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A NEW FRAMEWORK FOR CHAIN RESTAURANTS  

August 8, 2016 

NEW MODEL FOR A NEW AGE
 

SPEAKER SERIES: WALL STREET MEETS MAIN STREET 
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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut. 
Hedgeye Risk Management is not a broker dealer and does not provide investment advice for individuals. This 
research does not constitute an offer to sell, or a solicitation of an offer to buy any security. This research is 
presented without regard to individual investment preferences or risk parameters; it is general information and 
does not constitute specific investment advice. This presentation is based on information from sources 
believed to be reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of 
information. For more information about Hedgeye Risk Management, including Terms of Use of our information, 
please go to www.hedgeye.com. The presentation is the work of Restaurant Research, Kirstie Tiernan  
of BDO and Joe Langteau of Argonne Capital Group and is protected intellectual property. Views and opinions 
expressed herein do not necessarily reflect the opinions of Hedgeye Risk Management. This presentation is 
for information purposes and is not intended as investment recommendations. 
 

TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its 
contents are prohibited.  For more details please refer to the appropriate sections of the Hedgeye Services 
Agreement and the Terms of Use at www.hedgeye.com 

DISCLAIMER 
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PLEASE SUBMIT QUESTIONS TO 

QA@HEDGEYE.COM 
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CONFERENCE CALL SERIES BROUGHT TO YOU BY: 



“You've got to get the structure right and when the pace of 
change in the world outside is faster than the pace of 

change within, you start to get left behind.”   
 -Steve Easterbrook 
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SPEAKERS 

Phil Mangieri 
Changing cost structures necessitate new 
industry model. 

Wally Butkus 

Kirstie Tiernan  Technology & The Age of Mobility 

Neil Howe  Understanding Consumer Behavior 

Howard Penney Understanding the Secular Decline 

Joe Langteau Real World Insights for the Next Cycle 
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BACKGROUND 
The pace of change for many traditional operators needs to accelerate or they will be left behind.  This is 

not an easy task because too much change can disrupt operations.   

Today’s operating environment may represent the largest challenge in modern times: 

• Changing cost structures 

• Evolving consumer behavior & associated sales trends 

• Tech solutions in the digital age & new service models 

• Social media and new advertising models  

Framing the issues facing the restaurant industry: 

1. Labor Costs and Increased Regulation 

2. Food Costs, Changing Food Preferences & Volatility 

3. Bringing it all together at the Bottom Line 

4. Technology & the Age of Mobility 

5. Understanding Consumer Behavior 

6. Understanding the Secular Decline 

7. Real World Insights 



RESTAURANT RESEARCH 
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LABOR COSTS AND INCREASED REGULATION  

CAN THE INDUSTRY SURVIVE $15/HR? 

DATA SOURCE: RESTAURANT RESEARCH 

AUV $1,400,000
# of Hourly Weekly Annual Health Payroll Total % of

Position employees Salary Hours Salary Benefits Taxes Cost sales
General manager 1 $16.36 55 $45,000 $8,000 $3,375 $56,375 4.0%
Assistant manager 2 $14.00 50 $35,000 $8,000 $2,625 $91,250 6.5%
Crew 25 $9.00 20 $9,000 $675 $241,875 17.3%
   Total $389,500 27.8%

Labor Build-up for Hypothetical Store: Base case

AUV $1,400,000
# of Hourly Weekly Annual Health Payroll Total % of

Position employees Salary Hours Salary Benefits Taxes Cost sales
General manager 1 $23.64 55 $65,000 $8,000 $4,875 $77,875 5.6%
Assistant manager 2 $20.00 50 $50,000 $8,000 $3,750 $123,500 8.8%
Crew 25 $15.00 20 $15,000 $1,125 $403,125 28.8%
   Total $604,500 43.2%

Increase to $15/hr with Same Store-Level Sales

AUV $2,175,000

# of Hourly Weekly Annual Health Payroll Total % of
Position employees Salary Hours Salary Benefits Taxes Cost sales
General manager 1 $23.64 55 $65,000 $8,000 $4,875 $77,875 3.6%
Assistant manager 2 $20.00 50 $50,000 $8,000 $3,750 $123,500 5.7%
Crew 25 $15.00 20 $15,000 $1,125 $403,125 18.5%
   Total $604,500 27.8%

AUV Must Increase +55% to Restore Labor Margin after $15/hr Increase
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LABOR COST OUTLOOK 

MINIMUM WAGE INCREASES ARE STARTING TO TAKE HOLD 

DATA SOURCE: RESTAURANT RESEARCH, BUREAU OF LABOR STATISTICS 
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FOOD COSTS, CHANGING FOOD PREFERENCES & VOLATILITY  

OPERATORS FIND LOTS OF WIGGLE ROOM IN COGS 

DATA SOURCE: RESTAURANT RESEARCH, IMF COMMODITY INDEX 
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UNIT LEVEL EBITDAR & SALES 
BRINGING IT ALL TOGETHER AT THE BOTTOM LINE 

DATA SOURCE: RESTAURANT RESEARCH 
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BDO 
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TECHNOLOGY & THE AGE OF MOBILITY  
THE ROLE OF TECH IN THE NEW INDUSTRY MODEL 

DATA SOURCE: BDO.  

• Digital age is changing consumer 
behavior. 

• Loyalty 
• Are tech solutions all they are 

cracked-up to be? 

• Kirstie Tiernan 
• Forensic Technology Services - Data Analytics Director 
• 312-616-4638 (Direct)  
• 773-208-1609 (Mobile) 
• ktiernan@bdo.com 

 
 



GENERATIONAL DINING 
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YOUTH SHIFTING AWAY FROM EATING OUT 
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YOUNG SPEND LESS EATING OUT, OLD MORE 
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YOUNG SPEND LESS, MORE OFTEN 
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SPENDING + NUMBERS = BIG AGE INVERSION 
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YOUNG GO ‘FAST CASUAL,’ OLD GO ‘CASUAL’ 
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THROUGH THE EYE OF THE CONSUMER 
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THE CONSUMER HAS A LOT OF CHOICES FOR WHERE TO EAT 

DATA SOURCE: NPD.  
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THERE ARE RISING DEMANDS FOR EVERY CONSUMER $ 

• Medical Cost inflation 
also accelerating to a 4-
year high at +3.6% YoY …. 
So excess cost inflation 
in both Housing and 
Medical care continue to 
take a larger share of 
consumer wallet and 
drag on capacity for 
other discretionary 
consumption. 

• In ’08 and ’09 Knapp 
traffic was down -5.4% 
and -5.6%, respectively 

• The decline in Knapp 
traffic re-accelerated to 
the downside starting in 
September of 2012 

 

 

DATA SOURCE: HEDGEYE, BLS.  
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HOUSEHOLD INCOME & RENT COST INFLATION 

DATA SOURCE: BLOOMBERG, HEDGEYE.   
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UNDERSTANDING THE SECULAR DECLINE  

• Casual dining has struggled with 10 years of traffic declines, suggesting less interest in a traditional sit-down format. 
• Consumers have not yet recovered from the Great Recession. 
• Pricing strategy vs value (What price points work for today)? 
• Alternative formats 
 
DATA SOURCE: KNAPP-TRACK.  
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KNAPP-TRACK COMPARABLE SALES 

Comparable Restaurant Sales Two-Year Average
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KNAPP-TRACK COMPARABLE GUEST COUNTS 

Comparable Guest Counts Two-Year Average
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NET UNIT GROWTH CAUSING OVERSUPPLY 

The over supply of 
restaurants coupled 
with the increasing 
demands for every 
consumer dollar is 
driving this secular 
decline in industry 
trends.  

DATA SOURCE: RESTAURANT RESEARCH, U.S. CENSUS BUREAU, WORLD BANK.  
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REAL WORLD INSIGHTS 
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REAL WORLD INSIGHTS FOR THE NEXT CYCLE 

OPERATOR CHALLENGES AND GROWTH OPPORTUNITIES 

  

1. 3 critical challenges that operators must overcome. 

2. What is a brand’s critical point of differentiation? 

3. Key attributes of concepts worth investing in for the future. 

4. Are legacy brands adapting quick enough to fend off new entrants?  



APPENDIX 
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• Phil Mangieri, Partner  
• pmangieri@ChainRestaurantData.com 
• 203-938-4703 

 
 

• Wally Butkus, Partner  
• wbutkus@ChainRestaurantData.com 
• 203-405-1901 

 
 

mailto:pmangieri@ChainRestaurantData.com
mailto:wbutkus@ChainRestaurantData.com
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 
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FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 
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