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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.  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 details please refer to the appropriate sections of the Hedgeye Services Agreement and the 
Terms of Use at www.hedgeye.com 
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KEY POINTS 

A MISGUIDED VISION 
The issues at Darden will never be fixed unless the company’s vision changes.  Management’s 
current fiscal year outlook and plans for the future are not significantly different from the failed 
strategies of the past.  The ill-advised sale of Red Lobster has only solidified this point. 

LACKING FINANCIAL DISCIPLINE  
Since taking over as CEO, Clarence Otis’ vision for the company has led to a material erosion in 
profitability.  This past fiscal year was a complete disaster. 

A UNCERTAIN OUTLOOK 
More importantly, management’s outlook lacks clarity on how this company will emerge as a 
well-positioned casual dining chain.  In fact, we think Darden will struggle to maintain its dividend 
over the coming years. 
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A MISGUIDED VISION… 
• Management failed to see the onset of a secular change in the casual dining industry back in 2006. 

 
• Since becoming CEO, Clarence Otis has insisted on accelerating capital spending and new unit growth in the face of an 

industry downturn. 
 

• A lack of financial discipline has led to an overleveraged balance sheet. 
 

• EPS from continuing operations was $1.38 in FY14, down 23% from $1.80 in FY05 when Otis became CEO of the company.  
Darden has spent more than $4.3 billion in capital expenditures and $1.8 billion in acquisitions over this period. 
 

• The FY14 strategic plan the company has come up with (after being pushed by activists Starboard and Barington) has led to 
further erosion in shareholder value. 
 

• On the surface, management’s FY14 strategic plan looks like it is geared toward building a future, but the details suggest it’s 
similar to the failed practices of the past. 
 

• The Board and management have taken a bad situation and made it worse.  Normally, when activists get involved, clearer 
heads prevail – to the benefit of all shareholders.   
 
 
 



HEDGEYE  5 

…RESULTS IN POOR OPERATIONS  
• The most successful restaurant CEOs (Schultz of SBUX, Cantalupo of MCD, Brooks of EAT) that 

have revived broken concepts recognized the need to devote 100% of the firm’s resources to 
reestablishing the core business. 

 

• These CEOs recognized that capturing incremental market share came from fixing, not 
growing, the existing asset base.  This is, unquestionably, the biggest source of shareholder 
value creation. 

 

• Management has burned more than $400 million in shareholder capital by remodeling Red 
Lobster over the last five years, yet the chain continues to post some of the worst trends in 
casual dining.  The recent sale of Red Lobster will result in a permanent impairment in the 
earnings power of the company. 

 

• Darden generates the lowest return on assets, equity and the lowest operating margins of its 
casual dining peer group. 

 

• Olive Garden has been the worst performing national casual dining chain for the last five years. 

 

• As a result, the stock has underperformed its peer proxy restaurant group by 32.6%, 102.1% and 
256.5% over the last 1, 3 and 5 years, respectively. 

 

Chairman and CEO 
Clarence Otis believes 
creating a broad-based 
portfolio of brands is the 
right way to create value. 
 
This has proven to be a 
failed strategy in the past. 
 
CEO Clarence Otis 
disagrees with a “focus on 
the core” philosophy. 

Source: Bloomberg, Hedgeye Estimates 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

FAILURE TO ADAPT TO INDUSTRY TRENDS 
Slide 7 of the company’s latest investor presentation exemplifies how disconnected management is from 
industry trends.  Industry sales trends have been slowing for years.  Comparable sales have declined in 6 out of 
the last 8 years and traffic has declined in 8 out of the last 8 years. 

Source: Darden Investor Presentation, Knapp Track Data 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

A LACK OF FINANCIAL DISCIPLINE 
The current management team has demonstrated a significant lack of financial discipline by levering up the 
company through aggressive unit growth, share repurchases, and overpaying for acquisitions.  This is 
highlighted by the company’s need to strengthen its credit profile with proceeds from the Red Lobster sale. 

Source: Darden Investor Presentation 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE GROWTH MYTH 
The biggest myth about Darden is that the Specialty Restaurant Group is a collection of growth concepts that 
reflect the future of the company.  In fact, it’s not clear to us that the growing SRG revenues by more than $1.0 
billion over the next five years will actually create value. 

Source: Darden Investor Presentation 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

LACKING INCREMENTAL RETURNS 
The excessive capital spending and limited operating performance has destroyed shareholder value. 
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DESTROYING VALUE 
Management’s idea for maximizing shareholder value is permanently giving away 
significant earnings power.  We, clearly, don’t share this view. 
 
 

The sale of Red 
Lobster permanently 
impairs the earnings 
power of Darden and 
fails to create any 
value for shareholders.   
 
It also fails to reduce 
the complexity of 
running a multi-brand 
portfolio. 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE MISGUIDED VISION CONTINUES 
Cash flows can cover the dividend in FY15 due to limited spending on Olive Garden remodels and a one-time 
benefit to cash flows.  A significant ramp in Olive Garden remodels in FY16 suggests the company can’t support 
the dividend without increasing leverage. 

Source: Darden Investor Presentation, Hedgeye Estimates 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

UNREALISTIC EXPECTATIONS 
1. Mid-to-high single digit sales growth is unachievable and is part of the failed strategy of the past. 
2. Low-to-mid teen annual operating profit growth suggests operating leverage, which is also inconsistent with past results. 
3. $350 million+ annual return of capital to shareholders is not supported by future free cash flow generation. 

Source: Darden Investor Presentation 
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