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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 make investment recommendations. 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.  The opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are 
intended solely for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk Management’s employees, 
which is based upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible 
for the validity or authenticity of the information upon which it has relied.  
 
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 detail please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at 
www.hedgeye.com 
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THE CHEESECAKE FACTORY, INC. 

• Founded in 1972 and is based in Calabasas Hills, California. 
 
• The Cheesecake Factory Incorporated owns and operates casual dining and full-service restaurants. 
 
• As of CAKE’s most recent quarterly report, the Company operated 177 casual dining restaurants in the 

United States and Puerto Rico, including: 
- 165 Cheesecake Factory restaurants 
- 11 Grand Lux Café restaurants 
- 1 Rock Sugar Pan Asian Kitchen restaurants 

 
•  The company also operated 4 Cheesecake Factory restaurants in a licensing agreement internationally. 
 
• Cheesecake Factory restaurants generate industry leading AUV’s of approximately $10.1mm. 
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THE CHEESECAKE FACTORY, INC. 
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RELATIVE OUTPERFORMANCE 
Massively outperforming the S&P 500 and its Peer Index over the last year. 



THE BEAR CASE 
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SHORT THESIS 

RESTAURANT INDUSTRY MACRO 
Evidenced by slowing sales and traffic trends over the past 8 years, it is our belief that the casual 
dining industry is in a secular decline.  Competition is fiercer than ever due to the emergence of 
fast casual and resurrection of quick-service brands. 

THE MARGIN STORY IS PLAYED OUT 
CAKE has consistently grown its operating margins for several years now, while benefitting from 
lower operating expenses.  Cost of sales will pressure margins in 2014 and we believe 
management will need to reinvest in labor and other expenses to stem the recent decline in 
traffic. 
 

COMPLACENCY ON THE STREET 
The street has become complacent on CAKE over the past year.  Short interest has been sliced 
in half and analysts have largely maintained their beginning of year ratings.  Consensus is too in-
line with management’s guidance and does not foresee the margin pressure that is developing. 

1 
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RESTAURANT MACRO 
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KNAPP COMPARABLE SALES 
Casual Dining comparable restaurant sales have declined in 6 out of the last 8 years. 



HEDGEYE  11 

KNAPP COMPARABLE TRAFFIC 
Casual Dining comparable restaurant traffic has declined for the last 8 years. 
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UNFAVORABLE DEMOGRAPHICS 
The 45-54 YOA cohort is shrinking, a trend that is expected to continue through 2020. 
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UNFAVORABLE DEMOGRAPHICS 
Growth in the 55-64 YOA cohort is slowing, a trend that is expected to continue through 2020. 
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PER CAPITA INCOME 
Real disposable income per capita growth has decelerated meaningfully this century. 
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RETAIL SALES 
Retail sales are decelerating and traffic is deteriorating as more consumers opt to shop online. 
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RETAIL TRAFFIC 
It’s been a historically weak two months for foot traffic at malls and large retailers.  Given CAKE’s significant 
exposure to these locations, they could be hard pressed to hit sales and traffic estimates in 4Q13. 



THE TREND IS NOT YOUR FRIEND 
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SALES & TRAFFIC TRENDS 
We believe 4Q13 sales estimates are aggressive and have not been adjusted lower despite a sluggish environment. 
11% of CAKE’s store base is in the NY/NJ region, which just reported a horrible December. 

Management guided to +1.5-2.5% 
same-store sales growth in 4Q13. 
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SALES & TRAFFIC TRENDS 
Traffic has been declining on a two-year basis since 1Q12. The slope of the line is not encouraging and 
management will need to address this. 
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SALES & TRAFFIC TRENDS 
“The housing market continues to recover, the stock market is up, there really doesn’t appear to be any negative calendar issues or 
holiday shifts that are impacting the fourth quarter.  I think that Thanksgiving and Christmas, there’s one less week between 
Thanksgiving and Christmas.  We don’t really think that’s going to impact us.  So, it’s primarily because of the easier comparison.” 
 

- Douglas Benn, Executive VP and CFO on the 3Q13 earnings call. 
 
 
“Leveraging comparable sales increases is a key component of our earnings growth.  As a rule of thumb, every 1% increase in annual 
comparable sales is roughly an incremental $0.095 to $0.10 in annual earnings per share, assuming 40% flow through on the 
increased sales and a 30% tax rate.” 
 

- Douglas Benn, Executive VP and CFO at the Morgan Stanley Global Consumer & Retail Conference 
 
 
 
 
HEDGEYE: Malcolm Knapp estimates that same-restaurant sales and guest counts declined -3.8% and -5.2%, respectively in December.  Black Box 
Intelligence estimates that same-restaurant sales and guest counts declined -2.0% and -4.5%, respectively, in December.  Furthermore, CAKE has 
notable exposure to NY/NJ, the worst performing region during the month. 
 
CAKE’s 4Q13 same-restaurant sales estimates remained unchanged over the month of December.  Poor weather and one less week between 
Thanksgiving and Christmas impacted a number of retailers.  Why is CAKE immune to these trends? We believe it is very unlikely CAKE will 
deliver 2%+ same-restaurant sales growth in the fourth quarter.  



THE CAKE MARGIN STORY 
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FOOD INFLATION PRESSURE IN 2014 
Management has guided to higher shrimp and salmon prices in 2014 and estimated they could impact FY14 gross 
earnings by $0.07 to $0.10 cents. 



HEDGEYE  23 

FOOD INFLATION PRESSURE IN 2014 
The last time the company gave inflation guidance was 10/23/13.  Milk prices are off to a fast start in 2014 and will 
put incremental pressure on future guidance. 
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FOOD INFLATION PRESSURE IN 2014 
Furthermore, current cheese prices are substantially above 2013 levels. This is another issue the street is 
overlooking. 
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CAKE FOOD COST TRENDS 1Q10-2Q14 
The Cost of Sales line will pressure margins more than the street expects in 2014 and management will have 
limited pricing flexibility given the recent decline in traffic.  A spike in shrimp and salmon prices is already baked in. 
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FOOD INFLATION IN 2014 
The gross impact on EPS coming from higher food costs, excluding the impact of any price increase or other 
initiatives to manage the P&L. 
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OPERATING EXPENSES 1Q10-2Q14 
Management needs to reinvest in its store operations to address the decline in traffic. Increases in the minimum 
wage, particularly in CA, will add additional cost pressure.   
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OTHER OPERATING EXPENSE TRENDS 
The street assumes management will be able to leverage their other expenses line throughout 2014. How low can 
this go before leading to operational issues? 
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PROFIT MARGINS PEAKING? 
With considerable margin pressure ahead, we expect RLM’s to peak in 4Q13. 
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PROFIT MARGINS PEAKING? 
Food inflation, labor inflation and declining traffic suggest that the trend of higher margins are over.  Taking 
aggressive pricing is a big risk! 
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OPERATING EXPENSES BOTTOMING? 
“One of the most significant considerations for us next year is food cost.  The limited availability and cost of shrimp has been fairly well 
publicized across the restaurant industry in recent months.  We are not immune to this supply issue and expect the current higher cost 
from shrimp and to a lesser extent from salmon, could impact our earnings per share next year by as much as $0.07 to $0.10.” 
 
“We believe that we will be able to offset some of this pressure with slightly higher pricing, balancing our need to protect guest 
traffic and margins.   As a result, we factored in a net of about $0.04 to $0.07 into our 2014 earnings per share sensitivity.” 
 

- Davin Overton, Chairman and CEO on the 3Q13 earnings call 
 

 
 

“We believe too much pricing might impair our ability to grow guest traffic, particularly in what we see as a lackluster consumer 
spending environment.” 
 

- Douglas Benn, Executive VP and CFO on the 3Q13 earnings call 
 
  
 
HEDGEYE: Seafood inflation concerns have been widely publicized and the street has taken this into consideration in their 2014 earnings 
estimates.  We estimate shrimp and salmon only compose about 10% of CAKE’s commodity basket.   
 
We believe the rise in dairy prices was unforeseen and, making up a larger part of CAKE’s commodity basket, management will be forced to 
address this issue on the 4Q13 earnings call and guide down 2014 numbers. 
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OPERATING EXPENSES BOTTOMING? 
“…we would like to get obviously back to positive guest traffic.  And our strategy remains focused on what we’re best in class, and 
that’s on food and on service and on providing a spectacular ambience for our guests.” 
 
“There are some pretty significant minimum wage increases slated for the year, especially in California, where the minimum wage is 
going up from $8 an hour to $9 an hour in the middle of the year.  So right now, with respect to minimum wage and incorporated into 
that guidance we gave is between $2 million and $3 million of pressure… And that’s factored into the earnings sensitivity range.” 
 
“This next year, the Affordable Care Act is going to be in full force… one of the biggest uncertainties is our ability to estimate what 
choices our staff members are going to make, and we worked with an outside consultant who provided us with actuarial assumptions 
about the potential impact on next year, which is factored into our earnings sensitivity as well, and it’s higher than health costs were 
this year. 
 

- Douglas Benn, Executive VP and CFO on the 3Q13 earnings call 
 

 
 
HEDGEYE: Management has been cutting labor costs for several years in a row and with traffic declining, this trend will no longer be sustainable.  
Management is adamant on protecting the brand and not taking too much price to offset these pressures – a move that we actually admire.  
However, in order to drive traffic, they will need to reinvest in store operations to a much greater extent than prior years.   
 
Minimum wage increases and the ACA are additional headwinds for 2014, although we believe the street has accounted for these.  But, even if 
they are properly reflected in consensus estimates, they will still add additional pressure to the labor line in 2014 and become another obstacle 
for management to overcome. 



SENTIMENT 
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PEAK VALUATION 



HEDGEYE  35 

PEAK VALUATION 



HEDGEYE  36 

SENTIMENT 
Short interest has plummeted; buy ratings held fairly steady. 



THE BULL CASE 
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OUTPERFORMING ITS PEERS 
CAKE comparable sales have outperformed its casual dining peers since 2Q12, suggesting the company has 
been gaining market share.  However, we caution that same-store sales estimates for 4Q13 are too high. 
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INTERNATIONAL WHITE SPACE 
International expansion is a compelling , long-term story. 
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FINANCIALLY ROBUST 
CAKE is a financially sound company that generate strong FCF and has typically been generous to shareholders. 



FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 
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