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BI Restaurants, North America Dashboard

1. BI 2017 Midyear Outlook: Restaurants, North America

(Bloomberg Intelligence) -- Restaurant operators are facing growing
challenges that will likely curb sales growth through 2H. An extended period
of discounting, market saturation and rising labor costs are challenging
chains. At the same time, consumer incomes are pinched by rising health
care and other costs. Technology will be a key lever restaurants can use to
generate cost savings while adding customer value. Refranchising and
optimizing new revenue via catering and delivery will remain a focus.
(09/07/17)
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Topics

Peer Performance & Valuation

2. Innovation Fuels Restaurant Sales, Leading Shares to Outpace S&P

Contributing Analysts Mariam Sherzad (Retail)

The S&P Supercomposite Restaurants index is up 20% year-to-date, advancing past the 9% gain by the S&P 500.
Restaurant stocks outperformed the S&P 500 through June as new products and promotions fueled sales. Panera
and Domino's are the best performers this year, both up more than 32%, while DineEquity (down 41%) and Fiesta
(down 26%) are among the worst. The index trades well above historical averages, with a 17x EV-to-trailing 12-
month Ebitda multiple vs. the 12x average over 10 years.

The restaurant index trades at 24x forward EPS vs. an 18x 10-year average. (06/07/17)
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Restaurants vs. S&P 500 Index

3. Restaurant Gains Mixed as Competition Ensues, Traffic Falls

Restaurant stocks rose 18% year-to-date and 24% since the U.S. election as President Donald Trump's victory
eased fears about a higher federal minimum wage and the elimination of the tipped wage rate, and led to
optimism over a corporate tax cut. Still, robust competition and waning sales have led to mixed results, with 12 of
30 stocks posting negative returns. DineEquity (0.2% of the index), Brinker (0.6%) and Buffalo Wild Wings (0.7%)
are among the worst performers, all down 7% or more.

McDonald's, the largest component in the S&P Supercomposite Restaurants index at 38%, is up 24% year-to-
date. Starbucks, the second largest at 29%, is up 15%. (06/07/17)

S&P Restaurant Index Members' Returns

Restaurant Valuations Remain Elevated Amid Soft Same-Store Sales

Contributing Analysts Mariam Sherzad (Retail)

The S&P Supercomposite Restaurants Index is up about 11% in 2017, led by strong outperformance by large-cap
contributors, including McDonald's and Yum, to the market-cap-weighted index. Yet industry same-store sales are
soft, down in five of the first seven months, according to Miller Pulse. (09/08/17)

4. Outperformers Highlight Restaurant Shares' Rise With S&P 500

Contributing Analysts Mariam Sherzad (Retail)

The S&P Supercomposite Restaurants and 500 indexes are up about 10% apiece this year, with notable
outperformers. The overall pace has been about the same for both, though only nine of 29 members have
delivered positive returns. McDonald's, Yum and Domino's were up more than 16%. DineEquity, Fiesta and
Chuy's have declined at least 40%. At 15x enterprise value to trailing-12-month Ebitda, the restaurant index
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trades above its 12x average over 10 years. Its 22x forward EPS multiple is also above average (18x). (09/08/17)

Restaurants vs. S&P 500 Index

5. Restaurant Stocks Mixed as Competition Increases, Traffic Slides

Contributing Analysts Mariam Sherzad (Retail)

McDonald's, Yum and the spinoff of Bob Evans Farms' restaurants have fueled the sector's year-to-date increase
of about 11%. Yet fierce competition and waning sales are prevalent, with 20 of 29 stocks -- albeit of smaller
composition -- in the red. DineEquity, Fiesta and Brinker, combining for just 0.9% of the S&P Supercomposite
Restaurants Index, are among the worst performers, down 40% or more. McDonald's, the largest component, is
up 31%. Starbucks, the second-largest (26% weighting), is down 4%. (09/08/17)

S&P Restaurant Index Members' Returns

6. Restaurant Supercomposite Median EV/Ebitda Exceeds S&P by 23%

Contributing Analysts Mariam Sherzad (Retail)

The 13.3x median EV-to-Ebitda multiple for the S&P 500 Supercomposite Restaurant Index is 23% higher than
the S&P 500's 10.8x, as chains such as McDonald's and Wendy's refranchise stores, boosting valuations. Greater
multiples associated with highly franchised food (Domino's, Restaurant Brands) and coffee (Starbucks, Dunkin')
chains are offset by lower multiples at casual-dining restaurants. Ruby Tuesday and Red Robin are two that are
losing market share to fast-food and fast-casual rivals. (09/08/17)
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S&P Restaurant EV/Ebitda vs. S&P 500

7. Restaurant Supercomposite Median EV/Ebitda Exceeds S&P by 36%

Contributing Analysts Mariam Sherzad (Retail)

The median EV-to-Ebitda multiple for the S&P 500 Supercomposite Restaurant index is 14.7x, 36% higher than
the S&P 500's 10.8x, as chains such as McDonald's and Wendy's refranchise stores, boosting valuations. Greater
multiples associated with highly franchised chains, such as Domino's and Restaurant Brands, and coffee chains
(Starbucks and Dunkin') are offset by lower multiples at casual-dining restaurants. Chains including Ruby
Tuesday and Red Robin are losing market share to fast-food and fast-casual rivals. (06/07/17)

S&P Restaurant EV/Ebitda vs. S&P 500

Consumer Challenges

8. Restaurants May Be Stuck in Discount Cycle: 2017 Midyear Outlook

Restaurant chains will likely keep discounting to attract consumers. Limited income growth and rising living costs
have muted spending, reflected by weak traffic and softer-than-expected same-store sales. Casual-dining chains
may extend deals to preserve Baby Boomer spending, while they seek to increase millennial appeal. Fast-food
bargains are centered on bundles at fixed price points. However, the longer discounts are offered, the harder it
will be to return customers to full-priced items.

Companies Impacted: Casual-dining chains offering meal deals or discounted offers include DineEquity, Brinker
and Ruby Tuesday. Fast-food deal bundles include Wendy's 4 for $4, McDonald's 2 for $5 and Burger King's 5 for
$4. (06/07/17)

9. Surging U.S. Health Insurance Costs May Hurt Restaurant Sales
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Individual health-care plans purchased through Obamacare marketplaces are expected to jump 25% on average
in 2017 and may further crimp soft U.S. restaurant spending. The four largest states for restaurants all agreed to
price hikes; California approved a 13% weighted-average increase, Texas 34%, New York 17% and Florida 19%,
according to acasignups.net. Arizona, Oklahoma and Tennessee approved boosts of more than 50%. Restaurant
sales and traffic were soft in 2016 as high rents and health-care costs hurt spending.

In the last year, Cracker Barrel, Red Robin and Brinker have said higher health-care expenses may be curbing
restaurant sales. (06/27/17)

Obamacare Individual Plan Rate Increases

10. Loans, Rent, Health Care Are Unappetizing Combo for Restaurants

Consumers are facing fixed costs that are rising faster than average wages, crimping household budgets. This
means restaurant chains such as Yum, Sonic and Wendy's may have to keep offering discounted bundles to
encourage customer visits, limiting profitability and the ability to raise prices. Median rent has jumped 25% in the
U.S. from 2010 to 2H, average monthly student loan payments were $351 as of 2Q15 and health-insurance costs
are rising against a backdrop of very low income growth.

The median asking rent data is from the U.S. Census bureau. The average monthly student loan payment for 20-
to 30-year olds was $351 in 2Q15, according to the Federal Reserve Bank of New York's Consumer Credit Panel
data. Personal income has grown by an average of 4% since 2010, according to BEA data. (06/07/17)

U.S. Income Growth vs. Rent, Student Debt

11. Baby Boomer Thrift May Hurt Casual-Dining Same-Store Sales

Contributing Analysts Mariam Sherzad (Retail)

Casual-dining restaurants are heavily visited by Baby Boomers. Industry sales and traffic may be hurt as the
generation retires and moves to fixed budgets. Casual-dining chains have had limited success attracting
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millennials, the largest U.S. consumer generation, who tend to prefer fast-casual chains such as Shake Shack
and Panera that are perceived as offering healthier food options. Fast-casual chains also tend to attract
customers with counter service, which carries lower check averages.

Companies Impacted: Sales and traffic at casual-dining chains including Chili's, Cheesecake Factory, Red Robin
and BJ's could suffer as Baby Boomers age, particularly if they don't adapt to attract millennials. Boomers make
up 30% of Chili's traffic. (07/07/17)

U.S. Population by Age

12. Fast-Food Discount War Chases Least-Loyal Customers for Sales

The descent into a value war does little to aid highly franchised restaurant operators, such as Burger King and the
U.S. operations of Yum! Brands. If prices get too low, and are sustained for too long, or if commodity prices rise
too much, franchisee profitability can wane, creating larger operational issues. Chains such as McDonald's and
Wendy's are shifting to more-franchised models. Deep discounts can create short-term traffic boosts from the
least-loyal customers: those seeking the cheapest deals. (08/18/17)

% of Fast-Food Company-Operated Locations

Operating Challenges

13. Restaurants Combat Operational Challenges: 2017 Midyear Outlook

Restaurant operators are facing operational challenges on multiple fronts, including commodity costs,
overabundant development and rising rent and labor costs. Amid these difficulties, operators are becoming leaner
by cutting costs and expanding internationally to harness growth opportunities. Food price inflation is expected to
return in 2H, which should help bring traffic back into restaurants and away from grocery stores as they raise
prices. (06/07/17)
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14. Fast-Food Price Wars May Persist Even as Deflation Benefit Fades

Heavy discounting by quick-service chains including McDonald's, Wendy's, Yum and Burger King may continue in
2H even as food-cost deflation subsides. Restaurant industry sales and traffic have slowed since December 2015,
based on MillerPulse data. This trend pushed restaurants to take advantage of commodities with lower costs to
prompt limited-time-offer innovation. As inflation in some commodities returns, profits on discounted items may
decrease, creating additional pressure on restaurant margins.

Restaurant chains may find they have to remain aggressive with discounted meal bundles even as costs rise to
attract customers and maintain market share. It can be difficult to shift customers to full-priced items without
losing their business. (06/07/17)

Quick-Service Same-Store Sales Growth (%)

15. Rising Wages May Be Biggest Threat to Restaurant Margins in 2017

Mounting wage pressures may threaten restaurant-chain margins because the industry is highly labor intensive.
Minimum-wage increases continue to roll out across multiple states and cities, though a new federal minimum
wage is unlikely under a Trump administration. An improving economy has also led to increased competition for
employees, raising wages. Chains such as BJ's, Chipotle, Zoe's, Cheesecake Factory and Cracker Barrel have
more exposure to wage inflation than highly franchised peers. (06/07/17)

Restaurant-Level Margins

Technology Trends

16. Restaurants Serve Up Tech to Aid Results: 2017 Midyear Outlook

Technology is critical to helping restaurants offset profit-margin erosion from rising labor costs and to build
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customer loyalty. Casual-dining chains, with lower profit margins than other restaurants, are using technology to
improve customers' experience, boost order accuracy and production capacity, and unlock online order revenue
opportunities. Coffee, pizza and fast-food chains are rapidly expanding mobile-order and payment capabilities,
with integrated loyalty programs to drive repeat visits. (06/07/17)

17. Technology Aids Restaurant Throughput to Improve Accuracy, Speed

Restaurants can use technology to increase throughput, or the number of customers they can serve within a
given amount of time. Customer-facing applications for online orders puts time-consuming order entry in the
hands of diners instead of employees, while improving order accuracy. Mobile payment speeds up transactions.
These benefits should enable staff to focus on customer service and item preparation, providing other operational
changes, such as easy-to-access pickup lines are in place.

Peer Comparison: Companies with strong mobile ordering platforms, such as Starbucks, Domino's, Dunkin'
Brands, Yum (Taco Bell, Pizza Hut), Papa Johns and Panera, have reported that mobile-ordering and payment
speed workflow reduce errors and associated waste and allow employees to focus on customer service. (06/07/17)

Mobile Order, Payment Enable Speed, Accuracy

18. High-Quality Mobile Order Apps Fuel Restaurant Share Gains

Several restaurant chains with high-quality mobile apps, including Domino's, Starbucks and Taco Bell, gained
market share in 2014-16. The chains attracted customers -- especially millennials -- with mobile ordering, mobile
payment and loyalty programs that have improved the dining experience and boosted customer satisfaction
scores. Digital ordering has other benefits, including faster throughput inside the stores and higher average
tickets for orders as customers have easy access to the whole menu.

Mobile apps from Domino's (85), Starbucks (64), Five Guys (63), Pizza Hut (60) and Taco Bell (56) scored
highest in app quality in June, according to a study by the Application Resource Center from Applause.
McDonald's (32) and Applebee's (43) scored lowest. (06/07/17)
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Same-Store Sales (%)

IPO, M&A Outlook

19. Restaurant IPOs May Be Scant as M&A Blooms: 2017 Midyear Outlook

Restaurants are continuing to optimize operating models by moving to an asset-light structure and refranchising
company-operated locations. Easy access to capital is giving way to the rise of mega-franchisees, and M&A is
active as private equity and venture capitalists look for investments. Restaurant initial public offerings may be less
likely, given how chains including Papa Murphy's, El Pollo Loco and Fogo de Chao have grappled with raised
performance expectations following oversubscribed deals. (06/07/17)

20. Restaurant IPOs Are Unlikely in 2017, M&A Deal Volume May Endure

Rising restaurant operating costs, including labor and rent inflation, are curbing margin growth in the sector,
making IPOs less appealing. Investor enthusiastic embrace of IPOs such as The Habit, El Pollo Loco, Fogo de
Chao and Bojangles created difficult expectations for companies to fulfill. Deals were oversubscribed, causing
multiples to rise and creating expectations for operators that were too high. In contrast, M&A may remain strong,
particularly in private deals and as franchisees consolidate.

IPO demand is likely to become more discerning. Any successful restaurant IPO in 2017 will need to have
sustainable, traffic-driven same-store sales growth, strong average unit sales and steady restaurant-level margins
in all operating markets. (06/12/17)

Stock Prices Since IPO ($)

21. Mega-Franchisees Gain as Restaurants Refranchise, Optimize Model

As McDonald's, Yum, Burger King and Wendy's refranchise units move to an asset-light model, mega-franchisees
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are starting to emerge. Fueled by acquisitions bought with cheap capital or private equity investment, this includes
companies such as Flynn, NPC and Carrols. Private-equity firms looking to allocate capital have been increasingly
active in the sector, adding to the development of large franchisees. Professional management keeps businesses
stable, enabling easier access to capital for growth.

Franchisors also benefit from these larger companies, which have deeper pockets for remodels and new-unit
openings. Fewer franchisees can also potentially be easier to align with corporate interests. The top 10 franchise
operators account for $8.5 billion in sales, according to Franchise Times data. (06/12/17)

Top 10 Franchisees' Annual Revenue ($ Million)
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