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Company Background:

· The Cheesecake Factory Incorporated operates 57 upscale, full-service, casual dining restaurants under The Cheesecake Factory mark in 20 states.  Total restaurant sales represented 92.7% of sales for fiscal 2001 (includes Grand Lux.) 

· The Company operates two upscale casual dining restaurants under the Grand Lux Cafe mark in Los Angeles, California and Las Vegas, Nevada; one self-service, limited menu "express" foodservice operation under The Cheesecake Factory Express mark inside the DisneyQuest family entertainment center in Orlando, Florida; and a bakery production facility.  
· The Company licenses three bakery cafes under The Cheesecake Factory Bakery Cafe mark to another foodservice operator. 
· The restaurant menu consists of approximately 19 pages and features approximately 200 items including appetizers, pizza, seafood, steaks, chicken, burgers, specialty items, pastas, salads, sandwiches and omelets. 
· Dessert sales represented approximately 15% of total restaurant sales for fiscal 2001, 2000 and 1999. The sale of alcoholic beverages represented approximately 13% of total restaurant sales for fiscal 2001, 2000 and 1999.
· The Company's operations originated in 1972 as a producer and distributor of high quality cheesecakes and other baked desserts. The creation, production and marketing of quality cheesecakes and other baked desserts remain a cornerstone of its brand identity. At its bakery production facility in Calabasas Hills, California, the Company produces approximately 50 varieties of cheesecake based on its proprietary recipes.       

· Employees: 12,350
· Sent Investor’s Packet within 3 days of request
· Nearest Location: Southdale Mall, Edina, 952-653-3333
Financial Highlights:

· Analysts expect earnings per share of $1.00 and growth to $1.24 for next year

· Since the IPO in September 1992, the stock price has grown an approximate 27% compounded annual growth rate.
· 4th time the stock split was a 3-for-2 in fiscal 2001.  

· No debt

· Next earnings announcement due in October 

News:

September 24 - Cheesecake Factory Inc. blamed a recall of a batch of tainted desserts on contaminated water in a whipping cream machine, pronounced the problem fixed and said it hadn't lost any food-service customers as a result.  But President and Chief Executive David Overton said that while Darden Restaurants Inc. had temporarily halted use of Cheesecake items in its restaurants, "we are both working aggressively to get (that business) back."  In early August, Cheesecake announced a voluntary recall of one lot of chocolate raspberry cheesecakes made for Darden's Olive Garden chain, citing potential listeria contamination.  No illnesses tied to consumption of any tainted product were reported.  Asked at a Banc of America Securities investors' conference about the episode, Overton said that while the whipping cream machine is tested daily for cleanliness, rinse water somehow backed into parts of the machine that aren't always used and resulted in contamination.  "That is why one batch got out," Overton said. "We have re-piped that machine. . . . We have gone over every single possible thing that could happen."  As part of new safeguards, two Cheesecake employees will have to sign product releases. The company also hired a "czar of sanitation," the CEO said. 
September 12 - The Cheesecake Factory Incorporated announces the opening of two Cheesecake Factory restaurants this week.  The Company opened its 53rd Cheesecake Factory restaurant on Monday, September 9, 2002 in Summerlin, Nevada, a suburb of Las Vegas. The 280-seat, 10,800 square foot restaurant is located at The Shops at Boca Park. Additionally, the 54th Cheesecake Factory restaurant will open in Ft. Lauderdale, Florida this evening. This 240-seat, 11,000 square foot restaurant is located adjacent to the newly expanded Riverside Hotel. 

February – Captured a prestigious Platinum award from the “Choice in Chains” survey conducted by Restaurants and Institutions magazine.  (Survey included 3000 consumers)  The restaurant received the top overall score in the dinnerhouse category and also earned the top score for menu variety and food quality for all restaurant concepts surveyed.

Management:

· Insiders own 9%

· CEO: David Overton co-founded the Company’s predecessor with his parents. He has served as the Company’s Chairman of the Board, President and Chief Executive Officer since its incorporation in February 1992.
· Youngest age of executive officers is 45 and no common last names

· Youngest age of Board of Directors is 55 (CEO, David Overton)

Outlook:

· Leader in casual dining (casual dining is a $47B segment with estimated CAGR of 6-8% over next 10 years)

· User group (45-65 year olds) is increasing in size

· Occasions of dining away from home are increasing

· In the middle of the average check per meal range ($15-16)

· Still in the relatively early stages of national development plan, with potential room for at least 200 full-service restaurant locations domestically.  (Currently only 57 are open)

· Only in 25% of 100 metro areas with restaurant sales of $250MM each

· “Batting 1000 for successful restaurants” – CEO at last analyst conference

· Additional notes from 10/1 Conf. Call:

· Goal of 25% revenue growth over next several years, driven primarily by new restaurants

· Expect to increase operating margin to 12% which puts them in the upper quartile of “company-run” operations (as opposed to franchise)

· Plan to open 9-12 per year

· From “Beating the Street,” by Peter Lynch:

· “A restaurant chain, like a retailer, has 15-20 years of fast growth ahead of it as it expands”

· “What continues to separate the triumphs from the flops among the restaurant chains is capable management, adequate financing, and a methodical approach to expansion”

· Key factors are growth rate, debt, and same store sales

Competition: Includes restaurant chains like Brinker, Darden, Yum, McDonalds, etc.  For comparison, I’ve listed some key metrics on the competitor’s I’m familiar with.

	Company
	2001 Sales Growth over 2000
	2001 Net Profit Growth over 2000
	2001 EPS Growth over 2000
	Debt as % of Capital
	2001 Avg. P/E

	Applebee’s
	8%
	10%
	13%
	8
	15.4

	Brinker
	15%
	23%
	21%
	33
	17.6

	Darden
	9%
	14%
	22%
	37
	13.6

	Outback
	12%
	0%
	1%
	1
	15.5

	Yum
	-2%
	-9%
	-11%
	86
	13.1

	CAKE
	23%
	22%
	23%
	0
	34.6


Risks:

· Economic downturn in consumer spending (hasn’t happened yet)

· Increases in cost of commodities (fresh produce, meat, etc.) (they feel good about their position)
· Not diversified among a variety of restaurants (like Brinker, Darden, and Yum, for example)

Judgments:

· Earnings (%) 
2002

2003

Last 5

Next 5
Multex
     
25%

24%

27%

25%


Valueline
25.3%

24%

27%

23%

CAKE 

26.6%

24%

29.8%

25%


Industry
19.1%

16.7%

NA

13%


· Est. future earnings (%):  capped at 20% (last 5 year average was 30%)

· Est. future Sales (%):  capped at 20% (last 5 year average was 23%)

· EPS:  Used next 4 quarter estimate of 1.09 (22.5%) (Value Line)

· PE:    
High PE: 45.9



CAKE: 30.4 (ttm)        




Low PE: 18.3



Industry: 16.3 (ttm)

Recommendations:

· 6 Brokers – Strong Buy

· 2 Brokers – Buy

· 7 Brokers – Hold

· 1 Broker - Sell

· I recommend a buy

