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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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HEDGEYE  3 

HEDGEYE RESTAURANTS IDEA LIST 
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KEY POINTS 

STRONG BRAND POSITIONING 
Zoe’s is a fast casual concept serving a menu of fresh, wholesome Mediterranean-inspired meals.  In addition to being a 
first mover in the space, the brand primarily appeals to educated, affluent, and active females – a demographic that is 
traditionally difficult to capture.  With more than 70% of dining decisions in America made by women, Zoe’s is uniquely 
positioned for success. Zoe’s boasts an unparalleled catering program (16% of sales) that  drives, consumer trial, brand 
awareness, and mix and serves as a direct competitive differentiator versus peers. 

IMPRESSIVE EARLY STAGE PROFITABILITY 
ZOES has very impressive early stage profitability for a fast casual concept.  In fact, it’s the best we’ve ever seen.  Young, 
high growth restaurant concepts are typically not very profitable as they face significant investment costs in conjunction 
with efforts to achieve critical mass in individual markets.  Zoe’s was able to generate $120k in restaurant level EBITDA per 
store at only 84 units.  This is a level that took Chipotle 400+ units to reach.  In addition, at 102 stores, Zoe’s was achieving 
higher AUVs ($1.470mm) than both Panera ($1,274mm) and Chipotle ($1,056) did at 113 and 227 units, respectively. 

DISCIPLINED GROWTH STRATEGY 
Zoe’s has a focused, systematic approach to its new unit expansion strategy that separates it from its competitors.  Aside 
from stringent requirements, Zoe’s approach to new market expansion is refreshingly calculated.  The concept entered into 
one new market (Philadelphia) in 2013 and 2014 and plans to do the same in 2015 (Kansas City).  This rapid penetration 
approach drives brand awareness and benefits these new units as they ramp.  Management has pegged the long-term 
domestic potential of the concept at ~1,600 units, but the fashion in which they plan to get there is what stands out to us. 
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EXECUTIVE SUMMARY 
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• Zoe’s is a fast casual restaurant concept that serves a menu of fresh, wholesome, Mediterranean inspired dishes delivered 
with Southern hospitality. 

 

• Founded in 1995 in Birmingham, Alabama, Zoe’s has since grown to over 135 restaurants across 15 states in the U.S. 

 

• Zoe’s takes pride in selecting high quality ingredients that they wash, cut, and hand prepare in their kitchens daily. 

 

• Management views Zoe’s as a lifestyle brand that appeals to customers’ attitudes and emotions. 

 

• The brand has wide appeal, but is particularly appealing to women, a demographic that represents more than 70% of its 
customer visits. 

 

• Typical customers are affluent, educated, and lead active lifestyles. 

 

• Strong value proposition with a $9.98 average check. 

 

• Impressive new unit economics that typically exceeds ~18% restaurant level margins and 30%+ cash-on-cash returns by year 
three. 

 

 

ABOUT ZOËS KITCHEN 

Sources: Company Filings 
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FINANCIAL SUMMARY 

Sources: Hedgeye Research, Bloomberg  
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ZOES RELATIVE UNDERPERFORMANCE (1M, 6M) 

Sources: Hedgeye Research; Bloomberg  
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CONSENSUS RESTAURANT GROWTH 

Sources: Hedgeye Research; Company Filings 

Zoe’s has grown its 
restaurant base by 
~30%+ each of the last 
six years and intends to 
grow by ~20%+ for the 
next few. 
 
Importantly, Zoe’s 
financials will benefit as 
its growth rate slows due 
to its larger restaurant 
base. 
 
New units typically 
generate AUVs of $1.1 
million in year one and 
grow past $1.3mm by 
year three. 
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CONSENSUS SAME-STORE SALES GROWTH 

Sources: Hedgeye Research; Company Filings 

Consensus is modeling in 
an appreciable 
deceleration in same-
store sales growth that 
we believe could prove 
overly conservative. 
 
Given the effort to make 
dinner a larger % of the 
sales mix and a best-in-
class catering program, 
management has the 
levers in place to sustain 
considerable same-store 
sales momentum. 
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CONSENSUS AVERAGE UNIT VOLUME GROWTH 

Sources: Hedgeye Research; Company Filings 

Another metric the street 
is modeling 
conservatively is AUV 
growth.  
 
We expect to see steady 
improvement in AUVs as 
the recent onslaught of 
newer stores ramp to 
critical mass, and new 
units become a smaller % 
of the overall base. 
 



STRONG BRAND POSITIONING 
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SEASONED GROUP OF EXECUTIVES 

Sources: Company Filings; Bloomberg  
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

VIBRANT LEADERS 

KEVIN MILES, PRESIDENT & CEO 

Kevin Miles originally joined ZOES in 2009 as Executive VP 
of Operations before being promoted to CEO in late 2012.  
He previously held various positions at LA Madeleine Inc, 
Baja Fresh Mexican Grill, and Pollo Campero. 

JASON MORGAN, CFO 

Jason Morgan has served as CFO of ZOES since joining the 
firm in early 2008.  He previously served as CFO of Simplex 
Diabetic Supply and, prior to that, CFO of Video Gaming 
Technologies Inc. 

Sources: Company Filings; Bloomberg  



HEDGEYE  15 

A CATEGORY OF ITS OWN 

Sources: Hedgeye Research 
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MEDITERRANEAN FOOD 

THE HEALTH BENEFITS OF MEDITERRANEAN FOOD & DIET ARE WIDELY PUBLICIZED 

 

“Mediterranean Diet Keeps You Genetically Young.” – ZME Science (Dec. 3, 2014) 

 

“Mediterranean Diet Cuts Risk of Heart Disease Nearly in Half.” – CBS News (Mar. 5, 2015) 

 

“Mediterranean Diet Secret to Happy and Healthy Life.” – Guardian Liberty Voice (Mar. 8, 2015) 

 

“Modified Mediterranean Diets Also Good for Weight Loss.” – Reuters (Mar. 10, 2015) 

 

“More Evidence the Mediterranean Diet May Reduce Stroke Risk.” – Medscape (Mar. 12, 2015) 

 

“Is a Mediterranean Diet the Key to Avoiding Alzheimer’s?” – Gazette Inquirer (Mar. 25, 2015) 

 

Sources: Hedgeye Research 



“People who most closely followed a Mediterranean diet were 47% less likely to develop heart disease than 
those who did not closely follow the diet.  The researchers also found that sticking to a Mediterranean diet 
was more protective against heart disease than physical activity.” 
– CBS News (Mar. 5, 2015) 
          -- 
 
“This follows a decade of study into this diet and Alzheimer’s on 1000 people, the results of which showed an 
impressive 53% reduction in their risks of developing the disease, and the new recommendation is to follow 
the MIND diet – the Mediterranean DASH Intervention for Neurological delay.” 
– Gazette Inquirer (Mar. 25, 2015) 
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MEDITERRANEAN FOOD 

GROWING CONSUMER INTEREST IN MEDITERRANEAN FOOD 

 

 

Sources: Google Trends 
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SECULAR EXPANSION 

Sources: Hedgeye Research; OECD 
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SECULAR STAGNATION 
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ZOE’S GROSS SALES MIX 

Sources: Hedgeye Research; Company Filings 

This balanced 
dine-in/take-out mix, in 
addition to a strong 
catering business, gives 
Zoe’s the potential to 
deliver best-in-class 
AUVs. 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

ZOE’S DAY PART MIX 

2014 DAY PART MIX TARGETED DAY PART MIX 

Sources: Hedgeye Research; Company Filings 

 ZOE’S BALANCED DAY PART MIX IS A COMPETITIVE STRENGTH AND A CONCERTED  EFFORT 
 TO GROW THE DINNER BUSINESS SHOULD DRIVE AVERAGE CHECK AND HELP  IMPROVE  
 AUVS 
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FAST CASUAL AVERAGE CHECK 

. 

Zoe’s has a reasonable average check, particularly given the quality of its food, when compared to other competitors which gives it 
the ability to take price increases in the future. 

Sources: Hedgeye Research; Restaurant Research 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

SOCIAL MEDIA PRESENCE 

TWITTER FOLLOWERS PER STORE  

SHAK has a dominant social media presence compared to 
other emerging fast casual restaurant brands. ZOES is a 
distant second, but is impressively positioned relative to 
others. 

TWITTER FOLLOWERS PER STORE 

ZOES, as a Mediterranean concept, may not have the name 
recognition of a better-burger concept centered in NYC, but it 
does have an impressive following.  We believe this speaks 
to the lifestyle brand positioning of the company. 

Sources: Hedgeye Research; Twitter 



IMPRESSIVE EARLY STAGE PROFITABILITY 
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FIRST CLASS NEW UNIT ECONOMICS 

Sources: Hedgeye Research; Company Filings 

Solid restaurant level 
margins in addition to 
best-in-class build out 
costs and cash-on-cash 
returns highlight ZOES’ 
new unit economics. 
 
We believe ZOES’ new 
units are exceeding 
these targets, driven by 
higher than expected 
year 3 AUVs. 
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AVERAGE UNIT VOLUMES 

. 

At 102 stores, Zoe’s was achieving higher AUVs ($1.470mm) than both Panera ($1,274mm) and Chipotle ($1,056) did at 113 and 227 
units, respectively. 

Sources: Hedgeye Research; Company Filings 
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EARLY STAGE PROFITABILITY 

Sources: Hedgeye Research; Company Filiings 

Zoe’s generated $120k in 
restaurant level EBITDA 
per store at only 84 units.   
 
This is a level that took 
Chipotle 400+ units to 
reach.   
 
In addition, at 102 stores, 
Zoe’s is achieving higher 
AUVs ($1.460mm) than 
both Panera ($1,274mm) 
and Chipotle ($1,056) did 
at 113 and 227 units, 
respectively. 
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PEER MARGIN ANALYSIS 

SIGNIFICANT LEVERAGE UNREALIZED  

We believe ZOES will realize significant leverage as it continues to grow it AUVs, particularly on the Other Expenses, G&A, and D&A 
lines, ultimately pushing operating margins materially higher. 

Sources: Hedgeye Research; Consensus Metrix 



DISCIPLINED GROWTH STRATEGY 
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RESTAURANT LOCATIONS 

Sources: Hedgeye Research; Company Filings 
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SUCCESS IN DISPARATE MARKETS 

At the end of 2014, Zoe’s 
operated 135 restaurants 
across 15 states. 
 
As of year-end 2013, 
Zoe’s top 20 restaurants 
by revenue were located 
in seven different states, 
showing the widespread 
appeal of the brand. 
 
Importantly, Zoe’s has yet 
to penetrate the 
Northeast and West 
Coast, two regions we 
believe the concept will 
flourish in. 
 

Sources: Hedgeye Research; Company Filings 
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REAL ESTATE SITE SELECTION 

Sources: Hedgeye Research; Company Filings 



AVOIDING THE MISTAKES OF OTHERS 
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CHUY’S HOLDINGS 
 

 

 

 

 

“Our development in that year included nine new units in eight new markets located within six new 
states.  And because of the low brand awareness in these new markets, these units have been slower to 
reach our targeted new store metrics.”  
– Steven Hislop, President and CEO of Chuy’s on the 2Q14 earnings call 

 

          --   

 

As most of you know, the class of 2013 skewed heavily towards new markets, where we lacked the same 
level of brand awareness that we have in our existing markets.”  
– Steven Hislop, President and CEO of Chuy’s on the 4Q14 earnings call 
 
 
 

Sources: Earnings Calls; Bloomberg Transcripts 



HEDGEYE  36 

GROWING PAINS EXHIBIT A 

MARGIN DELEVERAGE 

Avg. LTM restaurant level margins have declined 284 bps since the end of 2012 
Avg. LTM operating margins have declined 213 bps since the end of 2012 

Sources: Hedgeye Research; Company Filings; Consensus Metrix 
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NOODLES & COMPANY 
 

 

 

“Brand awareness continues to be the largest barrier to trial and frequency for Noodles & Company.”  
– Keith Kinsey, President and COO of Noodles on the 3Q14 earnings call 
 
           -- 
 
“Brand awareness is ultimately what has distinguished our top performers from our lower performers and 
we’re going to be able to allocate a lot of the openings next year into some of those markets where right 
now our brand awareness is relatively low.”  
– Dave Boennighausen, CFO of Noodles on the 3Q14 earnings call 
 
           -- 
 
“Our 2015 development will be skewed a bit more towards new and developing markets compared to 
2014.” 
– Keith Kinsey, President and COO of Noodles on the 4Q14 earnings call 

 

 

 

 

 

 
 

Sources: Earnings Calls; Bloomberg Transcripts 
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GROWING PAINS EXHIBIT B 

MARGIN DELEVERAGE 

Avg. LTM restaurant level margins have declined 165 bps since the end of 2013 
Avg. LTM operating margins have declined 95 bps since the end of 2013 

Sources: Hedgeye Research; Company Filings; Consensus Metrix 
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POTBELLY CORPORATION 
 

 

 

 

 

“The legacy to new market opening mix will vary year-to-year as we move forward, but we will target our 
new unit development to be split evenly between new and legacy markets over time.”  
– Chris Talbot, former CFO of Potbelly on the 4Q14 earnings call 
 
           -- 
 
“If you go into a new market and you’re not as successful as you want in that first stage growth.  Instead of 
worrying about whether it’s a brand issue, we looked at the execution.  And so there are some things we 
should execute better on the real estate selection side, as well as running the shops better.” 
– Aylwin Lewis, Chairman, President, and CEO of Potbelly at the BoA Consumer & Retail Conference 

 

 

 

 

 

 

 
 
 
 
 

Sources: Earnings Calls; Bloomberg Transcripts 
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GROWING PAINS EXHIBIT C 

MARGIN DELEVERAGE 

Avg. LTM restaurant level margins declined 103 bps since the end of 2013 
Avg. LTM operating margins declined 101 bps since the end of 2013 

Sources: Hedgeye Research; Company Filings; Consensus Metrix 



HEDGEYE  41 

 

“I think for why we picked Kansas City, it’s contiguous to some of the other states that we’re currently in and it makes 
the most sense from a brand awareness standpoint and continues our momentum kind of up through the Midwest 
versus just jumping over Kansas City into Chicago or some other market like that.  So you’re going to see us really try to 
stay focused closer to markets where we are as we enter new markets.”  

– Jason Morgan, CFO of Zoe’s Kitchen on the 3Q14 earnings call 

 

          -- 

 

“Basically, the stores in new markets are performing back to what we have told you guys from the model standpoint.  So 
Philadelphia has been open a little over a year, first year has been at or exceeded that $1.1 million that we put out there 
for restaurant sales in the new market.  That’s really the only new market we’ve been in, in 2013 or 2014.”  

– Jason Morgan, CFO of Zoe’s Kitchen on the 4Q14 earnings call 

 

           -- 

 

“Again our goal would be that 75/25 which kind of constitutes about eight to nine new locations in a new market.  That 
said it’s probably going to be a little shy of that, at least how it’s shaping up right now which would point you to more 
openings in existing markets as it stands.  We might have something that we could report either second quarter or third 
quarter but nothing today that we can report on as far as additional new markets.”  

– Kevin Miles, President and CEO of Zoe’s Kitchen on the 4Q14 earnings call 

 

ZOES: AVOIDING THE MISTAKES OF OTHERS 

Sources: Earnings Calls; Bloomberg Transcripts 



LEVERAGEABLE OPERATING MODEL 
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TOTAL REVENUES 

Sources: Hedgeye Research; Consensus Metrix 
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SAME-STORE SALES 

Sources: Hedgeye Research; Consensus Metrix 
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EARNINGS PER SHARE 

Sources: Hedgeye Research; Consensus Metrix 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

COST OF SALES & LABOR COST 

COST OF SALES (AVG LTM) LABOR COST (AVG LTM) 

Sources: Hedgeye Research; Company Filings 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

STORE OPERATING COSTS & RESTAURANT LEVEL MARGIN 

STORE OPERATING COSTS (AVG LTM) RESTAURANT LEVEL MARGIN (AVG LTM) 

Sources: Hedgeye Research; Company Filings 



HEDGEYE  48 

OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

G&A COSTS & OPERATING MARGIN 

GENERAL & ADMINISTRATIVE (AVG LTM) OPERATING MARGIN (AVG LTM) 

Sources: Hedgeye Research; Company Filings 
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MARGIN ANALYSIS 

Sources: Hedgeye Research; Consensus Metrix 
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EPS ESTIMATES 

FY16 earnings estimates 
have consistently grown 
over time as the vitality of 
the concept continues to 
prove out. 
 
We believe this chart also 
reflects the (rightfully) 
conservative nature of 
management given the 
struggles its public 
market peers have faced 
due to high expectations. 

Sources: Hedgeye Research; Bloomberg 



VALUATION & SENTIMENT 



HEDGEYE  52 

VALUATION 

Sources: Hedgeye Research; Bloomberg 
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SELL-SIDE RATINGS 

Sources: FactSet 



HEDGEYE  54 

SHORT INTEREST 

Sources: FactSet 



KEY RISKS 
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WHERE WE COULD BE WRONG (RISKS) 

There are several risks to 
our thesis that could 
negatively impact ZOES 
shares over the 
intermediate-term. 

 

• Our outlook is highly dependent on management’s ability to execute on its unit expansion 
program. 

 

• The delivery of below consensus same-store sales could have a negative impact on the 
stock. 

 

• Any deterioration in the macro environment (employment, wages, confidence, etc.) could 
have a material negative impact on all restaurant stocks, particularly those with premium 
valuations such as ZOES. 

 

• Significant unforeseen increases in food costs, labor costs, and health care costs could 
negatively affect ZOES margins. 
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FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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