or measured
yearly

The cost structure in numbers (2026)

60 %

Prime cost target (food + labor) as a control band

5 %

Average net profit of the full-
service restaurant industry

30 %

Recommended maximum food
cost per dish to protect margin

3.9t

Average EBITDA recovered when migrating

from incremental to ZBB (3-10 units)
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Al ZERO-BASED BUDGETING (ZBB)

v €0: every line justified from its
operating driver

v <30% target, recalculated by real
recipe cost per unit

v 8-12 h with Al modeling drivers and
scenarios

v £60% with a control band per
segment

v 2-4 ptsin the first annual cycle

v Clean model, every unit born
optimized

v Weekly, alert if >2% of sales
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200n

Analyst hours Al saves per
zero-based budgeting cycle

82 %

Chains citing input inflation as the #1 expansion risk

VISUALIZATION

The numbers, visualized

Prime cost target (food + labor) as a control band

G

Average net profit of the full-service restaurant industry

aa

Recommended maximum food cost per dish to protect margin

G 0%

Average EBITDA recovered when migrating from incremental to ZBB (3-10 units)

@D :3.5pts

Analyst hours Al saves per zero-based budgeting cycle

e ——  200h

Chains citing input inflation as the #1 expansion risk

G 82%

Sources: National Restaurant Association 2026 - Deloitte Restaurant Industry Outlook 2026 - Masterestaurant
internal data - Technomic Foodservice Trends 2026

Chart by masterestaurant.com

REAL CASE
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“We had eight units and eight versions of the same mistake: every menu was born with the inflated food
cost of the first one. We rebuilt the budget from zero, line by line, and in the first quarter prime cost dropped
from 66% to 59%. That was three EBITDA points that no longer came out of debt —they came out of our
own cash.”

— Head of Expansion, casual dining group, 8 units, Spain
HOW TO APPLY IT IN YOUR RESTAURANT

How to migrate to zero-based budgeting in 90 days

@ Weeks 1-2: driver map
Take apart the current P&L and assign every line its real operating driver (covers, average
checks, dining-room m?, kitchen hours). No line survives without a driver that explains it. This is
where the phantom lines that ran for years without justification surface.

@ Weeks 3-6: rebuild from zero
Budget every line at €0 and raise it only as far as the driver justifies. Recalculate food cost from
each dish's real recipe cost with a 30-32% ceiling. Al models three input scenarios —
conservative, base, and stress— on the same structure.

@ Weeks 7-10: variance instrumentation
Install weekly measurement of actual versus theoretical cost. Set the threshold: if variance
exceeds 2% of sales, an alert fires and there is an accountable owner. Without this loop, zero-
based degrades into a dead yearly exercise.

@ Weeks 11-13: replication and governance
Turn the clean model into the franchise template. Every new unit opens on that optimized
structure, not on the parent kitchen's history. Present the cycle ROI to the board: EBITDA points
recovered and cash freed for the next opening.

FAQ

Frequently asked questions

What is zero-based budgeting in a restaurant?

It means budgeting every cost line from €0, justifying it against a real operating driver (covers, checks, m?),
instead of starting from last year's spend plus a percentage. It rebuilds the cost structure from evidence and
inherits no inefficiencies.
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Why does ZBB matter more in an expanding group?

Because incremental budgeting multiplies inefficiency per site: if the parent kitchen loses two prime-cost points,
an 8-unit group loses them eight times. Zero-based cuts that chain and makes every franchise born on a
clean model.

How much EBITDA does migrating to zero-based recover?

In 3-to-10 unit groups, migration recovers on average 2 to 4 EBITDA points in the first annual cycle, per MR
Operations data across 8,400 accounts. Most of it comes from cutting inherited prime cost and phantom lines.

Does Al replace the financial analyst in ZBB?

It doesn't replace them, it gives time back. Al saves around 200 hours of manual modeling per cycle and
simulates input-stress scenarios in hours, but driver, threshold, and accountability decisions stay with the
leadership team.

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
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
Food cost 6ptimo del . . . o

¢ 28-35% (promedio full-service 32.4%) National Restaurant Association
sector
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 pequeiios negocios

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