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Why Most 
Restaurant 
Leaders Are 
Overestimating 
Their Margins  



The Profit Illusion
Most restaurant leaders believe they have a handle on profitability. But in 2025, 
margin pressure is no longer just about food and labor. It’s about visibility, 
accuracy—and growing exposure to regulatory and compliance risks. 

Rising costs, hidden inefficiencies, and lagging systems create a dangerous 
gap between perceived and actual margins. And now, cities and states are 
enforcing scheduling laws, tax obligations, and worker classifications with 
increasing intensity—adding a new layer of financial and legal risk.

Margins are thinner than most operators realize. And 
if you’re only watching food and labor, you’re only 
seeing part of the picture. The illusion is real—and 
it’s costing you. 

According to The 2025 State of the Restaurant Industry 
Midyear Report:

• 91% of restaurants reported food cost increases 

• 73% expect labor costs to rise in the second half 

of the year

• Tariff-driven ingredient spikes could slash margins 

by up to 30%

https://www.restaurant365.com/guides/the-2025-state-of-the-restaurant-industry-midyear-report/
https://www.restaurant365.com/guides/the-2025-state-of-the-restaurant-industry-midyear-report/


Margins don’t disappear in one big hit—they erode 

slowly, in dozens of overlooked, everyday processes. 
Here’s where the biggest leaks happen: 

Where Margins Are Lost 

FOOD COSTS

• Outdated menu pricing: Ingredient costs change weekly—many menus 
don’t. A high-volume dish can go from profitable to loss-making in a 
month.

• Inconsistent inventory tracking: Operators can’t see variance, waste 
trends, or supplier pricing creep.

• Untracked waste and over-ordering: Many teams “pad the order” to avoid 

running out. Without tight controls, this becomes routine overspending.

• Poor vendor visibility: Operators relying on gut-feel or email chains are 
missing opportunities to renegotiate or source smarter.

LABOR INEFFICIENCIES

• No forecast-based scheduling: Many managers schedule based on gut 

feel or legacy templates—often leading to overstaffing or understaffing. 

• Uncontrolled overtime and breaks: Without automated time tracking and 
alerts, labor creep is inevitable.

https://www.restaurant365.com/blog/restaurant-menu-pricing-strategy-a-guide-to-maximizing-profits/
https://www.restaurant365.com/blog/food-inventory-management-best-practices-to-control-costs/


• High turnover costs: Replacing a single restaurant employee can cost 

$2,000–$5,000. High churn hits productivity and margins. 

• Lack of visibility across shifts/locations: Multi-unit brands without 
centralized labor reporting can’t spot trends—or fix them. 

• Predictive scheduling penalties: New labor laws in cities like New York 

City, San Francisco, Chicago, Seattle, Philadelphia, Los Angeles, and even 
statewide in Oregon require advance schedules and predictability pay. 
Multi-location operators are particularly at risk—manual scheduling and 

gut-feel labor planning now trigger real financial penalties. 

FINANCIAL BLIND SPOTS

• Lagging reporting cycles: Waiting until month-end to see performance is 
like steering a ship through the rearview mirror. 

• Disconnected systems: When accounting, POS, inventory, and payroll don’t 
talk, leaders only get fragments of the truth. 

• Manual processes: Reconciliation by spreadsheet introduces errors, delays 
insights, and keeps leaders in reactive mode. 

• No location-level profitability views: Without knowing where profit is lost or 
gained, scaling becomes risky guesswork. 

• Sales tax compliance gaps: Online orders, third-party delivery, and 
cross-state transactions can trigger tax obligations in states where your 
restaurant has no physical presence. Without automated tax tracking, 
operators may unknowingly accumulate audit exposure and back tax 

liability in multiple jurisdictions. 

https://www.restaurant365.com/blog/5-tips-for-reducing-employee-turnover-at-restaurants/
https://www.restaurant365.com/blog/the-advantages-of-connecting-your-restaurant-groups-payroll-and-accounting-systems/


Real Costs, Hidden in Plain Sight
Many operators assume their margins are healthy—until a P&L proves otherwise. The 2025 State of the 
Restaurant Industry Midyear Report revealed that most restaurants still rely on monthly or even quarterly 
performance snapshots. This delay hides creeping inefficiencies that compound week after week.

Let’s break down four common margin illusions: 

ILLUSION #1

“That menu item is a best-seller, so it must 
be profitable.”

Reality: Ingredient prices have increased 5–15% in 2025. 
If you haven’t updated your recipe costing recently, you 
may be losing money on every plate.

ILLUSION #3

“We have a good handle on food waste.”

Reality: If waste isn’t tracked daily—by category, time of 
day, or shift—you’re likely underestimating your losses 
by thousands per month. 

ILLUSION #2

“Our labor percentage looks fine at 

month-end.”

Reality: Without daily tracking, overtime spikes and 
break compliance issues slip through. What looks OK in 
hindsight could be hemorrhaging in real time. 

ILLUSION #4

“We use contractors to stay flexible— 

it saves money.”

Reality: New DOL guidance makes it harder to classify 
workers as 1099 contractors. If reclassified, you could 
owe back wages, payroll taxes, overtime, and benefits. 
That “flexibility” can backfire fast—especially for 
restaurants using runners, hosts, or event-based staff.

https://www.restaurant365.com/blog/how-to-read-a-restaurant-profit-and-loss-statement/


Are You Margin Blind?

Each of these illusions conceals hidden profit-killers. Operators who catch 
them early can course-correct quickly—and hold onto more margin 

But delays create costly blind spots: 

• A popular dish becomes unprofitable due to vendor pricing changes 

• Overtime creeps in unnoticed until payroll hits 

• Inventory waste quietly adds thousands in monthly costs 

These aren’t just inefficiencies—they’re profit leaks. And they’re invisible 
without integrated data. 

Today’s margin threats go beyond operations—they’re regulatory. From 
scheduling mandates to tax risks, compliance creep is quietly driving up costs 
across every part of the business.  
 

Ask yourself: Are you tracking only food and labor—or the full scope of what’s 
draining your margins? Operational inefficiencies are just one part of the 
picture. In 2025, regulatory blind spots are just as costly. 

• Do I know my food cost in real time? 

• Can I track labor as a % of sales daily?

• Is my accounting system integrated with my POS, inventory, and payroll? 

• Am I in compliance with predictive scheduling laws in all my locations? 

• Do I know where I might owe taxes—even if I don’t have a physical presence 
there? 

If you hesitated on any of these, you may be 
overestimating your profitability. 



The best operators aren’t running tighter margins by accident—they’re 
running smarter systems. They’ve traded gut feel for data, spreadsheets for 
automation, and disconnected tools for a single source of truth. 

What Top Operators 
Do Differently

• Forecast labor more accurately by pulling historical sales 
data directly into scheduling tools—reducing unnecessary 

overtime and understaffing. 

• Monitor prime costs daily, not monthly, so adjustments 
happen in real time, not post-mortem. 

• Gain true profitability visibility at the location, region, and 
enterprise level—helping them scale with confidence. 

These operators don’t just look at margins. They manage 

them daily.  
 

They’re not guessing. They’re operating with clarity, accuracy, 
and margin discipline.
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www.restaurant365.com

Your Next Step

Now’s the time to do something about it. Top operators aren’t waiting until 
end-of-year reporting—they’re fixing margin leaks now, before they widen. 

If you’ve read this far, you might consider your margins 

aren’t as strong as they should be. 

https://www.restaurant365.com/request-demo-r365/

