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• We are initiating coverage of Chipotle with a Buy rating and a $53 price target. The result of our DCF 
and EVA models, as well as an analysis of its peers, suggests that the company offers upside potential 
to investors.  

• Since its founding in Denver in 1993, the company has grown throughout the US. Most of the growth 
has come since its purchase by McDonald’s in 1998, and from 2002 through 2005, it has grown same-
store sales (SSS) and units at a double digit rate.  

• Given its history, as well as its positioning within fast casual, we believe that the company can meet 
its expectations for SSS growth (low to mid single digits) as well as double digit unit growth in 2006 
(80-90 new units) and beyond.  However, we estimate that if the company enters a low-growth sce-
nario instead, it would be valued around $40– approximately 15% below its current price. 

• Factors that would cause us to be incrementally more optimistic on the company include accelerated 
SSS and unit growth, leverage on fixed costs, decreased unit ramp-up time and less than expected 
dilution from stock options.   

• The company could also face headwinds should it not meet guidance, lower its growth outlook, suffer 
procurement issues, or have uncertainties arise around its tax issue.  

• Given these factors, we believe that the company could appreciate more than 15% over the next 12 to 
15 months. At current levels, Chipotle commands a premium valuation, but one that is in-line with its 
high-growth peers. Thus, though there is significant risk inherent in this highly valued IPO, we believe 
in the company’s growth estimates, as well as its potential ability to improve margins and increase 
growth beyond our expectations.  
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EPS Estimates (Before SFAS 123)

FY Date 1Q 2Q 3Q 4Q EPS EOY P/E

2005 $0.00 $0.00 $0.00 $0.00 $1.38 E 31.9x

2006 $0.00 E $0.00 E $0.00 E $0.00 E $1.27 E 38.9x

*See page 13 for estimates including SFAS 123. 2005E excludes any tax benefits.

Source: Onboard Consulting Estimates

ROA 8.4%

ROE 9.7%

ROIC 7.5%

BV Per Share $14.47

Debt to Cap 0.0%

2006E

Price $45.48

Market Cap. 1650.1m

52wk Range $39.51-$49.30

Div. Yld. 0.0%

New: Buy

Old: None

Price Target

New: $53

Old: None
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About the company. Chipotle operates a chain of 486 restaurants in 
the “fresh mex” sector of the rapidly growing fast casual market seg-
ment. The company was founded in Denver in 1993, and was pur-
chased by McDonald’s in 1998. With McDonald’s as the financial 
backer and management’s mentor, Chipotle’s goal has been to supply 
full service restaurant food with the service of a fast food establish-
ment. 

The main theme of the stores is to serve “food with integrity”. This 
concept entails using high-quality ingredients and traditional cooking 
techniques in the preparation of their menu items. Suppliers to the 
company are expected to know the source of their food, with the em-
phasis on naturally raised meat and organic vegetables being a driver 
for the individuality of the concept. 

Chipotle believes that the importance of training their employees to 
better execute and serve customers is in keeping with the vision of 
the company. The design of the stores with the open kitchen concept 
has helped promote the theme of Chipotle by influencing customers 
to spread the word about the food quality and service in the stores. 
The design and layout of the restaurant is an additional driver since 
no two restaurants are designed the same. Store design emphasizes 
the concept of space efficiency and basic materials. 

Management is heavily weighted with former McDonald’s executives, 
as would be expected with McDonald’s currently holding a majority of 
the voting stock. However, many who were with the company before 
its purchase by MCD, including founder Steve Ells, are still with the 
company. 

Chipotle’s “Food with integrity,” word of mouth advertising, and a 
solid management team should continue to drive new store openings. 
Additionally, the concept of a limited menu of high-quality items and 
superior service should continue to please patrons who closely follow 
the company. 

 

Segments, menu, marketing and store development. Chipotle’s 
business is divided in to 2 distinct parts: company and franchise op-
erations.  

1. Company operations- Company restaurant sales are the pri-
mary source of revenue for this segment. Restaurant expenses 
include, food, insurance, labor, utilities, rent and other real 
estate related costs. As sales have increased, and manage-
ment has introduced more cost savings policies, margins have 
expanded from an operating loss to a 6.5% profit in 2005E 
(Figure 1). 

Overview 
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Figure 1. Estimated margins  

 

Part of its increased sales comes from the use of its natural 
ingredients, such as its free range pork. These items are pro-
moted through its “Food with Integrity” slogan, which empha-
sizes “raw ingredients that you can be proud of,” from the or-
ganic beans to beef that it procures. Currently, all of its stores 
serve free range pork, 43% serve natural chicken, and 32% 
serve natural beef. Though these products may cost more, it 
has been able to regain lost margin by taking a price increase 
(such as $1 for pork and $0.25 for chicken) when it initially 
offered these items.  

Similarly, Chipotle has a streamlined menu and has the ability 
to (mathematically) produce over 65,000 items with its cur-
rent ingredient set. Its menu started out in 1993 offering only 
burritos and tacos, and remains simple today. The company 
opportunistically looks to add new products without expanding 
its inputs. Two successful products they launched with this 
strategy were its burrito bol and a salad. To prepare for the 
day, the staff cooks its meats and seasons its food using tradi-
tional cooking methods and every employee, including the 
manager, spends their first three weeks on the job learning 
how to perform these activities. 
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2002 % Chg. 2003 % Chg. 2004 % Chg. 2005 % Chg. 2006E % Chg.

Company Unit Margin 10.76% NM 15.12% NM 16.35% 123 bp 19.54% 319 bp 21.13% 159 bp

Food 33.19 (125) bp 33.41 22 bp 32.90 (51) bp 32.90 0 bp 32.90 (0) bp

Labor 32.62 (244) bp 29.94 (268) bp 29.77 (17) bp 27.81 (196) bp 27.00 (81) bp

Occupancy 9.18 24 bp 8.14 (104) bp 7.72 (42) bp 7.40 (32) bp 7.17 (23) bp

Other 14.61 (180) bp 13.86 (75) bp 13.72 (14) bp 12.74 (98) bp 12.11 (62) bp

Gross Margin 10.72 NM 15.05 NM 16.28 123 bp 19.47 319 bp 21.06 160 bp

G&A Expense 12.61 (311) bp 10.84 (177) bp 9.53 (131) bp 7.95 (158) bp 7.95 0 bp

Deprec iation and Amort. 5.50 (113) bp 4.78 (72) bp 4.63 (15) bp 4.36 (28) bp 4.14 (21) bp

Preopening Costs 0.50 (121) bp 0.52 2 bp 0.47 (5) bp 0.27 (20) bp 0.25 (2) bp

Operating Margin (8.62) NM (2.51) NM 1.30 381 bp 6.51 NM 8.46 195 bp

Interest Expense (Inc.) (0.17) 38 bp (0.07) 10 bp (0.00) 7 bp (0.94) (94) bp (0.94) 0 bp

Pretax Margin (8.45) NM (2.44) NM 3.60 NM 7.45 386 bp 9.41 195 bp

Net Margin (8.45) NM (2.44) NM 3.60 NM 7.45 386 bp 6.07 (139) bp

Source:  The company and Onboard Consulting estimates.
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Turning to store development, each restaurant is uniquely de-
signed to its area of operation and costs about $906,000 to 
build-out (Figure 2). Most units operate under operating 
leases, have a high sales to investment ratio of 1.3x, and a 
cash on cash return of about 19.2%. The highest unit growth 
count the company has achieved was 104 in 2004, and it only 
reached this level with the help of McDonald’s real estate staff. 
In 2005 it opened 80 stores and we expect it to open 92 in 
2006. In the future, we anticipate Chipotle will increase its de-
velopment staff greatly with its IPO funds, so that it has room 
to rapidly grow its units.  

 

Figure 2. Chipotle’s stores are unique to their surroundings and have 
a high sales-to-investment ratio, but a below average ROI 

 

 

 

2. Franchise operations- The company has 8 franchised stores, 
which only generated less than 1% of revenue in 2005E. The 
franchisees of these stores also own McDonald’s, and are re-
stricted by their franchisee agreements to a 10 year term. If 
McDonald’s no longer is a majority shareholder of CMG, then 
the franchisees must forfeit their McDonald’s franchise, or sell 
their Chipotle restaurants to retain their MCD franchise. Con-
sidering that the company has stated that franchising is not an 
important part of its current strategy, we expect the company 
to take back these stores when the franchisee agreements al-
low them to do so.  

 

Further, we believe that the company’s core competency is not 
in franchising . Much like SBUX, the company’s ownership of 
its stores allows the company total control over the implemen-
tation of the company’s initiatives and should help manage-
ment grow the unit base. However, as the company matures, 
it can use this ownership strategy to add value to share-
holder’s through franchising a portion of the system.  

 

(in thousands) Cost

$26

$880

$906

Free Standing $1,200

In- line/End Cap $700

Expensive Areas $1,300

1.30x

Cash on Cash ROI 19.2%

Source: The company and Onboard Consulting Estimates
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“We expect 

Qdoba and 

Moe’s to be 

Chipotle’s 

greatest 

competition 

going forward” 

Competition Overview. Chipotle operates in the fast casual seg-
ment of dining. Stores in this segment often prepare the food in front 
of the customer and use less packaged ingredients. Check averages 
from $7 to $10 and other companies in their sector of fast casual 
(called fresh mex) include Rubio’s, Del Taco, Qdoba, and Moe’s 
Southwestern Grill. Some of the qualities that distinguish Chipotle 
from its competition are its “food with integrity”, bilingual employees, 
and differentiated restaurants that create a space for people to meet. 
In terms of system-wide sales in the Mexican segment, Chipotle is 
the largest fast casual player and only trails Taco Bell for the overall 
title in QSR Magazine’s Annual Ranking (Figure 3). In the future, we 
believe that Chipotle will extend its lead over the closest competition 
due to taking share from casual dining (due to its lower price point, 
but similar offering) and poor execution among its closest peers (Del 
Taco was recently bought, Baja Fresh was written down by Wendy’s, 
and Taco John’s unit growth ~1.7%). However, we expect Qdoba and 
Moe’s to be Chipotle’s greatest competition going forward- as they 
both continue to expand their unit base, offerings and sales. 

 

Figure 3. QSR Magazine’s Top 50 Chains for 2005 

 

Valuation 
We valued the company through our EVA and DCF models, as well as 
looking at comparative multiples. Based on these analyses, we value 
the company at $53 per share based on the average of these results.  

1) Examining our DCF and EVA models. Our Discounted Cash 
Flow (DCF) model yields a share price of $43, and our Economic 
Value Added (EVA) model yields a value of $63. 

To get to these values, we modeled assumptions based on historical 
trends, as well as management’s outlook. We believe our estimates 
represent a realistic case based on our assumptions, which include: 

 

          

  QSR 
50 

Chain 2004 Sys-
temwide 
Sales ($M) 

  

  5 Taco Bell $5,700.0    

  34 Chipotle $480.0    

  35 Del Taco $472.0    

  47 Baja Fresh Mexican $305.0    

  55 Taco John's $234.1    

     Source:  QSR Magazine   

Copyright 2006, Onboard Consulting 
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• Continued growth in SSS and units. The company has guided 

towards expanding SSS by in the low to mid single digits, and in-
creasing its store base by 80-90 units in 2006. We believe in man-
agements near-term outlook given it opened at least 75 stores in 
the past three years, and SSS during that time period grew at a 
double digit rate. Looking ahead, we have modeled 15% unit 
growth (consistent with management’s 2005 to 2006 guidance for 
growth) and a declining SSS rate that starts out at 6.0% in 2006. 

• The company will not buy shares to offset dilution and not 

issue a dividend. As part of its pre-IPO status, stock options 
were awarded to various people in management, as well as to its 
employee stock ownership plan. We estimate that approximately 
900K exercisable shares were outstanding at its IPO, and 153K 
additional shares will be exercisable in 2006. In addition, the com-
pany registered an additional 2.4m shares to issue under stock 
incentive plans and arrangements. Thus, our model incorporates 
this data, and assumes that 300k shares a year will run-off. We 
also expect the company to restrict future awards, and, consistent 
with a growth company, use cash to grow the business instead of 
buy-back stock. 

• G&A expenses will grow at a consistent rate. Another vestige 

from its former parent is the back office infrastructure. Currently, 
the company has a multi-year service contract with MCD to main-
tain these services. The cost of this contract is approximately 
$10m-$11m, and we believe that this price reflects the historical 
trends the company has booked to G&A. Given this situation, we 
expect the company to gradually move towards developing its 
own back office. 

Along with these moves, we expect the company to expand G&A 
spending to increase staff in key areas such as Development and 
Marketing. We note that the company has increased marketing 
expenses about 24.6% a year since 2001, and believe that it will 
shift from its word of mouth strategy to a more conventional ad-
vertising to the markets it has built out. Turning to development, 
we believe that it is currently restricted from growing units be-
yond 90 or so units a year due to staff limitations. Though the 
company built 104 units in 2004, it leveraged the site develop-
ment capabilities of MCD’s staff. This growth is 24 more than its 
own staff could develop in 2005, and 31 more than 2003’s 73 unit 
development. To further support for our idea, the chains CEO 
mentioned in its road show that "We'll only add restaurants as 
fast as we can find terrific real estate and top-performing manag-
ers" (Reuters). 
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In an effort to quantify the G&A growth we could expect, we looked 
at the differences between a slower unit grower (MCD) and a fast one 
(Starbucks when it was at a similar position as Chipotle is now) 
(Figure 4). The results illustrate that there is a quantifiable effect- the 
faster unit growers seem to have a reactionary G&A expense growth 
that lags its unit growth by a year. This effect mirrors Chipotle’s re-
sults (we believe that the company restricted G&A growth in 2005 
ahead of its IPO) and compares to McDonald’s that don’t have this 
kind of observable pattern. As a result, we incorporated this kind of 
growth pattern into our model and will watch to see if it happens.  

 

Figure 4. G&A expense seems to lag unit growth by a year for rapid growth 
companies 

 

 

• Other areas of interest: 

o The company will remain profitable. In the past, 
the company incurred a significant tax asset from the 
losses it experienced. Despite these losses, the com-
pany has posted positive Operating Income by our 
model since 2004. Given the clean post-IPO tax slate, 
we expect Chipotle to remain profitable and build a de-
ferred tax liability.  

McDonald's

2000 2001 2002 2003

SSS 1.0% 0.1% (1.5%) 6.2%

Unit Growth 23.2% 9.5% 7.4% (0.5%)

Growth in New Units 10.7% (13.7%) (2.1%) (7.9%)

G&A Expense Growth 7.4% 4.7% 3.1% 7.0%

Sales Growth 1.1% 1.1% 2.2% 10.7%

Starbucks

1995 1996 1997 1998

SSS 9.0% 7.0% 5.0% 5.0%

Unit Growth 38.8% 47.7% 36.8% 28.2%

Growth in New Units (14.6%) 8.8% (10.9%) (8.6%)

G&A Expense Growth 43.4% 30.1% 53.4% 35.8%

Sales Growth 62.0% 49.0% 38.8% 32.4%

Chipotle

2002 2003 2004 2005E

SSS 17.0% 24.4% 13.3% 8.7%

Unit Growth 33.5% 34.2% 35.5% 19.6%

Growth in New Units (21.9%) 0.7% 1.3% (14.0%)

G&A Expense Growth 24.7% 32.5% 31.1% 10.7%

Sales Growth 55.3% 54.0% 49.2% 32.7%

Source: The companies and Onboard C onsulting Estimates

Copyright 2006, Onboard Consulting 
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o The company will reverse its sale leaseback transac-
tions. In 2005, Chipotle completed 4 sale lease back 
transactions. They were not accounted for as a sale lease-
back due to the nature of the transaction, but the company 
did book a liability of about $2.4m. Given the cash infusion 
from the IPO, we expect the company to use cash to re-
verse these transactions in the near future.  

o The company will not incur serious damages from 
the theft of credit card data in 2004. Chipotle booked a 
one time loss reserve in 2004 to cover the potential loss 
exposure to the breach of its vendor’s credit card data. 
Through 2005, we estimate that the company used about 
$2.5m of the $4m reserve. Considering the nature of the 
data, we would have expected a larger loss if the data was 
misused by this point in time. As such, we believe that the 
company has set aside enough at this time to cover these 
losses.  

o Seasonality means lower sales in 1st Qtr and 4th Qtr, 
as well as more back-half store openings. The com-
pany’s business is adversely effected by people’s tendency 
to stay in during the holidays and during the cold weather. 
Similarly, the company tends to open more stores in the 
back-half of the year. This schedule means that the 4th 
quarter also has higher pre-opening expenses and more 
inefficient stores (due to new store openings). 

o Goodwill. Expect that one type of the company’s tax 
benefit (SRLY- separate return limitation year) will net out 
at the time of deconsolidation and goodwill will remain 
constant (versus the current situation where profits net the 
SRLY’s against goodwill) 

o McDonald’s will continue to be a majority stake-
holder. Given the potential price appreciation (as well as 
the negative contractual consequences that Chipotle would 
face) we believe that McDonald’s will maintain its majority 
holding position in CMG.  

o Franchise stores will be taken back when their 
agreements expire. 

o Tax rate. Assume a 38% tax rate, which is consistent with 
historical trends.  

But what about the tax asset?  In the prospectus (page 40), the com-
pany noted that post-IPO, it will receive cash for its net tax position. 
This situation arises because McDonald’s will own less than 80% of 
the company, so it will now file its taxes as a separate entity (be de-
consolidated). Given this situation, the company will not longer con-
sider its operating losses for tax purposes and receive cash for its net 
tax position by the end of 2007. At the end of the third quarter 2005, 
we estimate that the net benefit the company accrued was $38.6m. 
We expect that the company was profitable until its IPO date, and 
believe that its tax asset was further decreased to an estimated level 
of $34.6m. As such, we have modeled a net cash inflow of $14.8m in 
2006 and $19.8m in 2007. 

Copyright 2006, Onboard Consulting 
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“Since Chipotle 

has no price 

history, we have 

to rely on an 

alternative 

method to 

estimate beta” 

Why so many shares available? In its offering, the company gave the 
underwriters an over-allotment option, which we assume they will 
exercise (Figure 5). In addition, the company issued a form S-8, in 
which it offered 2.4m shares to its stock incentive plans. Our estimate 
of 37m shares outstanding incorporates all of these values, as well as 
an additional 0.9m shares that were issued in the past, and are either 
optionable, vested or granted (and assumed to be vested). This count 
aside, remember that McDonald’s retained about 24m shares (with 10 
votes per share) in the company, and the share count in our model is 
slightly lower due to our option vesting schedule. 

Figure 5. Calculating the estimated share count 

 

 

 

Where is the cash from the IPO going? The company plans on using 
the majority of the funds from its offering to pay for expanding its 
operations. It predicts that these funds, along with OCF, will last at 
least 24 months, and will fund its capital expenditures in 2006 
(~$95m) and 2007. Other items marked for funds include the repay-
ment of its revolver with MCD (~$4.6m) and corporate expenses.  

 

A further look at our calculations. We calculated our DCF and EVA 
values using a WACC of 7.6% and terminal growth rate of 3.0%. We 
derived these values based on the assumption that:    

• The historical market return is 11%, and the 10 year treasury 
yield is currently 4.7%. 

• The company would pay approximately 0.6% over the 10 year 
treasury yield for new debt. This number comes from the dif-
ference in yield between treasuries and AA rated bonds, as we 
assume that its majority shareholder, McDonald’s, would back 
the payment on the bonds.  

• Terminal multiple analysis cannot be used unless we assume 
that Chipotle can be valued relative to another group of firms. 
Given the high growth model and lack of a track record 
against the market, we felt more comfortable comparing the 
company against itself. So, we calculated a terminal value at 
year T+1, and incorporated the estimated ROIC, our WACC, 
and an estimated 3% terminal growth rate.  

• Estimating Beta. Since Chipotle has no price history, we have 
to rely on an alternative method to estimate beta. Our estima-
tion process involved comparing beta across firms that have 
similar market capitalization (Figure 6). This process required 
four steps: 

Est. Shares  Outs tanding

At IPO 33,675,987                       

S-8 Regis tration 2,425,000                          

Options  (Es t. Avail.) 899,506                             

Total 37,000,493                       

Source: The company and Onboard Consulting Estimates

Copyright 2006, Onboard Consulting 



Page 10 

CMG: Growing Outside the Bun 

1. Calculate the average beta and debt to equity ratio from the sam-
ple group. Our beta’s were the result of a 72 month analysis com-
paring each company to the S&P 500, and are adjusted 

2. Calculate the unlevered beta for the group. We assumed a 35% 
tax rate and implicitly assumed that Chipotle’s debt to equity ratio 
would be the group’s average of 32% 

3. Estimate the levered beta for the company. Here, we assumed 
that the company’s target debt to equity ratio would be equivalent 
to Starbucks. Our assumption lies in the fact that they have simi-
lar business models (high growth, company ownership of stores) 
and that Chipotle has a similar debt structure (little).  

• As a result of these calculations, our beta was 0.56. 

Figure 6. Calculating Beta 

What happens if growth isn’t what its projected?  From the prospec-
tus and management’s outlook, much growth is embedded into the 
outlook. Given this case, we performed a scenario analysis (Figure 7) 
on top line revenues with our model assuming that: 

• The company will only grow units at a constant rate of 80 per 
year- the same count they grew in 2005 

• Flat same-store sales in 2006 and 2% growth into the future- 
including in the terminal multiple, and costs will grow at the 
same rate as we have projected in our model 

The result of this analysis is that the average of the DCF and EVA 
analysis is $40- or about 15% downside from the company’s current 
level.  

Figure 7. A snapshot of our low-growth scenario 

Copyright 2006, Onboard Consulting 

(Dollars in millions) 2006E % Chg. 2007E % Chg. 2008E % Chg. 2009E % Chg. 2010E % Chg. 2011E % Chg.

Total Revenues $751.1 20.3% $886.0 18.0% $1,029.3 16.2% $1,181.5 14.8% $1,343.0 13.7% $1,514.3 12.8%

  Restaurant Operating Profit 158.0 30.1% 193.3 22.3% 235.0 21.6% 283.4 20.6% 339.0 19.6% 402.5 18.7%

  Operating Income 63.6 56.4% 85.7 34.8% 117.0 36.6% 154.7 32.2% 199.8 29.1% 252.6 26.5%

EPS from Continuing Ops. $1.25 -9.5% $1.51 21.2% $2.04 34.7% $2.66 30.6% $3.41 28.3% $4.31 26.2%

Operating Margin 8.46% 195 bp 9.67% 121 bp 11.37% 170 bp 13.09% 172 bp 14.88% 178 bp 16.68% 181 bp

EOP Store Count 569 16.4% 649 14.1% 729 12.3% 809 11.0% 889 9.9% 969 9.0%

Source:The company and Onboard Consulting Estimates

Beta Debt to Cap

Ruby Tuesday, Inc . (RI) 0.50 71%

Chipotle Mexican Grill, Inc . (CMG)

Jack in the Box Inc . (JBX) 0.55 53%

CEC Entertainment Inc . (CEC) 0.66 33%

PF Chang's China Bistro Inc . (PFCB) 0.81 3%

RARE Hospitality International (RARE) 0.66 4%

Papa John's International Inc . (PZZA) 0.59 28%

IHOP Corporation (IHP) 0.80 29%

Average 0.65 32%

Calculated for CMG 0.54 5%

Levered Beta 0.56

Source: Capital IQ and Onboard Consulting Estimates
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Isn’t EVA inaccurate for growth companies?  We have read in acade-
mia how EVA may not be a good indicator of investment quality for 
companies with significant infrastructure investments, and/or long 
gestation periods. However, we believe that Chipotle doesn’t suffer 
from this downside, as it has several years of high unit growth behind 
it and the ramp-up period for new stores continues to decrease.  

 

2) Multiple and peer analysis. Comparing the company to its 
peers, as well as companies with similar market capitalizations, we 
believe that the company is fairly valued to other high growth peers. 
Its current price to earnings (using 2006E EPS) ratio of 35.7x is 
above its peer group average of 28.7x, but in-line with its other high 
growth peers (Figure 8). To us, this event suggests that that the 
company may be overvalued to its peers, but is fairly valued to other 
high growers. Applying this multiple to next year’s estimated earnings 
of $1.74, we get a stock price of $62.20, or an estimated 36.8% up-
side from current levels. This number is greater than its peer’s aver-
age, as well as the groups average as a whole of 20.4%. To us, these 
numbers suggests that the company is commanding a premium value 
to the group, has above average upside, and is fairly valued to its 
peers.   

Figure 8. Based on other companies, we think Chipotle has above 
average upside 

 

Looking into other valuation metrics, the company’s 1 year forward 
P/E is above (20.9%) the group as a whole, yet again, is in-line with 
its peers. Similarly, its price to earnings growth is less than 1, indi-
cating that the company may be undervalued, especially when look-
ing at the group as a whole (Figure 9). The company also has a 0.9% 
FCF yield, which is slightly below our sample’s average of 2.3%, and 
trades at a much higher price to free cash flow multiple than the 
group’s average of 46.8x. We attribute this result to the high amount 
capex from the Chipotle’s growing operations. On this basis, the  re-
sult would indicate that the company is overvalued.  
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Price If Current P/E % Upside

Current Price CY Earnings Current P/E 1 year Fwd EPS E Applied To Fwd EPS Current levels

Chipotle $45.48 $1.27 35.7x $1.74 $62.20 36.8%

Panera $70.65 $1.94 36.4x $2.40 $87.40 23.7%

PF Chang's $47.77 $1.42 33.6x $1.74 $58.54 22.5%

Sbux* $35.58 $0.74 48.1x $0.91 $43.75 23.0%

Jack in the Box $39.82 $2.56 15.6x $2.82 $43.86 10.2%

CEC Entertainment $31.94 $1.98 16.1x $2.30 $37.10 16.2%

Texas Roadhouse $15.29 $0.46 33.2x $0.57 $18.95 23.9%

Papa John's International $30.18 $1.44 21.0x $1.58 $33.11 9.7%

RARE Hospitality $31.13 $1.66 18.8x $1.96 $36.76 18.1%

Average $1.50 28.7x 20.4%

CMG to avg. 24.4% 16.3%

*Forward 4Q's used instead of CY2006

Source: Wall Street Journal, C apital IQ, Onboard C onsulting Estimates
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Figure 9. Compared to its high growth peers, we think CMG is fairly 
valued at this time 

 

3) Cash flow ROI (CFROI). Cash flow return on investment is an 
approximation of the average real internal rate of return earned by a 
firm on all its operating assets. In short, it’s a valuation tool that’s 
applied to the total assets overtime to get a discounted cash flow and 
arrive at a current value for a company. As we have seen, Chipotle’s 
ROI isn’t great, but its only been around for a few years of growth 
similar to what we expect to see in the future. So, we chose to use 
this method for a different purpose- to see how well management is 
improving its investment.  

The results of our study (Figure 10) illustrate that the company has 
improved its CFROI over the past couple of years. In fact, this pro-
gress can be traced to the faster growth of its estimated CF than its 
outlays on additional and cash investments. In other words, it is ex-
panding its estimated cash intake with less assets. In the future we 
look to use this approach to track managements progress in improv-
ing its ROIC.  

Figure 10. Chipotle has been increasing its CFROI 

 

 

What about Stock Option expensing? According to the recent 
FASB ruling (SFAS No. 123) companies are required to report stock 
based compensation if the value of the company’s stock price ex-
ceeds the exercise price as of the grant date. Our report excludes 
stock option expensing in the analysis for comparability purposes. 
However an examination of the company’s stock compensation policy 
would make us adjust our estimates in the following manner (Figure 
11):    

2004 2005 2006E

IRR -7.3% -3.9% -3.2%

Gross Cash Investments 666.8$ 822.2$ 832.6$ 

Sum of CF 504.9$ 713.4$ 747.9$ 

Source: The company and Onboard Consulting Estimates

Copyright 2006, Onboard Consulting 

 

(5 Year Est.)

1 yr. Fwd. P/E EV/EBITDA PEG FCF Yield P/FCF (TTM)

Chipotle 26.1x 18.7x 0.94x 0.9% 98.4x

Panera 29.4x 18.7x 1.65x 1.7% 59.4x

PF Chang's 27.5x 12.3x 1.49x 1.2% 85.9x

Jack in the Box 14.1x 6.7x 1.64x 1.9% 0.0x

CEC Entertainment 13.9x 6.7x 1.38x 4.8% 23.0x

Texas Roadhouse 26.8x 17.2x 1.51x -0.3% NM

Papa John's International 19.1x 10.0x 2.06x 6.5% 7.6x

RARE Hospitality 15.9x 8.9x 1.08x 1.8% 53.3x

Average 21.6x 12.4x 1.47x 2.3% 46.8x

CMG to avg. 20.9% 50.7% -35.8% -1.38% 110.2%

Source: Capital IQ, Wall Street Journal and Onboard Consulting Estimates
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Figure 11. EPS Estimates if stock options were expensed according 
to SFAS 123 

Reasons that would cause us to change our thesis 
 

Though the company is trading at a premium to its group, 
there’s still the ability for further appreciation. We believe that 
our estimates could be conservative if the following, or other events, 
were to occur:    

• Same-store sales exceed expectations. From 2002 to 

2005E, the company averaged an estimated 15.6% growth in 

SSS, and its lowest 2-year comparison is 2006E’s 14.7% 

(Figure 12). This number includes our estimated positive 8.7% 

result in 2005, and is above management’s guidance for low 

to mid single digit SSS growth in 2006. Given these facts, we 

are sticking to management’s belief and have modeled a posi-

tive 6.0% in 2006. However, we believe that a 2002 study in-

dicating that 55% of Chipotle customers frequent its chain at 

least 4 times a month may portend an increasing SSS growth. 

So, if this trend and history holds, this number may be revised 

upward closer towards 2005’s estimated level, as the company 

enters new markets and stores continue to ramp up faster. 

Figure 12. One and Two year SSS 

• Unit growth accelerates. The company has guided towards 

opening 80-90 units in 2006, and we estimate that they will 

open 92 units, as some openings may have run over into this 

year. At this level, the company would be growing openings 

15.0% year over year. Our model maintains this rate of open-

Copyright 2006, Onboard Consulting 

2002 2003 2004 2005E 2006E

Diluted EPS (1.32)$   (0.50)$ 0.82$  2.02$    1.27$  

Options Expense (0.01)$   (0.03)$ (0.02)$ (0.01)$   (0.03)$ 

Proforma EPS (1.33)$   (0.52)$ 0.80$  2.01$    1.24$  

Source: The company and Onboard C onsulting Estimates

                

  2001E 2002 2003 2004 2005E 2006E   

SSS 15.0% 17.0% 24.4% 13.3% 8.7% 6.0%   

2 Year Rate (T+(T-1))   32.0% 41.4% 37.7% 22.0% 14.7%   

                

   Source: The company and Onboard Consulting Estimates        
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        15.0% year over year. Our model maintains this rate of open-

ings in 2007, and when we expect the company to open 106 

units. However, the company now has the capital needed to 

expand significantly, and has experienced 104 unit openings in 

2004. If the company can leverage the knowledge it gained in 

working with MCD’s real-estate staff in 2004, it may be able to 

expand faster than we expect. Given that ramp-up times are 

decreasing and AUV’s are increasing, increased unit openings 

could boost EPS greatly. We estimate that every additional 

opening in 2007 boosts our EPS estimate by $0.01. 

• Management is able to meet or exceed its goals. Since 

the company is new, much focus will be placed on manage-

ment’s outlook and forecast. We believe in their outlook as 

expressed in the company’s prospectus, but if management 

can meet or beat expectations, then their word will have more 

credence on the Street. Along with credibility, if management 

can set forth an increasingly positive, yet realistic, goal for the 

company every quarter, then we believe that the company 

could gain traction with investors.  

• The company improves its openings. Historically, the com-

pany’s new stores tend to underperform mature stores for 

about 24 months. Over time, this shortfall has decreased, as 

management builds out existing markets (where customers 

are familiar with the brand), gains more knowledge about real 

estate selection, and leverages national advertising. Given our 

expectation of increased capital allocated to marketing and 

real estate, the company has the ability to improve ramp up 

time. To us, this gain could be substantial, as we estimate that 

new stores still lag existing stores by about 9.5% after 12 

months. This gap translates into about $140,000 per new res-

taurant in 2006, or a total of about $12.7m in sales (or about 

$0.35 in top line 2006E). Our model conservatively estimates 

the gap will close an additional 15bps in 2006 (versus an esti-

mated decrease of 350bps in 2005E). So, any additional im-

provement has the potential to cause us to raise our esti-

mates.  

• The company decides to buy back stock to cover options 

exercised. Our model expects that the company will not re-

purchase any stock in the future. However, given the cash 

flows that we have modeled, management could use these 

funds to buy back stock and offset the dilution from exercised 

Copyright 2006, Onboard Consulting 
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     options. Though the company is a growth story, this purchase 

would effectively be an investment in themselves, which may 

be more lucrative than investing in risk free assets. 

• The company is better able to leverage its costs. Given 
the scale of its enterprise, moves to leverage its cost structure 
would enable the company to increase EPS faster than we ex-
pect. On the cost side, the company chooses to serve “food 
with integrity”. To meet its needs, it has suppliers purchase 
more natural and humane products. Though the cost of serv-
ing these products is more expensive, we believe that it has 
enough market power to extract lower prices and purchase 
consistent quantities and avoid shortages of key goods. To us, 
this story could unfold like SBUX, where the company pur-
chased beans at fair prices and eventually expanded down the 
supply chain to ensure a consistent supply of goods. 

Similarly, if it can find ways to utilize its existing capital base 
to increase sales, it will gain leverage. For example, it has be-
gun testing internet ordering, and could expand into other 
sales activities, such as to-go catering.   

What are some of the pitfalls the company could face? Though 
the company is growing right now, potential issues could lower our 
expectations and estimates, such as:  

••••    Managerial risk from high growth. One of the greatest 

risks we forsee is trying to maintain profitability and efficien-

cies with such high unit growth. Up to now, management has 

been able to grow the company and reach a level of profitabil-

ity. However, rapid unit expansion requires a different mana-

gerial style- from the top to the bottom levels of management. 

If the company cannot adjust to this demand as we expect it 

will, then the company may not be able to grow at our esti-

mated rate and our EPS estimates could be lowered. 

••••    The company’s tax situation changes. As part of its IPO, 
the company is expected to be deconsolidated from MCD’s tax 
return. Part of a pre-existing arrangement calls for the com-
pany’s existing tax assets to be netted against its tax liabili-
ties, and any remaining value (netted against equity) to be 
paid in cash by the fourth quarter of 2007. As of 9/30/2005, 
the net benefit owed was $38.6m, and we estimate that by 
the time of the IPO, this benefit would be about $34.6m. In 
our model, we have the company receiving back this benefit in 
time-weighted parts in 2006 and 2007.  

Given the uncertainties surrounding 4Q05 and 1Q06’s results, 
along with the complexities of tax law, we believe that our es-

Copyright 2006, Onboard Consulting 
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-timate could be flawed. We also believe that MCD could with-
hold any benefit that the company would receive until it is due 
in late 2007. These uncertainties cause us to remain on guard 
with our valuation until more clarity is provided.  

• Store growth or same-store sales fall short. The com-
pany’s goal is for low to mid single digit SSS growth, and to 
open at least 80 new stores in 2006. If either of these expec-
tations were to fall short, the company’s earnings could be re-
duced. 

• Stock dilution is greater than expected. We estimate that 
the company has about 900k shares of potentially vested 
stock outstanding, and estimate a dilution of 2.4m shares 
(from its S-8 registration) in 2006 and 300,000 shares a year 
until all options expire or vest. We also believe that the com-
pany may not buy any shares back to offset this dilution. 
Should or estimates or assumptions be wrong, our forecast 
could be revised. 

• McDonald’s decides a new course for the company or no 
longer provides services to the company. As the majority 
shareholder, MCD has the ability to directly influence the di-
rection of the company. In the past, they have ceded control 
in the decision making process to management. However, if 
they decide to change the direction of the company, there is 
not enough other voting power to veto a change. Similarly, 
certain covenants are enacted should MCD fall below a certain 
level of ownership, and these clauses could hurt the company. 
Finally, many of Chipotle’s back office services are still being 
provided by MCD under contract. Should Chipotle fail to transi-
tion from MCD’s services, it could adversely effect the com-
pany.  

• Outstrip its supply chain. As part of the company’s focus on 

“food with integrity”, it chooses to purchase natural and hu-
mane ingredients when possible. These items tend to cost 
more and have a smaller supply than alternative food sources. 
Given this situation, the company may face price and/or sup-
ply pressures should external events happen or if the company 
outgrows its suppliers. Similarly, 13 of the 16 distribution cen-
ters it operates are owned by McDonald’s. If a situation arises 
where the company is restricted from using these facilities, it 
may face adverse conditions. 

• IPO uncertainty. The company currently has a high amount 
of growth embedded in its stock price, as evident by its above 
group P/E of 35.7x 2006E EPS. Should the company fail to 
meet investors expectations, the price of the company could 
fall to an uncertain level. This risk is exacerbated by the fact it 
is an IPO and has no trading history. Finally, several academic 
studies have found that IPO’s tend to underperform the mar-
ket for a period of time. Though there is no consensus on the 
reasons behind this event, it does add further risk to the com-
pany’s stock. 
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Ch ipo tle  - Annua l Ea rn ings  M ode l

(D o lla rs  in  m ill io ns  excep t pe r-s ha re  da ta . Fis ca l yea r ends  D ec)

52 week s 52 week s 52 week s 53 week s 52 week s

2001 %  Chg. 2002 %  Chg. 2003 %  Chg. 2004 %  Chg. 2005 %  Chg. 2006E %  Chg. 2007E %  Chg. 2008E

Revenue  De ta il

Com pany R es tau ran t Sa les 131 .3 93.8% 203 .9 55.3% 314 .0 54.0% 468 .6 49.2% 621 .8 32.7% 764 .5 22.9% 935 .0 22.3% 1 ,138 .9

Franch is e  R evenues 0 .3 0 .8 182.0% 1 .5 98.3% 2 .1 43.5% 2 .4 11.4% 2 .4 0.0% 2 .4 (0.1% ) 2 .3

Tota l Revenues 131 .6 94.2% 204 .6 55.5% 315 .5 54.2% 470 .7 49.2% 624 .2 32.6% 766 .8 22.8% 937 .4 22.2% 1 ,141 .2

0 .0

Food , Beve rage  and  Packag ing  C os ts 45 .2 89.1% 67 .7 49.6% 104 .9 55.0% 154 .1 46.9% 204 .6 32.7% 251 .5 22.9% 309 .2 22.9% 378 .2

Labo r C os ts 46 .0 89.0% 66 .5 44.4% 94 .0 41.4% 139 .5 48.4% 172 .9 24.0% 206 .4 19.4% 243 .4 17.9% 285 .6

Occupancy C os ts 11 .7 101.6% 18 .7 59.4% 25 .6 36.6% 36 .2 41.5% 46 .0 27.2% 54 .8 19.1% 63 .8 16.4% 74 .5

Othe r Ope ra ting  C os ts 21 .6 103.1% 29 .8 38.2% 43 .5 46.1% 64 .3 47.7% 79 .2 23.2% 92 .6 16.9% 107 .4 16.0% 123 .7

  Res taurant Opera ting Profit 7 .0 131.7% 21 .9 NM 47 .5 116.4% 76 .6 61.4% 121 .5 58.6% 161 .5 32.9% 213 .6 32.2% 279 .3

Gene ra l a nd  Adm in is tra tive 20 .7 31.4% 25 .8 24.7% 34 .2 32.5% 44 .8 31.1% 49 .6 10.7% 61 .0 22.8% 72 .1 18.2% 79 .9

D ep re cia tion  and  Am o rtiza tion 8 .7 75.1% 11 .3 29.0% 15 .1 34.0% 21 .8 44.5% 27 .2 24.7% 31 .8 16.8% 37 .8 19.1% 44 .9

P reopen ing  C os ts 2 .2 (20.1% ) 1 .0 (54.5% ) 1 .6 59.6% 2 .2 34.4% 1 .7 (24.1% ) 1 .9 15.0% 2 .2 15.0% 2 .5

Los s  on  D is pos a l o f As s e ts 0 .1 1 .5 4 .5 1 .7 2 .4 2 .0 2 .1 5.0% 2 .2

  Ope ra ting Incom e (24 .7 ) 20.2% (17 .6 ) (28.7% ) (7 .9 ) (55.0% ) 6 .1 (177.0% ) 40 .6 NM 64 .9 59.7% 99 .4 53.2% 149 .7

In te res t Expens e  (In com e ) (0 .7 ) (29.1% ) (0 .3 ) (0 .2 ) (0 .0 ) (5 .9 ) NM (7 .2 ) 22.8% (4 .2 ) (41.8% ) (5 .1 )

Othe r In com e  (Expens e ), N e t 0 .0 0 .0 0 .0 10 .8 0 .0 0 .0 0 .0 0 .0

  P re -tax  Incom e (24 .0 ) 22.8% (17 .3 ) (28.0% ) (7 .7 ) (55.4% ) 16 .9 NM 46 .5 174.7% 72 .1 55.0% 103 .6 43.6% 154 .8

In com e  Taxes  (Bene fit) 0 .0 0 .0 0 .0 0 .0 0 .0 25 .6 #DIV /0! 39 .4 53.8% 58 .8

  Ne t Opera ting Incom e ($24 .0 ) 22.8% ($17 .3 ) (28.0% ) ($7 .7 ) (55.4% ) $16 .9 NM $46 .5 174.7% $46 .5 (0.0% ) $64 .2 38.0% $96 .0

Non -recu rring  (Ga in ) $0 .0 $0 .0 ($4 .0 ) ($21 .5 ) $0 .0

  Ne t Incom e , Reported ($24 .0 ) 22.8% ($17 .3 ) (28.0% ) ($7 .7 ) (55.4% ) $20 .9 NM $68 .1 NM $46 .5 (31.6% ) $64 .2 38.0% $96 .0

104%

Earnings  Pe r Sha re

Continuing Opera tions ($2 .60 ) (34.3% ) ($1 .32 ) (49.2% ) ($0 .50 ) (62.4% ) $0 .66 NM $1 .38 107.8% $1 .27 (7.7% ) $1 .74 36.9% $2 .58

Non re cu rring  Ga in  (Los s ) $0 .00 $0 .00 $0 .00 $0 .16 $0 .64

Reported (Diluted) ($2 .60 ) (34.3% ) ($1 .32 ) (49.2% ) ($0 .50 ) (62.4% ) $0 .82 NM $2 .02 146.0% $1 .27 (36.9% ) $1 .74 36.9% $2 .58

D ilu ted  Sha res  (Mil.) 9 .2 87.0% 13 .1 41.9% 15 .6 18.7% 25 .5 64.0% 33 .7 32.1% 36 .6 8.4% 36 .9 0.8% 37 .2

Margin Ana lys is  (as  a  pe rcent of sa les , except ta x  ra te )

Com pany U n it Ma rg in 5 .34% NM 10 .76% NM 15 .12% NM 16 .35% 123 bp 19 .54% 319 bp 21 .13% 159 bp 22 .84% 171 bp 24 .52%

Food 34 .44 NM 33 .19 (125)  bp 33 .41 22 bp 32 .90 (51)  bp 32 .90 0 bp 32 .90 (0) bp 32 .98 8 bp 33 .14

Labo r 35 .06 NM 32 .62 (244)  bp 29 .94 (268)  bp 29 .77 (17)  bp 27 .81 (196) bp 27 .00 (81)  bp 25 .97 (103)  bp 25 .02

Occupancy 8 .94 NM 9 .18 24 bp 8 .14 (104)  bp 7 .72 (42)  bp 7 .40 (32)  bp 7 .17 (23)  bp 6 .81 (36) bp 6 .53

Othe r 16 .41 NM 14 .61 (180)  bp 13 .86 (75)  bp 13 .72 (14)  bp 12 .74 (98)  bp 12 .11 (62)  bp 11 .49 (62) bp 10 .87

Gros s  Ma rg in 5 .33 NM 10 .72 NM 15 .05 NM 16 .28 123 bp 19 .47 319 bp 21 .06 160 bp 22 .78 172 bp 24 .47

Gene ra l &  Adm in is tra tive  Expens e  15 .72 NM 12 .61 (311)  bp 10 .84 (177)  bp 9 .53 (131) bp 7 .95 (158) bp 7 .95 0 bp 7 .69 (26) bp 7 .00

D ep re cia tion  and  Am o rtiza tion 6 .63 NM 5 .50 (113)  bp 4 .78 (72)  bp 4 .63 (15)  bp 4 .36 (28)  bp 4 .14 (21)  bp 4 .04 (11) bp 3 .94

P reopen ing  C os ts 1 .71 171 bp 0 .50 (121)  bp 0 .52 2 bp 0 .47 (5) bp 0 .27 (20)  bp 0 .25 (2) bp 0 .71 46 bp 0 .67

Ope ra ting  Ma rg in (18 .79 ) NM (8 .62 ) NM (2 .51 ) NM 1 .30 381 bp 6 .51 NM 8 .46 195 bp 10 .60 214 bp 13 .12

In te res t Expens e  (In com e ) (0 .55 ) (55)  bp (0 .17 ) 38 bp (0 .07 ) 10 bp (0 .00 ) 7 bp (0 .94 ) (94)  bp (0 .94 ) 0 bp (0 .00 ) 94 bp (0 .00 )

P re tax Ma rg in (18 .24 ) NM (8 .45 ) NM (2 .44 ) NM 3 .60 NM 7 .45 386 bp 9 .41 195 bp 11 .05 165 bp 13 .56

N e t Ma rg in (18 .24 ) NM (8 .45 ) NM (2 .44 ) NM 3 .60 NM 7 .45 386 bp 6 .07 (139) bp 6 .85 78 bp 8 .41

Tax R a te  0 .00 0 bp 0 .00 0 bp 0 .00 0 bp 0 .00 0 bp 0 .00 0 bp 35 .49 NM 38 .00 251 bp 38 .00

03/05/06

Sourc e:  The c ompany  and Onboard Consulting es timates .
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Source: The company and Onboard Consulting estimates 

Chipotle - Annual Store Growth Analysis
(Fiscal year ends Dec)

2001 % Chg. 2002 % Chg. 2003 % Chg. 2004 % Chg. 2005 % Chg. 2006E % Chg. 2007E % Chg. 2008E % Chg.

Unit Economics

Average Unit Volumes 935 (6.7%) 1,056 13.0% 1,274 20.6% 1,361 6.8% 1,406 3.3% 1,452 3.3% 1,501 3.3% 1,525 1.7%

SSS Growth 15.0% 0.0% 17.0% 13.3% 24.4% 43.5% 13.3% -45.5% 8.7% -34.6% 6.0% -31.0% 4.1% -31.0% 2.9% (31.0%)

Total Sales (est) 131,331 203,892 55.3% 314,027 54.0% 468,579 49.2% 621,830 32.7% 764,463 22.9% 935,035 22.3% 1,138,882 21.8%

Sales Per Unit (annualized) 742 13.9% 898 21.1% 1,054 17.3% 1,180 12.0% 1,272 7.7% 1,316 3.5% 1,361 3.5% 1,409 3.5%

Sales per unit to AUV's (20.62%) (14.94%) (17.29%) (13.28%) (9.56%) (9.41%) (9.27%) (7.65%)

Units

Beginning 104 177 70.2% 227 28.2% 298 31.3% 397 33.2% 489 23.2% 581 18.8% 687 18.2%

Additions 73 57 -21.9% 76 33.3% 104 36.8% 80 -23.1% 92 15.0% 106 15.0% 122 15.0%

Closures 0 2 3 50.0% 0 0 0 0 0

Net Additions 73 55 -24.7% 73 32.7% 104 42.5% 80 -23.1% 92 15.0% 106 15.0% 122 15.0%

Acquisitions/Other 0 (5) (2) -60.0% (5) 150.0% 0 0 0 0

End of period count (Co Only) 177 227 28.2% 298 31.3% 397 33.2% 489 23.2% 581 18.8% 687 18.2% 808 17.7%

# Franchised 0 5 7 8 8 8 8 8
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Chipotle  - Consolidated  Cash  F low  S tatement
(Do lla rs  in  m ill ions . Fis ca l yea r ends  Dec)

2002 % Chg. 2003 % Chg. 2004 % Chg. 2005 % Chg. 2006E % Chg. 2007E % Chg. 2008E

Operating ac tivities

Net Income ($17 .3 ) ($7 .7 ) $20 .9 NM $68 .1 NM $46 .5 (31.6% ) $64 .2 38.0% $96.0

Deprecia tion  and  Am ortiza tion $11 .3 29.0% $15 .1 34.0% $21 .8 44.5% $28 .5 30.9% $35 .7 25.1% $44 .4 24.3% $54.8

Reorgan iza tion  Charges $0 .0 $0.0 $0.0

De fe rred  Incom e Taxes $3 .5 $8 .0 124.8% $11 .5 44.1% $0 .4 (96.3% ) ($0 .3 ) (172.6% ) ($0 .2 ) (46.1% ) ($0 .1)

Change  in  Va lua tion  Allowance  (o r cas h  back from  equ ity convers ion )$6 .9 $2 .9 ($2 .6) ($20 .3 ) $14 .8 $19 .8

Con tribu tion  to  ESOP 0.0 0 .0 0.0

Stock Bas ed  Com pens ation $0 .2 $1 .5 NM $11 .4 NM $16 .5 45.3% $6.4

Changes  in operating assets  and liabilities  (w ork ing capita l)10 .8 10 .2 (5.4% ) 9 .1 (11.4% ) 6 .4 (28.9% ) (7 .2 ) NM 1 .8 (125.3% ) 2.9

Accounts  rece ivab le (0 .0 ) (1 .9 ) NM (0 .7 ) (64.3% ) (0 .8 )        18.2% (0 .8 ) (6.9% ) (0 .9 ) 19.6% (1 .1 )

Invento ries (0 .2 ) (0 .4 ) 123.2% (0 .8 ) 82.4% (0 .4 )        (45.8% ) (0 .6 ) 43.8% (0 .7 ) 19.6% (0 .9 )

Prepa id  expens es (0 .4 ) (1 .1 ) 195.3% (1 .1 ) 1.9% (0 .4 )        (67.6% ) 1 .6 NM (1 .6 ) (194.3% ) (2 .5 )

Accounts  payab le 2 .1 5 .0 143.6% (2 .3 ) (146.5% ) 0 .9         (138.0% ) (2 .5 ) NM (3 .0 ) 19.6% (3 .6 )

De fe rred  Ren t 3 .3 5 .6 70.6% 7 .3 29.1% 11.0       51.7% (5 .0 )                (145.6% ) 6 .8           NM 11 .8        

Othe r accrued  expens es 6 .0 3 .0 (50.1% ) 6 .7 124.2% (3 .9 )        (157.5% ) 0 .1                 (102.2% ) 1 .2           NM (0 .8 )         

Othe r, N e t 1 .2 4 .5 NM 2 .5 (45.0% ) (0 .5 )        (120.1% ) 0 .5 (200.0% ) 0 .0 0.0

Net Cash From  Opera ting Activities 16 .4 33 .0 101.8% 63 .4 91.8% 84 .1 32.8% 101 .5 20.7% 146 .6 44.4% 160.1

Investing ac tivities

Purchas e o f PPE ($48 .6 ) ($86 .1 ) 77.2% ($95 .6) 11.0% ($73 .6 ) (23.1% ) ($84 .6 ) 15.0% ($97 .3 ) 15.0% ($111 .9)

Increas e  in  No tes  Rece ivab le 0 .0 0 .0 0 .0 0 .0
Purchas e o f s ecu rities , ne t 0 (75 ) #DIV /0! (15 ) (80.0% ) (18)

Net Cash from  Investing Activities (48 .6 ) (86 .1 ) (95 .6) (73 .6 ) (23.1% ) (159 .6 ) 117.0% (112 .3 ) (29.6% ) (129 .9)

Calc Est  Cap ex $6 8 ,8 56 $9 4 ,2 2 4 $72 ,4 8 0 $8 3 ,3 52

Financ ing acvities

Long-te rm  Borrow ings 0 .0 0 .0 0 .0 0 .0

Proceeds  from  s a le  and  leas eback a rrangem ents 0 .0 0 .0 0 .0

Repaym ent o f long -te rm  debt (6 .1 ) 0 .0 (100.0% ) 0 .0 0.0

Land lo rd  Financing  Proceeds 0 .0 2 .4 (0 .1 ) (102.1% ) (2 .3 ) NM 0.0

D ividends  pa id 0 .0 0 .0 0 .0 0 .0

Purchas e o f Treas ury Stock 0 .0 0 .0 0 .0 0 .0

Proceeds  from  s tock op tions  exercis ed 1 .2 37 .3 NM 54.2 45.3% 21.1

Proceeds  from  s tock is s ued 54 .8 38 .0 64 .9 0 .0 124 .0

Other (12 .2 ) 26 .1 (9 .0) 2 .7 2 .3 2 .0 1 .7

Net Cash from  Financ ing Activities 42 .6 64 .0 55 .9 0 .2 (99.6% ) 163 .6 NM 53.8 (67.1% ) 22.8

Tota l ne t cash flow

Increas e  (Decreas e) in  Cas h  and  Cas h  Equ iva len ts $10 .4 $11 .0 $23 .7 $10 .8 (54.4% ) $105 .5 NM $88 .1 (16.5% ) $53.0

Cas h and  Cas h Equ iva len ts  a t Beg inn ing  o f Pe riod 0 .0 0 .0 0 .0 2 .0 #DIV /0! 12 .8 NM 118 .2 NM 206.4

Cash and Cash Equiva lents  a t End of Period $0 .0 $0 .0 $0 .0 $12 .8 #DIV /0! $118 .2 NM $206 .4 74.5% $259.4

3/5/2006

Source:  The company  and Onboard Consulting es timates .



Page 20 

CMG: Growing Outside the Bun 

Copyright 2006, Onboard Consulting 

Chipotle - Consolidated Balance Sheet
(Dollars in millions. Fiscal year ends Dec)

Assets 2002 % Chg. 2003 % Chg. 2004 % Chg. 2005E % Chg. 2006E % Chg. 2007E % Chg. 2008E % Chg. 2009E % Chg.

  Current Assets

Cash and cash equivalents $0.5 $0.4 $12.8 NM $118.2 NM $206.4 74.5% $259.4 25.7% $351.2 35.4%

Marketable Securities 75.0 90.0 79.5% 108.0 59.0% 129.6 30.6%

Receivables, net 2.6 2.5 3.3 32.7% 4.1 22.9% 5.0 22.3% 6.1 21.8% 7.3 21.4%

Notes Receivable 0.7 0.0 0.0 0.0 0.0 0.0

Inventories 1.5 2.3 2.7 19.0% 3.3 22.9% 4.0 22.3% 4.9 21.8% 6.0 21.4%

Prepaid expenses 3.8 4.9 5.2 7.3% 3.6 (31.6%) 5.1 43.6% 7.6 49.4% 10.9 42.7%

  Total current assets 20.2 86.9% 8.3 (58.8%) 10.7 28.6% 23.9 123.6% 204.2 NM 310.5 52.1% 386.0 24.3% 505.0 30.8%

Long-term receivables

Property and equipment, net 211.9 325.3 53.5% 452.1 39.0% 394.3 (12.8%) 472.1 19.7% 608.6 28.9% 780.5 28.3%0.0 0.0 0.0 0.0

Goodwill 26.2 26.2 17.7 (32.4%) 9.2 (47.9%) 4.9 (47.5%) 4.9 0.0% 4.9 0.0%

Deferred income tax asset 2.6 0.0 0.0 0.0 0.0

Other assets 2.6 2.8 2.8 (0.5%) 3.5 22.8% 4.2 22.2% 5.1 21.7% 6.2 21.3%

Total assets 194.2 32.63% 249.0 28.24% 365.1 46.60% 499.2 36.74% 611.1 22.41% 791.7 29.55% 1,004.6 26.89% 1,296.6 29.07%

Liabilities and Shareholders' Equity

  Current Liabilities

    Current Portion of LTD 14.2 6.1 6.1 (1.2%) 0.0 (100.0%) 0.0 #DIV/0! 0.0 #DIV/0! 0.0 #DIV/0!

    Accounts payable 10.0 11.8 10.9 (7.5%) 13.4 22.8% 16.4 22.2% 19.9 21.7% 24.2 21.3%

Accrued employee compensation and benefits 8.0 7.3 10.9 49.0% 8.7 (19.7%) 9.0 2.7% 9.5 6.2% 9.1 (4.7%)

Other accrued expenses 6.0 13.4 9.6 (28.7%) 9.7 0.9% 10.9 12.7% 10.0 (7.8%) 10.2 1.5%

Deferred income taxes 0.0 0.0 0.0 1.1 #DIV/0! 1.5 43.6% 2.3 49.4% 3.3 42.7%

Landlord Financing 0.0 0.0 0.1 2.3 NM 0.0 0.0 0.0

Short-term obligations 0.0 0.0 0.0 0.0 0.0 0.0 0.0

  Total current liabilities 20.8 39.5% 38.2 83.8% 38.7 1.1% 37.5 (3.1%) 35.2 (6.0%) 37.8 7.3% 41.8 10.7% 46.7 11.8%

  Long-term obligations 0.0 0.0 0.0 0.0 0.0

  Deferred income taxes 0.0 46.1 66.3 43.6% 99.0 49.4% 141.2 42.7%

Capital lease obligations

Deferred Rent 19.2 28.2 46.7% 39.2 39.0% 34.2 (12.8%) 41.0 19.7% 52.8 28.9% 67.7 28.3%

Deferred Landlord Financing 2.3 0.0 0.0 0.0 0.0

Other liabilities 0.0 0.2 0.5 166.3% 0.6 22.8% 0.8 22.2% 0.9 21.7% 1.1 21.3%

  Total Liabilities 32.9 45.0% 57.5 74.6% 67.1 16.7% 79.6 18.6% 82.0 3.0% 104.8 27.9% 141.7 35.2% 189.1 33.4%

  Shareholders' equity

  Total Shareholders' Equity 161.3 30.4% 191.5 18.8% 298.0 55.6% 419.6 40.8% 529.1 26.1% 686.9 29.8% 862.8 25.6% 1,107.4 28.4%

Total Liabilites and Shareholders' Equity194.2 32.63% 249.0 28.24% 365.1 46.60% 499.2 36.74% 611.1 22.40% 791.7 29.56% 1,004.6 26.89% 1,296.6 29.07%

3/5/2006

Source:  Company reports and Onboard Consulting estimates.
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Chipotle - Ratio Analysis
(Dollars in millions, except per-share data. Fiscal year ends Dec)

2003 2004 2005 2006E 2007E 2008E

Liquidity Measures

Current ratio  (CA/CL) 0.22x 0.28x 0.64x 5.80x 8.22x 9.23x

Quick ratio  (CA - inventory/ CL) 0.18x 0.22x 0.57x 5.70x 8.11x 9.12x

Cash ratio  (cash/CL) 0.01x 0.01x 0.34x 3.36x 5.46x 6.20x

Financial Leverage Measures

Debt/capitalization 6.9% 2.0% 1.4% 0.0% 0.0% 0.0%

Adj. debt/adj. capitalization (1) 50.6% 46.7% 43.5% 41.6% 39.3% 37.8%

Adj. debt/EBITDAR 6.6x 4.4x 3.0x 2.6x 2.3x 2.0x

Interest coverage  (EBIT/interest) (35.90) 305.30x 6.90x 8.97x 23.60x 29.62x

Fixed expense coverage (1/3 rent) (0.06) 1.58x 2.83x 3.53x 5.22x 6.43x

Asset Utilization Measures

Asset turnover  (sales/assets) (2) 1.42x 1.53x 1.44x 1.38x 1.34x 1.27x

X  Net margin (net income/sales) (2.44%) 3.60% 7.45% 6.07% 6.85% 8.41%

=  Return on assets (ROA) -3.5% 5.5% 10.8% 8.4% 9.2% 10.7%

X  Financial leverage  (assets/equity) 1.30x 1.23x 1.19x 1.16x 1.15x 1.16x

=  Return on equity (ROE) -4.5% 6.8% 12.8% 9.7% 10.6% 12.4%

Return on invested capital (ROIC,3) 1.9% 7.4% 11.2% 7.5% 7.2% 7.7%

Turnover and other metrics

Receivable turnover (sales/average receivables)242.2x 184.8x 215.5x 208.2x 207.6x 207.1x

Receivable days on hand 1.5 2.0 1.7 1.8 1.8 1.8

Advertising as percent of company sales 2.0% 1.9% 1.6% 1.4% 1.3% 1.2%

Per-Share Measures

Earnings - continuing ($0.50) $0.82 $2.02 $1.27 $1.74 $2.58

EBIT ($0.51) $0.24 $1.21 $1.78 $2.70 $4.03

EBITDA $0.46 $1.09 $2.01 $2.64 $3.72 $5.24

Book value $12.31 $11.68 $12.44 $14.47 $18.64 $23.22

Cash (end of period) $0.00 $0.00 $0.38 $3.23 $5.60 $6.98

Free cash flow (FCF) ($4.21) ($1.81) $0.34 $0.52 $1.51 $1.52

Valuation Metrics (Year End)

FCF yield NM NM 0.77% 1.12% 3.01% 2.73%

Dividend yield NM NM 0.00% 0.00% 0.00% 0.00%

Price to earnings (PE) ratio NM NM 31.9x 38.9x 32.0x 24.3x

PE to earnings growth (PEG) ratio NM NM 5.44x 0.94x 0.71x 0.62x

1yr Forward P/E Est NM NM 34.6x 28.4x 21.6x 17.1x

Enterprise value/EBITDA NM NM 21.78x 17.50x 13.45x 10.63x

Adjusted enterprise value/EBITDA NM NM 26.45x 21.39x 16.70x 13.32x

(1)  Adjusted debt equals total debt plus 8 times rental expense.

(2)  Reflects the average account on the balance sheet  (beginning + ending/2).

(3)  ROIC equals net operating income plus after tax rent and interest expenses divided by average total adjusted capital.

Source:  The company and Onboard Consulting estimates.
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Chipotle Economic Profit Model
(Equals PV of projected profit+Invested Capital)

(Dollars in millions, except per-share data.) 0 0 1 2 3 4 5

2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E

10 yr Treasury 4.7%

Net working Capital ($0.59) ($29.90) ($27.95) ($13.52) $168.94 $272.70 $344.18 $458.26 $609.80 $810.57 Bond Spread 0.6%

Net PP&E 0.0 211.9 325.3 452.1 394.3 472.1 608.6 780.5 1,002.4 1,286.2 Tax rate 42.6%

Deferred Tax Lia (expect to increase in future) 0.0 0.0 0.0 0.0 0.0 47.2 67.8 101.3 144.5 200.4 Cost of debt 3.0%

Other Assets 0.0 28.8 29.1 20.6 12.7 9.1 10.0 11.1 12.4 14.0 Adj. Debt/Cap 41.6%

Non-recurring Charges 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

LIFO Reserve 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Beta 0.56

Bad Debt Reserve 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Risk premium 6.3%

PV of Op Leases 16.4 22.7 31.9 39.6 47.1 55.6 65.5 76.8 89.8 104.8 Market Risk 11.0%

Invested Capital $15.82 $233.52 $358.26 $498.75 $622.94 $856.69 $1,096.01 $1,427.94 $1,858.96 $2,415.98 Treasury 4.7%

Economic Profit -$18.94 -$9.75 $3.56 $37.47 $35.53 $55.57 $85.67 $59.66 $91.17 $132.63 Cost of equity 10.8%

WACC 7.6%

Net Invested Capital -11.7 -9.4 2.5 -48.7 -49.9 -50.7

PV -11.7 -8.8 2.2 -39.1 -37.2 -35.1 Terminal Multiple 18.2x

EV Summary Stock Price $45.48

PV of Operations $1,878

Equity $623

Net Debt (Adj.) $190 (Includes capitalized operating leases)

Enterprise Value $2,311

$63 Per Share

WACC

Chipotle  DCF M odel
(D o lla rs  in  m ill ions , excep t pe r-s ha re  da ta .)

0 1 2 3 4 5

2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E

To ta l Revenues $204.65 $315 .52 $470.72 $624 .22 $766 .85 $937 .42 $1 ,141 .22 $1,141 .22 $1 ,384 .65 $1 ,675 .25

Food , Beve rage  and  Packag ing  Cos ts 67 .7 104 .9 154 .1 204.6 251 .5 309 .2 378 .2 378 .2 460.6 559.1

Labo r Cos ts 66 .5 94 .0 139 .5 172.9 206 .4 243 .4 285 .6 285 .6 333.6 388.2

Occupancy Cos ts 18 .7 25 .6 36 .2 46 .0 54 .8 63 .8 74 .5 74 .5 87 .0 101.4

Othe r Opera ting  Cos ts 29 .8 43 .5 64 .3 79 .2 92 .6 107 .4 123 .7 123 .7 141.6 160.9

  Res taurant Operating Profit $21 .94 $47 .48 $76.62 $121 .52 $161 .52 $213 .57 $279 .27 $279.27 $361 .93 $465 .75

Genera l and  Adm in is tra tive 25 .8 34 .2 44 .8 49 .6 61 .0 72 .1 79 .9 79 .9 88 .4 97 .7

Deprecia tion  and  Am ortiza tion 11 .3 15 .1 21 .8 27 .2 31 .8 37 .8 44 .9 44 .9 53 .5 63 .2

Preopen ing  Cos ts 1 .0 1 .6 2 .2 1 .7 1 .9 2 .2 2 .5 2 .5 2 .9 3 .3

Los s  on  D is pos a l o f As s e ts 1 .5 4 .5 1 .7 2 .4 2 .0 2 .1 2 .2 2 .2 2 .3 2 .4

  Operating Incom e -$17.63 -$7 .94 $6 .11 $40 .64 $64 .89 $99 .38 $149 .72 $149.72 $214 .77 $299 .06

Op Leas e  In te res t (Im p lied  @  30% ) 4 .9 6 .8 9 .6 11 .9 14 .1 16 .7 19 .6 23 .0 27 .0 31 .4

Change  in  De fe rred  Taxes 3 .5 8 .0 11 .5 0 .4 -0 .3 -0 .2 -0 .1 -0 .1 0 .0 0 .1

Increas e  o f Bad  Deb t Res erve

EBITDA -$9 .17 $6 .86 $27.15 $52 .94 $78 .70 $115 .91 $169 .24 $172.64 $241 .67 $330 .56

Incom e Tax Expens e 0 .0 0 .0 0 .0 0 .0 25 .6 39 .4 58 .8 83 .9 116.4 158.0

R  Savings 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

Leas e  Savings 6 .2 8 .6 12 .1 15 .0 17 .9 21 .1 24 .9 29 .2 34 .1 39 .8

Change  in  De fe rred  Taxes 3 .5 8 .0 11 .5 0 .4 -0 .3 -0 .2 -0 .1 -0 .1 0 .0 0 .1

Cash Taxes $9.78 $16 .61 $23.59 $15 .47 $43 .17 $60 .34 $83 .57 $112.98 $150 .50 $197 .93

Deprecia tion  and  Am ortiza tion 11 .3 15 .1 21 .8 28 .5 35 .7 44 .4 54 .8 67 .5 82 .8 101.2

Change  in  Working  Cap ita l 10 .8 10 .2 9 .1 6 .4 -7 .2 1 .8 2 .9 5 .2 7 .3 9 .6

CapEx -48 .6 -86 .1 -95 .6 -73 .6 -84 .6 -97 .3 -111 .9 -128 .6 -147 .9 -170 .1

FCF -$45.48 -$70 .55 -$61 .20 -$1 .10 -$20 .52 $4 .47 $31 .60 $3.74 $33 .34 $73 .33

PV CF -$20 .52 $4 .16 $27 .30 $3.00 $24 .89 $50 .87

Per Share  Va lue

A
d
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cisions based on their evaluation of their own investment goals, risk tolerance, and financial condition. 
Onboard Consulting, Inc., our officers, our advisors, and our partners accept no liability whatsoever for 
any direct or consequential losses arising from any use of the information obtained on or through our 
website. The information in these company reviews is not a representation or warranty and is not a so-
licitation of any offer to buy or sell this security. Further, this Report is not authored, created, sponsored 
or endorsed by the Independent Research Network (“IRN”), and the IRN takes no responsibility for the 
accuracy, timeliness, completeness or presentation of the content. The IRN makes no representation re-
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and our proprietary database to the institutional, advisory and retail investment communities.  

Investment Suitability 

Securities Published in Research Reviews May Not Be Suitable Investments 
Some, or all, of the securities discussed in these research reports may be speculative or high risk, and 
unsuitable for many investors. Onboard makes no representation as to the suitability of these securities 
for individual investors. Further, this Report is not authored, created, sponsored or endorsed by the Inde-
pendent Research Network (“IRN”), and the IRN takes no responsibility for the accuracy, timeliness, 
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knowledge and expertise, either alone or with the assistance of their investment advisors, to make their 
own evaluation of the reports and investment decisions. 

Research Reviews Are Not Recommendations or Solicitations 
These reviews do not represent a recommendation to undertake transactions in the subject securities. 
The reviews do not represent an offer to buy or sell a security or a solicitation to do so. Our research 
may not be current. Although Onboard intends that its research be useful and believes that, as of the 
date of its first publication, it is accurate. However, there is no representation that the information is ac-
curate, complete or current, or that it reflects the current opinion or all information known to Onboard. In 
some instances, Onboard may be prohibited by the securities laws from providing updates regarding indi-
vidual company research reviews posted on the site, due to a variety of other reasons. 

No Offer of Securities or Investment Services 
Onboard’s website has been published for informational purposes only and is not a solicitation or offer of 
any security or of any investment service. Onboard intends the information provided at this website to be 
useful, however, Onboard does not guarantee that the information at this website is accurate, current or 
suitable for any particular purpose. Onboard does not assume any obligation to update information at its 
website. All information available at or through this website is provided "as is" without warranty of any 
kind, either express or implied. Onboard makes no representations concerning its website and disclaims 
all express, implied and statutory warranties of any kind, including warranties of fitness for a particular 
purpose, to the fullest extent allowed by applicable law. 

Research Coverage Universe 

 
 

Stock Ranking System 

Onboard defines itself as sector specific analysts. As a result, we only follow a number of restaurant and 
retail stocks. Onboard's approach is to initiate and provide research on stocks we personally choose to 
cover. Onboard’s stock rankings system is meant to assist clients in making decisions by defining invest-
ment rankings regarding the companies we sponsor in research coverage. All of the rankings correspond 
to a specific investment action that Onboard recommends taking on the date the research is published. It 
has been our practice to generate an informational company review when we initiate coverage. A Buy 
ranking could accompany a price target. These company reviews generally entail that additional informa-
tion about the company that is needed to determine or clarify the companies approach to the growth op-
portunity. Thus, "Buy" rankings are presented only for stocks that we would be actively buying at the 
time the research is published. These are stocks that are demonstrating their vision while meeting expec-
tation and are expected to appreciate at least 15% over the next 12 to 18 months. "Neutral" rankings 
are presented for stocks that we recommend holding. These are stocks that are making progress strate-
gically and operationally but are not expected to demonstrate significant appreciation in the next 12 to 
18 months. "Sell" rankings are assigned to stocks where a Onboard analyst anticipates a stock price de-
cline for any reason. These are stocks that appear not to be able to fulfill or deliver on their disclosed 
milestones and are expected to depreciate at least 15% over the next 12 to 18 months. In the event an 

Company 3.3.2006 Initiation Price 
12-month Tar-
get Price 

Chipotle (CMG) $45.48 $45.48 $53 

IHOP Corporation (IHOP) $51.25 $47.35 $46 
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analyst's coverage is terminated, there is a requirement that firms notify investors when coverage is 
dropped. This notice must include a final ranking or recommendation. The rule specifically calls for notice 
to be made in the same manner as when research coverage was first initiated. 

Distribution of Rankings 

 

 
 

 

Distribution of Rankings Breakdown 

 
 

Onboard Equity Research, Inc. (Onboard) has an investment ranking on 2 equity securities in 2006. On-
board uses 3 ratings- Buy, Neutral, and Sell - reflecting expected stock price performance relative to our 
analyst's coverage universe with a 12 to 18 month time horizon. 

Company Ranking Time Definition 

IHP 

 

 

 
 

 

Ranking Definition 

BUY 
Stocks ranked "Buy" are those stocks Onboard recommend actively buying. These are 
stocks that are demonstrating their vision while meeting expectation and should appre-
ciate at least 15% over the next 12 to18 months. 

Neutral 
Stocks ranked "Neutral" are those stocks Onboard would continue to hold in a portfolio. 
These are stocks that are making progress strategically and operationally but are not 
expected to demonstrate significant appreciation in the next 12 to 18 months. 

SELL 
Stocks ranked "Sell" are those Onboard would sell; these are stocks that appear not to 
be able to fulfill or deliver on their disclosed milestones and are expected to depreciate 
at least 15% over the next 12 to 18 months. 

  Buy Neutral Sell 

Companies 50 % 50% 0% 

Initiation 

12-26-2005 

"Hold" 
12-26-2005 
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CMG 

 

 

 
 

 

Research Dissemination 

Onboard delivers this research and analysis of its Industry Universe via the world-wide web and our pro-
prietary database to the institutional, advisory and retail investment communities. Onboard's website: 
www.onboardconsulting.org is accessible via the internet by professional investment organizations and 
individuals resident in different countries in the world. The information presented on our website is pro-
vided only as an aid for informing those who make their own investment decisions and are not to be used 
or considered as an offer to sell or solicitation of an offer to buy any financial products. Clients may also 
receive our research via Thomson Financial: FirstCall. Security laws of these resident countries vary sig-
nificantly. This site is intended to be accessed by residents of the United States and by residents of other 
jurisdictions only where permitted by law. 

Valuation Methodology 

Projecting the future valuation of companies is at best an "inexact science" and needs to be understood 
in terms of its intent and vulnerabilities. Onboard accepts its responsibility to research and prudently per-
form analysis while incorporating due diligence. The value of estimated company events should not be 
quantitatively modeled too early. Projecting "true" value in a developing business with an evolving mar-
ket is very difficult. Manipulation of quantitative data to analyze some companies has a limited. But a 
qualitative interpretation could determine definitions of the capacities, capabilities, and the potential of 
shareholder value. We recognize the inherent complexities and dearth of predictability linked to this proc-
ess and we also realize the utility of the intangibles. Investors need to have time sensitive qualitative in-
formation and be able to be appraised by the interpretation of this information. We provide our best 
qualitative thinking. Onboard integrates information, facts, estimates, and realities and then merges con-
cepts with risks, unknowns and honest interpretation. The valuation narrative is compiled as an informa-
tion thesis. Some companies with minimal and in most cases no revenues should not employ traditional 
valuation metrics, such as current P/E ratios, revenue multiples and EBITDA multiples, when attempting 
a "real" future valuation of shares. We believe investors should focus on the real issues facing the com-
panies. Most stocks are sensitive to news flows and markets do not always incorporate the value of prod-
ucts into the stock price. Investors should understand the issues that could produce valuation enhance-
ment, or reduction, for companies.  

Earnings, Price and Estimates Disclosures 

Risks associated with the achievement of investment price targets include, but are not limited to, the 
company's failure to achieve an analyst's earnings and revenue estimates. Unforeseen macroeconomic 
and/or industry events could adversely impact the company's ability to meet these estimates. Some risks 
associated with our Industry Universe include rising commodity costs, higher than expected labor, utility, 
or other operational costs, rising interest rates, a slow down in sales, higher construction costs, changes 
in regulation, higher real-estate costs, and unforeseen legal or governmental issues. Discussion of the 
risk factors that affect the market price of the company's shares, should be reviewed in the most 

Initiation  

3-3-2006 

"Buy" 
3-3-2006 
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recent form 10-Q or 10-K that a company must file with the SEC. Make sure you read and review these 
disclosures. 

Transparency of Analyst's Performance 

Under the recent Research Analyst Settlement, Onboard Consulting, Inc. (Onboard) makes publicly avail-
able (downloadable excel format), no later than 60 days after the conclusion of each quarter, the follow-
ing information, in any research report (including any research review or industry sector reviews) pre-
pared and furnished by Onboard and will include; subject company, names(s) of analyst(s) responsible 
for certification of the report pursuant to Regulation AC, date of report, rating, price target, period within 
which the price target is to be achieved, earnings per share forecast(s) for the current quarter, the next 
quarter and the current full year, indicating the period(s) for which such forecast(s) are applicable (e.g., 
1Q06, etc.), and definition/explanation of ratings used by the firm. 

Privacy Policy 

Onboard Consulting, Inc. (Onboard) is committed to respecting the rights of those individuals viewing or 
utilizing this website, and the protection of any information that might be collected or that which you as a 
subscriber may choose to share.  

Agreement for Accessing this Website 
Use of this website indicates your acceptance of the Privacy Policy section of this website, and also indi-
cates your acknowledgement of the information contained within the sections concerning disclosures. 
This website, including the Privacy Policy, and the information contained within our multiple Disclosures 
may be altered and amended at any time without prior notice. Therefore, your continued use of this web-
site indicates your acceptance of and acknowledgement of the terms of the Privacy Policy, including the 
Disclosures Information as updated. 

No Offer of Securities or Investment Services 
This website has been published for informational purposes only and is not a solicitation or offer of any 
security or of any investment service. Onboard intends the information provided at this website to be 
useful, however, Onboard does not guarantee that the information at this website is accurate, current or 
suitable for any particular purpose. Onboard does not assume any obligation to update information at 
this website. All information available at or through this website is provided "as is" without warranty of 
any kind, either express or implied. Onboard makes no representations concerning this website and dis-
claims all express, implied and statutory warranties of any kind, including warranties of fitness for a par-
ticular purpose, to the fullest extent allowed by applicable law. 

Research Reviews Are Not Recommendations or Solicitations 
These reviews do not represent a recommendation to undertake transactions in the subject securities. 
The reviews do not represent an offer to buy or sell a security or a solicitation to do so. Our research 
may not be current. Although Onboard intends that its research be useful and believes that, as of the 
date of its first publication, it is accurate. However, there is no representation that the information is ac-
curate, complete or current, or that it reflects the current opinion or all information known to Onboard. In 
some instances, Onboard may be prohibited by the securities laws from providing updates regarding indi-
vidual company research reviews posted on the site, due to a variety of other reasons.  

Disclaimer of Warranty 
Onboard makes no representations, warranties or undertakings about the information contained within 
the website. In addition, we make no such representations, warranties or undertaking about any website 
to which ours is linked and therefore you review our website at your own risk. You should note that there 
may be occasions during which our website becomes unavailable, through no fault of our own. There may 
indeed be occasions where we take our website offline in order to enhance and update it. We cannot ac-
cept any liability for any damages whatsoever arising to you as a result of your use of our website. 

Specific Definition of Limitations of Liability 
In no event will Onboard Consulting, Inc. its Affiliates, Officers, Directors, Contractors, Suppliers, Ven-
dors, Insurers and/or Agents be liable to you or any other person for any costs, damages arising from 
any cause resulting from the collection, use, transfer, processing, handling, content from your use and 
access of this site. 

Trademarks and Copyright 
This website and the information contained within are protected by trademarks and copyright. Reproduc-
tion of all or any part of this website or any information contained within is prohibited except for personal 
use. 
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Obtaining Current Disclosures 
Applicable current disclosures can be downloaded from our website, or by 
calling the telephone number listed below: 

Onboard Consulting, Inc. 

404-285-7197 
www.onboardconsulting.org 


