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• We are initiating coverage of IHOP Corporation with a Neutral Weight rating and a $46 price target. 
The result of our DCF and EVA models, peer analysis, and an analysis of recent market transactions, 
suggests to us that the company is fairly valued at its current level. 

• The company has undergone a makeover since 2003, when it refocused its efforts around being a 
franchiser instead of a financer/operator. Since then, it has generated significant free cash flow, and 
returned capital to shareholders via dividends and stock buybacks.  

• In our opinion, this model has begun to get traction, as evidenced by commitments to open new res-
taurants, which are up 58.1% from this time last year. More importantly,  the majority of the deals are 
with multi-unit operators,  who have the signaled to us the model's early success with their capital 
commitments.  

• Further, we believe that the company can meet the high end of its unit growth target of 300-700 new 
units from its EOY 2002 level. Similarly, management has demonstrated that it can constrain G&A 
growth, and stores have been able to meet its same-store sales (SSS) target of 2-4%.  

• Factors that would cause us to be incrementally more optimistic on the company include increased 
unit commitments, accelerated SSS growth, favorable sales mix shift,  and clarity around the com-
pany’s planned stock buyback and dividend.  

• The company also faces headwinds in its tax case with the Internal Revenue Service, its required debt 
service in 2006 (which would transfer cash from equity to debt holders), continuing to expand its 
sales and potential execution problems in rolling out remodels and 24 hour operations.  

• Given these factors, we believe that the company is off to a great start with its new model, but it still 
faces challenges in its effort to be more than just breakfast themed franchise. 
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About the company. IHOP is a national chain of breakfast themed 
restaurants serving pancakes, combination breakfasts, lunch, dinner 
and specialty promoted items throughout the day. IHOP has over 
1,199 franchise, company owned, and test market restaurants in 48 
states as well as Canada. Emphasis in the last two years has been to 
expand lunch and dinner entrees, 24 hour openings and all-day pro-
motions. Additional effort has been made to increase free cash flow 
with management shifting from the “old model” to the “new model” of 
franchise operation.  

The company realigned their business model in 2003. IHOP 
made a strategic decision to change their business model beginning 
in January 2003. It transitioned from a development focused organi-
zation to a marketing and operations company. The “old” business 
model was based on the company financing the franchisee’s complete 
operation. The company essentially functioned as a finance business 
with company owned operations. Over time, quality and execution 
problems arose as some franchisees were better business operators 
than others. This situation made it difficult to have a consistent free 
cash flow needed to expand the franchisee’s base. Under the “new 
model” the operators have more accountability to the company, and 
the company is more of a licenser than finance driven producer. 

• Old Business Model. This model emphasized the financing of the 
restaurant operation. The company purchased or leased the site, 
constructed the restaurant, installed equipment, and trained the 
supervisory personnel and franchisee. More importantly, the fran-
chise fee was financed. Typically, under a new restaurant sce-
nario, the franchise and development fee of between $50,000 and 
$500,000 was 80% financed over 5-8 years. 

      The remaining costs associated with the venture were as follows:  

1) Leasing of property and equipment  

2) Royalty fee of 4.5% of restaurant sales 

3) Income from the sale of proprietary products (mainly 
pancake mix) 

4) Local advertising fee of 2% and national fee of 1% of 
restaurant sales.  

Under certain circumstances, fees were reduced to help the 
franchisee become established. 

Overview 
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• New Business Model. The New Business model more closely re-
sembles the franchise model most other restaurant companies 
utilize. The company benefits from this model as it has more 
predicable cash flow, and lower obligations. Under the new ar-
rangement, individual franchisees secure their own financing and 
have a choice to develop individual restaurants, or multi-site 
stores. In addition to financing the site, construction, and equip-
ment costs, the franchisee also pays a location fee of $15,000 
that is credited against the $50,000 initial franchise fee. The op-
erator also has the responsibility of training of supervisory per-
sonnel. 

An important benefit to operators under the New Model is the 
ability to sign multi-store arrangements in certain markets. These 
exclusive right developments allow for faster expansion of the 
company’s presence in certain market areas. Under these agree-
ments developers pay a $20,000 fee for each location that is cred-
ited back against the $40,000 initial multi-store franchise fee. 
These multi-store agreements require the development of a desig-
nated number of stores to be built and operated according to a 
certain schedule negotiated on an individual basis. 

In addition, the remaining costs associated with the franchise 
are as follows:  

1. Royalty fee of 4.5% restaurant sales 

2. Revenue from the proprietary products 

3. Local advertising fee of 2% and national ad fee of 
1% of restaurant sales 

Primary candidates for the New Model are existing operators in 
the IHOP system. However, candidates currently operating in non-
competing areas of the restaurant business are also considered to 
be eligible. 

Growing with the new strategy. As part of the new model, we be-
lieve the company has shifted its focus to growing the business 
through a three part strategy: 

1. Emphasis on maximizing franchise development oppor-
tunities. The company has made an effort to operate quality 
oriented restaurants through a series of both physical en-
hancements and objective criteria. The new prototype model 
restaurant and the remodel package are designed to capitalize 
on the company’s centralized planning and revitalize its exist-
ing restaurants. These physical improvements, along with a 
focused marketing effort, should deliver a consistent message 
to both new customers and existing customers.  
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2. Initiatives to energize the IHOP brand. Additional efforts 
to market the company are driven by the new menu and pro-
motions of breakfast, dinner and all-day entrée’s. These prod-
ucts have begun to be launched with national cable media 
campaigns. Recent promotions include items such as Sour-
dough Cheese Grillers, Funnel Cake Carnival, Paradise Pan-
cakes and “all you can eat” Popcorn Shrimp. In addition, new 
menu items are rolled out only after going through a testing 
process, and the menu is centrally printed and updated twice 
a year.    

3. Improving operational performance and quality control 
measures. Back of the house improvements and additional 
quality controls are helping grow the brand by striving to en-
sure a quality and consistent customer experience. As part of 
these improvements, the company has worked to quantify its 
efforts through mystery shop scores. This program not only 
measures the restaurants, but helps individual operators im-
prove the product and service of the restaurant. Similarly, the 
company’s restaurant rating system enables corporate man-
agement to keep the top tier operators in the system while 
weeding out poorly performing and marginal stores. 

To help support these initiatives, the company has created a Support 
Center management and staff. These personnel are available to help 
restaurant management and staff solve simple and complex issues 
that are encountered in day-to-day operations. Problems and ques-
tions that cannot be resolved are referred to the Franchise and Devel-
opment Department for assistance. 

Segments, costs and drivers. IHOP’s business is divided in to 4 
distinct lines: company operations, franchising operations, financing 
and rental operations.   

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. With the disposing of the company’s operations, this 
segment has become of less importance to the company. It cur-
rently operates only 4 restaurants in its “home” market of Cincin-
nati, and occasionally will take over some restaurants from fran-
chisees before they are re-franchised. These “home” units have 
become a source of testing for the company’s new ideas and 
products, and tend to break even, or run at a slight loss (Figure 
1). 

2. Franchise operations- The company has 1,214 franchised and 
area license stores as of the end of the third quarter. Revenue 
consists of royalties, franchisee fees, sales of proprietary products 
and advertising fees. Expenses associated with this operation in-
clude advertising expenses and the cost of products sold to fran-
chisees. Currently, these units are owned by franchisees, and 
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“The company 

now has the 

ability to track 

the key drivers 

of its sales: 

traffic, price, 

and mix” 

area licenses in the United States and Canada. 

3. Rental operations. Rental operations revenue consists of reve-
nue from operating leases and interest income from direct financ-
ing leases. Rental expenses include the cost of operating leases 
and interest expense on capital leases on franchisee-operated res-
taurants. 

4. Financing operations. These operations result from the old 
business model where the company would commit capital to build 
restaurants in exchange for payments. The goal was to become 
the landlord and develop most markets. Since the company no 
longer provides this service, this segment will become immaterial 
over time. We note that most agreements for financing were to be 
repaid over 5 to 8 years.  Revenue comes from the portion of 
franchise fees not allocated to the Company’s intellectual prop-
erty, sales of equipment, as well as interest income from the fi-
nancing of franchise fees and equipment leases. Financing ex-
penses include the cost of restaurant equipment and interest ex-
pense not associated with capital leases.  

Figure 1. The company’s revenue mix and margin breakdown by segment 

 

Menu, marketing and store development. A central part of the 
company’s strategy to grow the business revolves on driving traffic to 
non-breakfast items and other day parts. In 2005, the company 
rolled out 2 new, centrally printed menus focused on meeting these 
goals, and reduced the number of items as well. New items were 
selected to enhance its core breakfast franchise and grow its lunch 
and dinner business. The company has implemented a research and 
testing process to ensure that new products increase guest 
satisfaction, increase operational efficiency and lower food cost. With 
the system-wide implementation of MICROS POS terminals in 2004 
and 2005, the company now has the ability to track the key drivers of 
its sales: traffic, price, and mix. At the end of the third quarter, the 
company’s check averaged $8.25, and approximately 70% of its sales 
were breakfast items that are served throughout the day.   

 

Similarly, the company hopes to increase check average by shifting 
the mix from “breakfast” day parts to higher grossing lunch and din-
ner times. The logic behind this idea is that breakfast items, though 
higher in margin, carry a lower sales amount. With the new focus on 
franchising, the company is more interested in royalties from sales 
than restaurant margins. Currently, the system-wide day part mix is 
more towards breakfast hours than its test market (Figure 2). Thus, 
we believe that the company may be able to increase royalty revenue 
if it is successful in transitioning the rest of the system to mirror its 
home market’s day part mix. Thus, we believe that the company may 
be able to increase royalty revenue if it is successful in transitioning 
the rest of the system to mirror its home market’s day part mix.  

Revenue Margin

Franchise Revenues 47.4% 52.1%

Rental Income 36.4% 25.9%

Company Restaurant Sales 3.9% 0.4%

Financ ing Revenues 12.3% 32.7%

Source: The company and Onboard C onsulting Estimates
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Figure 2. The company’s home market has more even day part mix than 
the system 

 

Focusing on marketing, the new menu is complemented by 6 limited 
time offers that are backed with various forms of advertising. Aligned 
with its goal of driving mix, some of the promotions are dinner and 
lunch items. However, breakfast promotions still have more success 
than other promotions. The company now backs some of its promo-
tions with national TV advertising, and a consistent slogan of “Come 
hungry, leave happy”.  

 

The company has also attempted to align its marketing with its unit 
development. By 2010, it expects to have the whole system remod-
eled. The current unit design is approximately 4,400 to 5,000 sq. feet 
in size and seats 158-176 people (Figure 3 on page 16). This unit 
compares to its aging “A-Frame” design, which seated 100 people 
and took up about 3,000 sq. feet. In 1998, it noted that a remodel’s 
sales increased about 14.5% over the twelve months after the re-
model. 

Competition Overview. IHOP operates in a segment of the 
restaurant industry known as family dining. Restaurants in this 
segment include Denny’s, Bob Evan’s, Perkins Family Restaurant, and 
Cracker Barrel. Menu selection is broad, breakfast is offered 
throughout the day, and some restaurant’s, such as Denny’s, operate 
24 hours a day. Menu prices tend to be reasonable and check 
averages less than casual dining. As such, operators tend to have 
more exposure to slowing sales and higher commodity costs– both of 
which IHOP has little exposure to with its new model.  

Valuation 
We valued the company through our EVA and DCF models, as well as 
looking at comparative multiples and recent transactions in the mar-
ket. Based on these analyses, we value the company at $46 per 
share based on the average of these results (Figure 3).  

1) Examining our DCF and EVA models. Our Discounted Cash 
Flow (DCF) model yields a share price of $56, and our Economic 
Value Added (EVA) model yields a value of $28. 

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

Daypart Mix System Home Mkt

Breakfast 36% 25%

Lunch+Carryover 33% 33%

Dinner 15% 19%

Latenight+Graveyard 16% 23%

Source: The company and Onboard Consulting estimates

3Q05E
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To get to these values, we modeled assumptions based on historical 
trends, as well as management’s outlook and history. We believe our 
estimates represent a realistic case based on our assumptions, which 
include: 

 

• Franchisees will keep their agreements, as well as add 
new stores. Currently, the company has signed agreements 
by franchisees to develop 343 stores in 2006 and beyond (58 
in 2006, 52 in 2007 and 233 in 2008 and beyond). Our esti-
mates take these numbers into account, as well as the upward 
revisions that tend to occur over the year as more franchisees 
agree to open more stores. We also believe that the company 
can meet the development needs, as it has been able to fran-
chise over 100 restaurants and develop up to 80 a year.  

• The company can meet its target unit level. As part of its 
strategic change in 2003, the company believes that it could 
add 300-700 restaurants to its EOY 2002 level of 1,042 units. 
Since this target was set, the company has opened and has 
contracts to open over 500 restaurants. Given this level of 
openings, we believe that the company can reach the upper 
end of its targeted amount. Further, most of the contracts for 
unit openings are for multi-store agreements. To us, this indi-
cates that operators believe in the model and are willing to put 
capital into new stores.  

• Believing in the company’s goals of growing SSS and 
constraining G&A growth. The company’s prior guidance 
suggests their goal of growing existing unit same-store sales 
by 2-4% a year, and limiting G&A growth to 3-5% annually. 
Our belief in these goals stems in part from this year’s per-
formance, where G&A growth was up 1.1%E and SSS grew by 
an estimated 2.6%. These numbers may not seem impressive 
until you look at prior G&A growth (average yearly growth of 
9.4% from 1997-2001) and the company’s 2 year SSS com-
parisons (quarterly average in 2003 & 2004 of 10.0%). Look-
ing ahead, we have been conservative and modeled for the 
low end of the SSS target and the upper end of G&A growth. 

• Share buybacks & dividends will continue. Management 
and the Board have made it a goal to return capital to share-
holders via stock buybacks and a quarterly dividend. We ex-
pect these trends to continue, and in 2006 have modeled a flat 
dividend (the board has left it unchanged since the dividend 
started in 2003), and a buy back of about 950,000 shares. 
This buyback is more than our FY 2005 estimate of 1.38m 
shares, but is slightly lower than the annualized monthly aver-
age since January 2004 (of 1.85m shares/yr). It also fits in-
side the company’s cash flow constraints we have modeled, 
and leaves IHOP with a yearly cash balance of approximately 
$10 million, which is close to their pre-2003 cash levels.  
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• Other areas of interest: 

o Franchise expenses will approximate sales 
growth. The company has stated in the past that fran-
chise expenses approximate franchise sales growth. 
This idea is based in part on the company’s sales to 
franchisees of certain products, like its pancake mix. 
Looking at historical trends (Figure 4), this idea seems 
to hold, especially since the 2003 repositioning. Fur-
ther, we believe that if the company is able to increase 
sales mix away from breakfast items, expenses will 
continue to mirror sales. Our belief stems from the fact 
that some items, like pancakes, are destination items, 
and the company’s home/model market still averaged 
about 43% of its sales during breakfast day-parts 
(25% breakfast & 18% graveyard)  

o Company store losses will be marginal. Since the 
strategic change in 2003, the company’s stores have 
not been profitable. This event has occurred for several 
reasons, including taking over failing stores from fran-
chisees. We believe that the company can operate its 
core market at breakeven levels and still look for op-
erational innovations that it can share with its franchi-
sees. As a result, we expect margins to be slightly 
negative going forward as the company noted that it 
expects to incur $700k-$800k a year in “takeback” 
losses.  

o The company continues to develop its “home” 
market. The company’s guidance calls for 15 units to 
be operating in its “home” Cincinnati market by mid-
2009. We believe this event will occur, and that these 
units will incorporate the most innovative ideas man-
agement has to offer. Thus, management’s future color 
commentary about this market should be a glimpse 
into the future of the whole system.  

o The system will be fully remodeled by 2010. In the 
recent quarter, the company noted that most of its 
chain will be remodeled by 2010. So far, we estimate 
over 450 remodels have been completed, and though 
the company has released no numbers on the sales 
growth associated with these refreshed units, we be-
lieve that the results will be positive. In 1998, sales at 
remodeled units tended to increase 14.5% over the 12 
months after the remodel. We note that McDonald’s 
has been aggressively updating their system as well, 
and it noticed that remodeling tended to boost a res-
taurant’s sales about 5%.  

o Tax rate. Assume a 38% tax rate, which is consistent 
with FY 2005 guidance, as well as historical trends 

o Taxable, profitable operations. Therefore we treat 
the deferred tax liability as more like an equity compo-
nent than a liability one, and include it in our DCF & 
EVA models. 

Copyright 2005, Onboard Consulting 
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“In 2006E, 

we have 

modeled a 

buy back..., 

which 

increases 

our 2006E 

EPS to $2.49 

from a base 

case of 

$2.37 ” 

Figure 4. Franchise expense growth approximates its sales growth 

 

 

Why are we on the top of the Street for the 2006 EPS estimate? In 
short, we believe their operations will grow as planned, franchisees 
will open the stores they have signed agreements to build and, most 
importantly, that the company will continue to buyback shares. In 
2005E, we expect the company to have bought back over 850,000 
shares (50,000 in the fourth quarter), which we estimate increased 
EPS by approximately $0.09, or 4.1% (Figure 9). These buybacks 
would leave them with about 900,000 shares left on their current au-
thorization and about 2.7 million shares available to purchase until 
they reach their debt covenants. We believe that management will 
continue their commitment to return money to shareholders through 
this program until they get close to their debt covenant requirements. 
In 2006E, we have modeled a buy back of 650,000 shares, which in-
creases our 2006E EPS to $2.49 from a base case of $2.37 (Figure 
5). Currently, the Street’s estimate is at $2.40 for 2006E, compared 
to our 2006 EPS estimate of $2.49.  

 

Figure 5. The company’s EPS is expected to benefit from a lower share 
count in 2006 

 

 

 

Beyond 2006: dividends and buybacks. Looking at 2006 and be-
yond, we conservatively expect the company to finish buying back 
shares by 2009 (assuming the board grants a buyback extension), 
and switch from the buybacks to an increased dividend. Since the 
dividend was announce in 2003, it has remained constant at $0.25 
per quarter. With the company constrained by their debt covenants to 
continue share buybacks indefinitely, we expect management to 
stand by their commitment to return money to shareholders by rais-
ing the dividend in FY2007 from $1.00 to $1.25. Beyond that point, 
we modeled a residual dividend policy, that grows yearly at the rate 
as Net Income growth.  

 

1999 2000 2001 2002 2003 2004 2005E

Franchise Sales Growth 10.2% 11.5% 11.6% 11.5% 15.9% 14.4% 8.1%

Franchise Expense Growth 5.9% 9.1% 8.0% 14.2% 16.6% 17.6% 7.3%

Source: The company and Onboard Consulting estimates

2005E 2006E

Net Income 44.24$ 47.31$ 

Share Count Est. 19.93   18.98   

EPS $2.22 $2.49

Using '05E Share Count $2.22 $2.37

Street Estimate $2.21 $2.40

Our Est. to Street Est. $0.01 $0.09

% Var 0.5% 3.9%

% Var using '05E Count (1.1%)

Source: The company, Capital IQ and Onboard Consulting estimates
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A further look at our calculations. We calculated our DCF and EVA 
values using a WACC of 6% and terminal multiple of 18.2x. We de-
rived these values based on the assumption that:    

• The historical market return is 11%, and the 10 year treasury 
yield is currently 4.3%. 

• The company would pay approximately 1% over the 10 year 
treasury yield for new debt. This number comes from the dif-
ference in yield the company paid at the time of its last private 
placement.  

• Beta, of 0.8, was calculated from a 72 month analysis compar-
ing the company to the S&P 500, and is adjusted. 

• The terminal multiple of 18.2x is the median of the company’s 
past 16 quarter’s forward multiple range of 11.5x-23.6x. We 
believe that the company deserves this multiple due to the 
new model’s high level of free cash flow.  

 

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. Its current price to earnings 
ratio of 21.7x is almost equal to the group average of 21.9x (Figure 
6). Applying this multiple to next year’s estimated earnings of $2.49, 
we get a stock price of $54.15, or an estimated 12.3% upside from 
current levels. These numbers are on par with our sample companies 
upside of 12.7%.   

Figure 6. Based on other companies, we think IHOP has similar up-
side potential 

 

 

Looking into other valuation metrics, the company’s 1 year forward 
P/E compares similarly to our group, and its price to earnings growth 
is above 1, indicating that the company may be overvalued, as inves-
tor’s expectations may already be incorporated into the stock price 
(Figure 7). However, the company has a 5.9% FCF yield, compared 
with our sample’s 2.0% yield, and trades at a lower price to free cash 
flow multiple of 16x, compared to the group’s average of 31x. This 
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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

IHOP Corp. $48.22 $2.22 21.7x $2.49 $54.15 12.3%

Bob Evan's $23.84 $1.01 23.6x $1.23 $29.03 21.8%

Cracker Barrel $35.08 $2.38 14.7x $2.65 $39.06 11.3%

Denny's Restaurants

CKE Restaurants Inc . $13.50 $0.91 14.8x $0.80 $11.87 -12.1%

Red Robin Gourmet Burgers $52.96 $1.78 29.8x $2.14 $63.67 20.2%

California Pizza Kitchen $31.96 $1.20 26.6x $1.38 $36.75 15.0%

Papa John's International $59.95 $2.52 23.8x $2.87 $68.28 13.9%

RARE Hospitality $30.61 $1.54 19.9x $1.84 $36.57 19.5%

Average 21.9x $1.93 12.7%

IHP to avg. -0.7% 0.5%

Source: Wall Street Journal, Capital IQ, Onboard C onsulting Estimates
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result is due to company’s franchised model, which favorably benefits 
their free cash flow. On this basis, it undervalued.  

Figure 7. Compared to other companies, we think IHOP is fairly val-
ued 

 

Look at that PEG- why is it so high? After looking at Figure 8., one 
number that sticks out is our estimated 5-year forward PEG for IHOP 
of 3.0x. This number is high because our future estimates call for the 
P/E multiple to remain approximately at the current level, while esti-
mated EPS growth will decline from current levels (Figure 9.). These 
two factors will cause the PEG growth (which we define as next year’s 
forward P/E to estimated 5 year EPS growth) to rise from its current 
level of 1.4x, to its estimated forward 5-year average of 3.0x. While 
we have concern over this metric, we believe that it may be mislead-
ing and come down from its estimated future level due to:  

1) Our forecast is on the conservative side. Other analysts on the 
street have the long-term EPS growth rate of the company at 
11.1% (Source: Reuters), where our 5 year EPS average 
growth is 7.4%.  

2) Possible upward revisions, or period shift’s for the share buy-
backs 

3) Opportunity for the company to increase earnings through 
higher sales and unit growth than we have estimated 

 

Figure 9. A breakdown of estimated EPS growth 

 

 

Conversely, if investors believe the company’s PEG is correctly ap-
proximating future growth, we caution that the company’s stock price 

EPS Growth From: 2005E 2006E 2007E 2008E

Net Income Growth 32.3% 6.9% 5.4% 2.9%

Reduced Share Count 4.1% 4.8% 2.9% 2.4%

Total Growth 38.1% 12.3% 8.6% 5.4%

Source: Onboard Consulting Estimates
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(5 Year Est.)

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

IHOP Corp. 19.3x 13.5x 2.98x 5.9% 16.0x

Bob Evan's 19.4x 8.2x 2.25x -0.8% NM

Cracker Barrel 13.2x 7.0x 1.18x 4.9% 22.9x

CKE Restaurants Inc . 16.9x 7.3x 0.95x 3.8% 0.0x

Red Robin Gourmet Burgers 24.7x 13.0x 1.50x -1.8% NM

California Pizza Kitchen 23.2x 10.4x 1.67x -4.5% NM

Papa John's International 20.9x 10.2x 2.16x 6.8% 7.7x

RARE Hospitality 16.6x 8.9x 1.08x 1.6% 106.0x

Average 19.3x 9.8x 1.72x 2.0% 30.5x

IHP to avg. 0.3% 37.8% 72.9% 3.96% -47.7%

Source: C apital IQ, Wall Street Journal and Onboard Consulting Estimates
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3) Valuation based on current deals. With private equity flush 
with cash, and the company’s new model cash rich, it may be a po-
tential buy-out candidate. In establishing a value for a buy-out, we 
examined a company with a similar model to IHOP, Dunkin Donuts. 
The brand, as well as its sister companies TOGO’s and Baskin Rob-
bins, were recently sold by their parent, Pernod Ricard SA of France. 
The fully franchised system fetched approximately 11.5x EBITDA, and 
when this multiple is applied to IHOP, generates a per share value of 
approximately $46.20 (Figure 10). One other deal similar to IHOP’s 
model is the pending sale of Quizno’s Subs. The Wall Street Journal 
recently reported that the company could fetch between 11x and 17x 
EBITDA.  

 

Figure 10. Based on current deals, we think IHOP would fetch 
around $46 per share 

 

 

 

 

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):    

Figure 11. EPS Estimates if stock options were expensed according 
to SFAS 123 

 

IHOP Stats:

$76.25

19.0       

EBITDA

Multiple Value (M) Per Share

11x $839 $44.19

12x $915 $48.21

13x $991 $52.23

14x $1,067 $56.25 Midpoint

15x $1,144 $60.27

16x $1,220 $64.28

17x $1,296 $68.30

11.5x $877 $46.20

Source: Wall Street Journal and Onboard Consulting Estimates

2006E EBITDA:

2006E Share count (m):

Est. Dunkin Multiple

1Q04 2Q04 3Q04 4Q04 2004 1Q05 2Q05 3Q05 4Q05E 2005E 2006E

Diluted EPS 0.50$  0.21$  0.38$  0.52$  1.61$  0.50$  0.63$  0.62$  0.49$  2.24$  2.49$  

Options Expense (0.01)$ (0.02)$ (0.02)$ (0.03)$ (0.08)$ (0.02)$ (0.03)$ (0.03)$ (0.03)$ (0.11)$ (0.15)$ 

Proforma EPS 0.49$  0.19$  0.36$  0.49$  1.53$  0.48$  0.60$  0.59$  0.46$  2.13$  2.34$  

Source: The company and Onboard Consulting Estimates

Copyright 2005, Onboard Consulting 
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Reasons that would cause us to change our thesis 
 

While the turnaround story has started, there are still several 

sources of potential EPS upside. We believe that the company is 
fully valued right now, but further appreciation could occur if there 
were catalysts to provide upward EPS revisions. We believe our esti-
mates could be conservative if the following, or other events, were to 
occur:    

• Same-store sales exceed expectations. The company’s 
goal is for yearly 2-4% SSS growth, and in 2005, we expect 
the company to post a positive 2.5% comparison. This number 
goes against a positive 5.3% in 2004 and up 4.8% in 2003- 
the toughest two year comparison since 1997/1998. Our SSS 
estimate for 2006 (2%) is at the low end of managements 
guidance. Given this run, and that remodeled stores tend to 
boost sales, there is a possibility that the company can grow 
sales above planned. Further, with the leverage that is built 
into the model, we estimate that for every 1% increase in 
franchise SSS, Net Income increases 1.2%. 

• Unit growth accelerates. The company has signed 343 de-
velopment agreements for 2006 and beyond, an increase of 
58.1% from long-term schedule released at this time in 2004. 
All unit openings, except for nine units, are for multi-unit op-
erators. To us, this signals that operators in the business of 
running franchises accept the model and see its growth poten-
tial. These operators, compared to single unit operators, also 
have better access to capital and the resources needed to ac-
celerate their unit counts if they choose to open more units. 

• Increased buyback or a dividend increase. The company 
has worked to return capital to shareholders via dividends and 
share buybacks. In the future, the company’s current debt 
covenants restrict it from buying back shares beyond a certain 
level. The company has stated that beyond its current pro-
gram, it can only buyback approximately 1.5 to 2 million more 
shares. If the company can work with debt holder’s to amend 
these covenants and extend its buybacks, then there is an in-
creased chance of EPS acceleration.  

• The sales accretion from 24 hour operations and remod-
els is more than expected. Operators have worked with the 
company to remodel their stores and expand their operations 
to 24 hours. Our model incorporates a small sales impact from 
these actions for a short period of time. However, if the dura-
tion of these programs is longer, or greater, than we expect, 
we would look at revising our estimates higher.  

Copyright 2005, Onboard Consulting 
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• Sales mix shifts favorably to other day parts or items. 

One of the main goals the company has is to shift sales away 

from breakfast items and its associated day parts. We believe 

that this goal will be hard to achieve in the short-term, as 

breakfast mix is high, and its non-breakfast item promotions 

don’t fare too well. However, with the company working on 

testing new menu items before implementation, and our ex-

pectation of more marketing around non-breakfast items, the 

company could succeed at its goal faster than we expect. This 

situation would cause us to be more incrementally positive on 

the company, and may cause us to increase our earnings esti-

mates.  

What are some of the headwinds the company could face? 
Though the company seems to be doing well right now, there are 
several potential hurdles ahead that we would cause us to lower our 
estimates including:  

• The company receives an unfavorable tax ruling. Re-

cently, the company has been working with the U.S. Internal 

Revenue Service regarding the way it treated franchise fee 

revenues in its 2000 through 2003 Income Tax filings.  In the 

most recent quarter, it estimated that the taxes associated 

with these revenues would approximate $19.5 million. The 

company has prepared for a potential loss by setting aside a 

reserve for the losses, as well as the associated interest and 

state taxes that may be due. Importantly, it also believes that 

its operations will not have a material adverse effect on the 

company. We note that the outcome of these cases (there are 

several, due to the way the IRS reviewed the tax filings) 

could:   

1) Be drawn out over a period of time. Like all legal pro-
ceedings, the outcome of one case may face several 
appeals. Thus, the time table to resolve these cases is 
uncertain.  

2) Effect future operations and past year’s taxes.  The 
company seems to have booked these revenues in a 
consistent manner, so if the IRS were to determine that 
these methods were incorrect, the company may have 
to change its revenue recognition for these fees. 

 

Copyright 2005, Onboard Consulting 
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3) Be more than expected. The IRS can levy fines and in-
terest for the unpaid taxes. If these amounts are more 
than the company expects, then the company may 
have to divert cash from other uses to pay off the 
debts incurred. 

4) Cause us to examine our valuation of the company. 
Even though the company has reserves set aside, our 
analysis assumes that the company will be unaffected 
by these cases. A negative outcome would cause us to 
revisit our valuation on the future prospects of the 
company. 

• Store growth or same-store sales fall short. The com-

pany’s goal is for yearly 2-4% SSS growth, and to open at 

least 60 new franchisee stores a year until mid-2009. If either 

of these if sales were to fall short, the company’s future earn-

ings could be reduced. 

• Dividends and stock buybacks are lower then expected. 

Our model incorporates the company continuing to buyback 

stock up to the limit imposed on its debt covenants, as well as 

continuing to pay a dividend. However, we see a few potential 

situations that could compromise these programs. First, the 

company may not generate enough cash flow to continue 

these programs. Lower net income, higher expenses, and 

higher debt payments than we expect are primary reasons we 

see this situation could occur. Secondly, the board of directors 

may not authorize shares needed for the buyback we have es-

timated, and it could reduce the dividend. Finally, the com-

pany could run up against other restrictive debt covenants 

that we have not expected. 

Copyright 2005, Onboard Consulting 
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Copyright 2005, Onboard Consulting 

Figure 3. View of IHOP units and design 

“A Frame” Design 

 

 

Source: Onboard Consulting 

 

Newer Unit 

 

 

Source: The company 

 

 

New “G”Prototype 

 

 

Source: The company 
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IHOP Corp. - Quarterly Earnings Model
(Dollars  in m illions , except per-share data.  Fiscal year ends Dec)

15 16 17 18 19 20 # 36 37 38 39 40 41 # 57 58 59 60 61 62 63 78 79 80 81 82 83

3/31/2004 3/31/2005 3/31/2006 6/30/2004 6/30/2005 6/30/2006 9/30/2004 9/30/2005 9/30/2006 12/31/2004 12/31/2005 12/31/2006

2004 % Chg. 2005 % Chg. 2006 % Chg. 2004 % Chg. 2005 % Chg. 2006 % Chg. 2004 % Chg. 2005 % Chg. 2006 % Chg. 2004 % Chg 2005 % Chg. 2006 % Chg.

Revenues

Franchise Revenues 39.1 15.8% 40.9 4.5% 43.5 6.5% 37.2 7.2% 39.9 7.2% 43.5 9.0% 39.1 9.3% 43.3 10.7% 46.5 7.4% 42.2 17.5% 45.9 8.9% 49.3 7.4%

Rental Income 32.4 14.4% 33.0 2.0% 33.7 1.9% 32.4 11.8% 32.8 1.2% 34.1 3.9% 32.4 9.7% 33.2 2.4% 34.6 4.0% 34.5 13.7% 33.0 (4.4%) 33.4 1.2%

Company Res taurant Sales 10.6 (46.4%) 4.0 (62.2%) 4.5 12.6% 8.3 (61.0%) 3.8 (54.2%) 3.9 3.0% 7.5 (62.1%) 3.6 (52.4%) 5.3 47.9% 5.2 (63.1%) 2.3 (54.9%) 3.2 37.5%

Financing Revenues 9.8 (19.7%) 7.9 (19.4%) 7.2 (9.4%) 8.2 (54.9%) 6.4 (22.0%) 5.8 (9.5%) 7.5 (61.8%) 11.2 49.4% 6.8 (39.4%) 12.6 (44.1%) 7.9 (37.3%) 7.1 (9.5%)

Total Revenues 91.9 (2.2%) 85.8 (6.6%) 88.8 3.5% 86.1 (16.6%) 82.9 (3.8%) 87.3 5.3% 86.5 (17.4%) 91.3 5.5% 93.1 2.0% 94.4 (8.1%) 89.1 (5.6%) 93.1 4.4%

Franchise Expenses 18.3 18.8% 19.5 6.3% 20.9 7.4% 18.3 14.6% 18.2 (0.6%) 20.9 7.4% 18.3 12.3% 20.7 13.5% 22.3 7.4% 20.7 24.7% 22.7 9.6% 24.4 7.4%

Rental Expense 23.4 17.2% 24.7 5.4% 25.1 1.9% 23.7 11.2% 24.3 2.6% 25.3 3.9% 24.1 10.8% 24.6 2.4% 25.6 4.0% 24.2 6.4% 25.2 4.0% 25.2 0.1%

Company Res taurant Expenses 12.0 (42.8%) 4.8 (59.8%) 4.5 (6.6%) 8.9 (60.2%) 3.8 (57.6%) 3.9 3.5% 8.0 (62.6%) 3.6 (55.7%) 5.3 48.5% 5.8 (65.7%) 4.2 (27.2%) 3.2 (23.5%)

Financing Expenses 5.2 (23.7%) 3.4 (35.5%) 3.2 (5.8%) 3.7 (62.5%) 2.8 (24.8%) 2.6 (7.8%) 3.9 (65.4%) 7.5 91.8% 3.3 (56.8%) 9.6 (38.4%) 3.5 (63.0%) 3.3 (6.6%)

  Restaurant Operating Profit 33.0 6.9% 33.5 1.6% 35.1 4.8% 31.5 (6.4%) 33.8 7.3% 34.6 2.4% 32.3 (5.0%) 34.9 8.0% 36.7 5.4% 34.1 10.3% 33.5 (1.9%) 36.9 10.3%

General and Adm inis trative 13.6 11.2% 15.6 14.1% 16.1 3.5% 14.0 3.6% 12.5 (10.9%) 13.0 3.5% 15.7 23.5% 14.9 (5.4%) 15.4 3.5% 16.5 3.0% 17.5 6.5% 18.7 6.5%

Other Expense, net 1.9 (18.8%) 1.6 (17.6%) 1.5 (4.5%) 1.6 38.1% 1.2 (23.3%) 1.2 (1.2%) 1.2 21.2% 0.8 (35.4%) 1.1 44.7% (0.8) NM 0.7 (188.8%) 0.2 (71.4%)

Facility Action Charges 0.0 NM 0.1 NM 0.0 NM 8.9 NM 0.0 NM 0.0 NM 3.1 109.1% 0.0 NM 0.0 NM 1.0 NM 0.0 (100.0%) 0.0 NM

Reorganization Charges 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM

Depreciation and Amortization 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM

  Operating Income 17.5 7.4% 16.3 (6.5%) 17.5 7.4% 7.0 (62.0%) 20.1 187.6% 20.5 1.9% 12.3 (34.6%) 19.2 56.4% 20.2 5.3% 17.4 19.9% 15.2 (12.7%) 18.0 18.5%

Interes t Expense 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM

Other Income (Expense), Net 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM 0.0 NM

  Pre-tax Income 17.5 7.4% 16.3 (6.5%) 17.5 7.4% 7.0 (62.0%) 20.1 187.6% 20.5 1.9% 12.3 (34.6%) 19.2 56.4% 20.2 5.3% 17.4 19.9% 15.2 (12.7%) 18.0 18.5%

Income Taxes  (Benefit) 6.5 7.4% 6.3 (4.4%) 6.7 7.4% 2.6 (62.0%) 7.4 182.9% 7.8 5.8% 4.6 (34.5%) 7.2 55.3% 7.5 5.3% 7.0 27.8% 5.8 (17.0%) 6.9 18.5%

  Net Operating Income $10.9 7.4% $10.1 (7.7%) $10.8 7.4% $4.4 (62.0%) $12.7 190.3% $12.6 (0.4%) $7.7 (34.6%) $12.1 57.1% $12.7 5.3% $10.5 15.2% $9.4 (9.9%) $11.2 18.5%

Non-recurring

  Net Income, Reported $10.9 83.0% $10.1 (7.7%) $10.8 $4.4 (60.2%) $12.7 190.3% $12.6 $7.7 (30.5%) $12.1 57.1% $12.7 $10.5 19.0% $9.4 $11.2

Earnings Per Share

Continuing Operations $0.50 6.6% $0.50 (1.3%) $0.56 13.1% $0.21 (60.9%) $0.63 NM $0.66 4.5% $0.38 (30.1%) $0.62 64.6% $0.67 8.3% $0.52 23.4% $0.49 (6.1%) $0.59 21.5%

Nonrecurring (Gain) Loss $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Reported (Diluted) $0.50 81.5% $0.50 (1.3%) $0.56 13.1% $0.21 (59.1%) $0.63 NM $0.66 4.5% $0.38 (25.7%) $0.62 64.6% $0.67 8.3% $0.52 27.4% $0.49 (6.1%) $0.59 21.5%

Bas ic Shares  Outs tanding 21.4 0.4% 20.0 (6.6%) 19.0 (4.9%) 21.0 (2.6%) 19.8 (5.7%) 18.8 (4.6%) 20.2 (6.3%) 19.2 (4.6%) 18.7 (2.8%) 20.0 (6.6%) 19.2 (3.9%) 18.7 (2.5%)

Diluted Shares  (Mil.) 21.6 0.8% 20.2 (6.5%) 19.2 (5.1%) 21.1 (2.6%) 20.0 (5.5%) 19.0 (4.8%) 20.3 (6.5%) 19.4 (4.5%) 18.9 (2.8%) 20.2 (6.6%) 19.3 (4.0%) 18.9 (2.5%)

Margin Analysis (as a percent of sales, except tax rate)

Total Non-company Margin 42.29% (90) bp 41.96% (34) bp 41.66% (30) bp 41.28% (119) bp 42.72% 144 bp 41.52% (120) bp 41.49% (45) bp 39.72% (177) bp 41.81% 209 bp 38.88% 86 bp 40.70% 182 bp 41.07% 37 bp

Company Store Margin (13.27) NM (20.57) NM 0.00 NM (7.55) (213) bp 0.47 NM 0.00 (47) bp (6.95) 146 bp 0.42 NM 0.00 (42) bp (11.30) NM (79.75) NM 0.00 NM

Franchise Rent Margin 27.70 (172) bp 25.29 (241) bp 25.29 0 bp 26.85 38 bp 25.83 (102) bp 25.83 0 bp 25.86 (72) bp 25.89 3 bp 25.89 0 bp 29.86 NM 23.67 NM 24.50 83 bp

Franchise Margin 53.24 (118) bp 52.43 (81) bp 51.99 (44) bp 50.83 (321) bp 54.38 355 bp 51.92 (246) bp 53.29 (122) bp 52.14 (115) bp 52.14 0 bp 50.79 (282) bp 50.48 (31) bp 50.48 (0) bp

Financing Margin 46.85 278 bp 57.47 NM 55.77 (170) bp 54.95 NM 56.58 162 bp 55.77 (81) bp 47.60 NM 32.73 NM 52.09 NM 23.70 NM 55.00 NM 53.55 (145) bp

Gross Margin 64.09 (307) bp 60.95 (314) bp 60.45 (50) bp 63.43 (399) bp 59.22 NM 60.34 112 bp 62.72 NM 61.82 (89) bp 60.56 (126) bp 63.88 NM 62.46 (141) bp 60.35 (211) bp

General & Adm inis trative Expense 14.84 179 bp 18.13 329 bp 18.13 (0) bp 16.30 317 bp 15.09 (121) bp 14.84 (25) bp 18.18 NM 16.30 (188) bp 16.53 24 bp 17.45 188 bp 19.68 223 bp 20.07 39 bp

Facility Action Charges, Net 0.00 0 bp 0.06 6 bp 0.00 (6) bp 10.32 NM 0.00 NM 0.00 0 bp 3.55 215 bp 0.00 (355) bp 0.00 0 bp 1.04 104 bp 0.00 (104) bp 0.00 0 bp

Other Expenses 2.07 (42) bp 1.83 (24) bp 1.69 (14) bp 1.84 73 bp 1.46 (37) bp 1.38 (9) bp 1.36 43 bp 0.83 (53) bp 1.18 35 bp (0.83) (121) bp 0.79 162 bp 0.21 (57) bp

Operating Margin 19.00 171 bp 19.03 3 bp 19.73 70 bp 8.11 NM 24.22 NM 23.44 (78) bp 14.20 (372) bp 21.05 NM 21.72 67 bp 18.47 NM 17.07 (140) bp 19.37 230 bp

Interes t Expense 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp

Pretax Margin 19.00 171 bp 19.03 3 bp 19.73 70 bp 8.11 NM 24.22 NM 23.44 (78) bp 14.20 (372) bp 21.05 NM 21.72 67 bp 18.47 NM 17.07 (140) bp 19.37 230 bp

Net Margin 11.87 107 bp 11.74 (13) bp 12.17 43 bp 5.07 NM 15.29 NM 14.46 (83) bp 8.87 (233) bp 13.20 NM 13.63 42 bp 11.09 224 bp 10.59 (50) bp 12.01 142 bp

Tax Rate 37.50 (0) bp 38.30 80 bp 38.30 0 bp 37.48 (3) bp 36.87 (60) bp 38.30 143 bp 37.54 4 bp 37.26 (28) bp 37.26 0 bp 39.96 247 bp 38.00 (196) bp 38.00 (0) bp

12/29/05

Source:  The company and Onboard Consulting estimates.

Second Quarter Third Quarter Fourth QuarterFirst Quarter
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IHOP Corp. - Quarterly Growth Analysis
(Fiscal year ends Dec)

3/31/2004 3/31/2005 3/31/2006 6/30/2004 6/30/2005 ####### 9/30/2004 9/30/2005 ####### 12/31/2004 12/31/2005 12/31/2005

2004 2005E' % Chg. 2006E' % Chg. 2004 2005E' % Chg. 2006E' % Chg. 2004 2005E' % Chg. 2006E' % Chg. 2004 2005E' % Chg. 2006E' % Chg.

Effective Units

Franchised 979 9.9% 1,034 5.6% 1,090 5.4% 987 8.8% 1,042 5.6% 1,099 5.4% 992 7.1% 1,048 5.6% 1,105 5.4% 1,011 4.7% 1,066 5.4% 1,124 5.4%

Company 41 (46.1%) 8 (80.5%) 9 12.5% 32 (59.5%) 9 (71.9%) 9 0.0% 27 (64.5%) 7 (74.1%) 10 42.9% 17 (69.6%) 8 (52.9%) 11 37.5%

Area License 144 5.1% 148 2.8% 154 4.1% 145 5.8% 150 3.4% 156 4.1% 146 4.3% 151 3.4% 157 4.1% 146 12.3% 152 4.1% 158 4.1%

Total System Units 1,164 5.4% 1,190 2.2% 1,253 5.3% 1,164 3.7% 1,201 3.2% 1,264 5.2% 1,165 2.0% 1,206 3.5% 1,272 5.5% 1,174 1.9% 1,226 4.4% 1,293 5.5%

System-wide Sales

Sales 465,315 12.4% 488,115 4.9% 523,482 7.2% 461,074 8.4% 486,894 5.6% 521,848 7.2% 466,148 8.3% 510,899 9.6% 552,212 8.1% 496,864 16.6% 545,787 9.8% 590,234 8.1%

Average sales  per effective res taurant 400 6.7% 410 2.5% 418 1.8% 396 4.5% 405 2.4% 413 1.8% 400 6.2% 424 5.9% 434 2.5% 423 14.4% 445 5.2% 456 2.5%

Comparable average sales  per res taurant 400 7.1% 402 0.6% 411 2.1% 404 4.2% 408 0.9% 417 2.1% 415 5.3% 434 4.5% 443 2.1% 405 4.3% 423 4.3% 432 2.1%

468,068

Franchised

Sales 411,558 15.7% 435,840 5.9% 466,088 6.9% 409,421 11.6% 435,215 6.3% 465,419 6.9% 419,416 11.6% 463,455 10.5% 497,936 7.4% 447,581 18.8% 491,624 9.8% 528,202 7.4%

Average sales  per effective res taurant 420 5.3% 422 0.4% 428 1.4% 415 2.5% 418 0.6% 424 1.4% 423 4.2% 442 4.6% 451 1.9% 443 13.5% 461 4.2% 470 1.9%

Comparable average sales  per res taurant 414 6.8% 417 0.6% 425 2.0% 417 4.0% 421 0.8% 429 2.0% 427 5.2% 446 4.5% 455 2.0% 406 4.1% 423 4.2% 432 2.0%

420

Company

Sales 10,555 (46.4%) 3,990 (62.2%) 4,489 12.5% 8,314 (61.0%) 3,808 (54.2%) 3,922 3.0% 7,508 (62.1%) 3,574 (52.4%) 5,284 47.9% 5,186 (63.1%) 2,337 (54.9%) 3,213 37.5%

Average sales  per effective res taurant 257 (0.8%) 499 94.1% 292 (41.4%) 260 (3.7%) 423 62.7% 292 (31.0%) 278 6.7% 511 83.6% 292 (42.8%) 305 21.5% 292 (4.3%) 292 0.0%

Area License

Sales 43,202 12.4% 48,127 11.4% 52,507 9.1% 43,339 16.3% 47,673 10.0% 52,011 9.1% 38,968 12.7% 43,800 12.4% 48,224 10.1% 43,870 24.2% 49,705 13.3% 55,222 11.1%

Average sales  per effective res taurant 300 7.0% 325 8.4% 341 4.8% 299 9.9% 318 6.3% 333 4.8% 267 8.1% 290 8.7% 307 5.8% 300 10.6% 327 8.8% 349 6.7%

System-wide Sales

Sales 12.4% (70) bp 4.9% (750) bp 7.2% 235 bp 8.4% (770) bp 5.6% (280) bp 7.2% 158 bp 8.3% (670) bp 9.6% 130 bp 8.1% (151) bp 16.6% 200 bp 9.8% (675) bp 8.1% (170) bp

Same-s tore sales 7.1% 400 bp 0.6% (650) bp 2.1% 150 bp 4.2% (90) bp 0.9% (330) bp 2.1% 120 bp 5.3% 60 bp 4.5% (80) bp 2.1% (240) bp 4.3% (170) bp 4.3% 0 bp 2.1% (220) bp

Franchised

Sales 15.7% 190 bp 5.9% (980) bp 6.9% 104 bp 11.6% (500) bp 6.3% (530) bp 6.9% 64 bp 11.6% (430) bp 10.5% (110) bp 7.4% (306) bp 18.8% 180 bp 9.8% (896) bp 7.4% (240) bp

Same-s tore sales 6.8% 380 bp 0.6% (620) bp 2.0% 140 bp 4.0% (90) bp 0.8% (320) bp 2.0% 120 bp 5.2% 60 bp 4.5% (70) bp 2.0% (250) bp 4.1% (190) bp 4.2% 10 bp 2.0% (220) bp

Company

Sales (46.4%) NM (62.2%) NM 12.5% NM (61.0%) NM (54.2%) 680 bp 3.0% NM (62.1%) NM (52.4%) 970 bp 47.9% NM (63.1%) NM (54.9%) 816 bp 37.5% NM

Same-s tore sales (0.8%) (869) bp 77 bp 0.0% 0 bp (3.7%) NM 3.1% 680 bp 3.0% (10) bp 9.0% 400 bp (900) bp 5.0% 500 bp 0.8% 80 bp (2.0%) (280) bp 0.0% 200 bp

Area License

Sales 12.4% 380 bp 11.4% (100) bp 9.1% (230) bp 16.3% 630 bp 10.0% (630) bp 9.1% (90) bp 12.7% (110) bp 12.4% (30) bp 10.1% (230) bp 24.2% 930 bp 13.3% NM 11.1% (220) bp

First Quarter Second Quarter Third Quarter Fourth Quarter
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IHOP Corp. - Annual Earnings Model

(Dollars  in thousands , except per-share data.  Fiscal year ends  Dec)

52 weeks 52 weeks 52 weeks 53 weeks 52 weeks

2001 % Chg. 2002 % Chg. 2003 % Chg. 2004 % Chg. 2005 % Chg. 2006E % Chg. 2007E % Chg. 2008E % Chg. 2009E % Chg. 2010E % Chg. 2011E % Chg.

Revenue Detail

Franchise Revenues 142.9 8.0% 123.1 (13.9%) 140.1 13.9% 157.6 12.5% 170.0 7.9% 182.9 7.6% 199.1 8.9% 213.3 7.1% 227.8 6.8% 242.6 6.5% 257.7 6.2%

Rental Income 65.8 28.6% 99.6 51.4% 117.3 17.7% 131.8 12.4% 132.1 0.2% 135.7 2.7% 139.4 2.7% 143.2 2.7% 147.1 2.7% 151.1 2.7% 155.2 2.7%

Company Res taurant Sales 68.8 (5.5%) 74.4 8.2% 74.9 0.6% 31.6 (57.8%) 13.7 (56.6%) 16.9 23.4% 20.8 22.9% 24.2 16.4% 26.0 7.7% 27.9 7.3% 29.8 6.9%

Financing Revenues 47.0 (0.1%) 68.8 46.4% 72.5 5.4% 38.1 (47.5%) 33.4 (12.3%) 26.9 (19.5%) 23.0 (14.5%) 19.6 (14.5%) 16.8 (14.5%) 14.4 (14.5%) 12.3 (14.5%)

Total Revenues 324.4 7.0% 365.9 12.8% 404.8 10.6% 359.0 (11.3%) 349.2 (2.7%) 362.3 3.8% 382.2 5.5% 400.3 4.7% 417.7 4.3% 436.0 4.4% 455.1 4.4%

Franchise Expenses 48.3 8.0% 55.1 14.2% 64.3 16.6% 75.6 17.6% 81.1 7.3% 88.5 9.1% 96.4 8.9% 103.2 7.1% 110.2 6.8% 117.4 6.5% 124.7 6.2%

Rental Expense 37.9 36.7% 73.8 94.9% 85.8 16.2% 95.4 11.2% 98.8 3.6% 101.2 2.4% 106.0 4.7% 111.0 4.7% 116.2 4.7% 121.7 4.7% 127.4 4.7%

Company Res taurant Expenses 66.3 (5.4%) 78.4 18.2% 81.7 4.2% 34.7 (57.5%) 16.4 (52.9%) 16.9 3.4% 20.9 23.6% 24.3 16.4% 26.2 7.7% 28.1 7.3% 30.0 6.9%

Financing Expenses 31.1 0.5% 38.2 22.8% 43.6 14.2% 22.4 (48.6%) 17.2 (23.2%) 12.3 (28.6%) 9.4 (23.2%) 7.2 (23.2%) 5.6 (23.2%) 4.3 (23.2%) 3.3 (23.2%)

  Restaurant Operating Profit 140.9 8.5% 120.3 (14.6%) 129.4 7.5% 130.9 1.1% 135.6 3.6% 143.4 5.7% 149.5 4.3% 154.5 3.3% 159.5 3.2% 164.5 3.2% 169.6 3.1%

General and Adminis trative 40.6 11.3% 49.5 21.9% 54.6 10.2% 59.9 9.7% 60.5 1.0% 63.1 4.4% 65.7 4.0% 68.3 4.0% 71.0 4.0% 73.9 4.0% 76.8 4.0%

Other Expense, net 0.0 5.4 4.9 (10.7%) 3.9 (20.1%) 4.2 9.5% 4.0 (5.8%) 3.5 (12.5%) 3.5 0.0% 3.5 0.0% 3.5 0.0% 3.5 0.0%

Facility Action Charges 0.0 0.0 2.0 12.9 NM 0.1 (99.6%) 0.0 0.0 0.0 0.0 0.0 0.0

Reorganization Charges 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Depreciation and Amortization 14.8 9.3% 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

  Operating Income 85.4 7.1% 65.4 (23.5%) 67.9 3.9% 54.2 (20.3%) 70.8 30.8% 76.2 7.6% 80.4 5.4% 82.7 2.9% 85.0 2.7% 87.2 2.6% 89.3 2.5%

Interes t Expense (21.1) (3.0%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other Income (Expense), Net 0.1 (121.7%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

  Pre-tax Income 64.5 12.2% 65.4 1.4% 67.9 3.9% 54.2 (20.3%) 70.8 30.8% 76.2 7.6% 80.4 5.4% 82.7 2.9% 85.0 2.7% 87.2 2.6% 89.3 2.5%

Income Taxes  (Benefit) 24.2 9.3% 24.5 1.4% 25.5 3.9% 20.7 (18.6%) 26.6 28.2% 28.9 8.8% 30.5 5.4% 31.4 3.0% 32.3 2.7% 33.1 2.6% 33.9 2.5%

  Net Operating Income $40.3 14.0% $40.8 1.4% $42.5 3.9% $33.4 (21.3%) $44.2 32.4% $47.3 6.9% $49.9 5.4% $51.3 2.9% $52.7 2.7% $54.0 2.6% $55.4 2.5%

Non-recurring $5.7

  Net Income, Reported $40.3 14.0% $40.8 1.4% $36.8 (10.0%) $33.4 (9.1%) $44.2 32.4% $47.3 6.9% $49.9 5.4% $51.3 2.9% $52.7 2.7% $54.0 2.6% $55.4 2.5%

Earnings Per Share

Continuing Operations $1.94 11.3% $1.91 (1.3%) $1.96 2.6% $1.61 (18.2%) $2.22 38.1% $2.49 12.3% $2.71 8.6% $2.85 5.4% $3.01 5.4% $3.16 5.1% $3.29 4.0%

Nonrecurring (Gain) Loss $0.00 $0.00 $0.26 $0.00

Reported (Diluted) $1.94 11.3% $1.91 (1.3%) $1.70 (11.1%) $1.61 (5.5%) $2.22 38.1% $2.49 12.3% $2.71 8.6% $2.85 5.4% $3.01 5.4% $3.16 5.1% $3.29 4.0%

Diluted shrs . (Mil.) 20.8 2.5% 21.3 2.8% 21.6 1.3% 20.8 (3.8%) 19.9 (4.1%) 19.0 (4.8%) 18.4 (2.9%) 18.0 (2.4%) 17.5 (2.5%) 17.1 (2.4%) 16.9 (1.4%)

Margin Analysis (as a percent of sales, except tax rate)

Total Non-company Margin 54.14% (101) bp 42.65% NM 41.30% (135) bp 40.93% (37) bp 41.22% 30 bp 41.51% 29 bp 41.40% (11) bp 41.12% (29) bp 40.76% (36) bp 40.36% (40) bp 39.93% (43) bp

Company Store Margin 3.60 (15) bp (5.36) NM (9.16) (380) bp (9.94) (78) bp (19.34) NM 0.00 NM (0.58) (58) bp (0.58) 0 bp (0.58) (0) bp (0.58) (0) bp (0.58) 0 bp

Franchise Rent Margin 42.43 (341) bp 25.89 NM 26.84 95 bp 27.60 76 bp 25.17 (243) bp 25.38 21 bp 23.95 (144) bp 22.48 (146) bp 20.99 (149) bp 19.47 (152) bp 17.92 (155) bp

Franchise Margin 66.21 2 bp 55.19 NM 54.14 (105) bp 52.03 (211) bp 52.29 26 bp 51.60 (68) bp 51.60 (0) bp 51.60 0 bp 51.60 0 bp 51.60 0 bp 51.60 0 bp

Financing Margin 33.85 (40) bp 44.50 NM 39.87 NM 41.10 124 bp 48.42 NM 54.25 NM 58.92 NM 63.11 NM 66.88 377 bp 70.26 338 bp 73.30 304 bp

Gross  Margin 56.58 (61) bp 67.12 NM 68.03 92 bp 63.54 NM 61.15 (239) bp 60.43 (73) bp 60.88 45 bp 61.40 52 bp 61.82 41 bp 62.26 45 bp 62.72 46 bp

General & Adm inis trative Expense 12.52 49 bp 13.54 102 bp 13.48 (5) bp 16.68 320 bp 17.33 64 bp 17.43 10 bp 17.18 (25) bp 17.06 (12) bp 17.00 (6) bp 16.94 (6) bp 16.88 (6) bp

Facility Action Charges , Net 0.00 0 bp 0.00 0 bp 0.50 50 bp 3.60 310 bp 0.02 (359) bp 0.00 (2) bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp

Other Expenses 0.00 0 bp 1.48 148 bp 1.20 (29) bp 1.08 (12) bp 1.22 14 bp 1.10 (11) bp 0.92 (19) bp 0.87 (4) bp 0.84 (4) bp 0.80 (4) bp 0.77 (3) bp

Operating Margin 26.34 3 bp 17.86 NM 16.78 (108) bp 15.09 (169) bp 20.29 NM 21.04 75 bp 21.03 (2) bp 20.66 (36) bp 20.34 (32) bp 19.99 (35) bp 19.63 (37) bp

Interes t Expense (6.51) (67) bp 0.00 (651) bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp 0.00 0 bp

Pretax Margin 19.87 92 bp 17.86 (201) bp 16.78 (108) bp 15.09 (169) bp 20.29 NM 21.04 75 bp 21.03 (2) bp 20.66 (36) bp 20.34 (32) bp 19.99 (35) bp 19.63 (37) bp

Net Margin 12.42 76 bp 11.16 (125) bp 10.49 (68) bp 9.31 (118) bp 12.67 336 bp 13.06 39 bp 13.05 (1) bp 12.81 (23) bp 12.61 (20) bp 12.40 (22) bp 12.17 (23) bp

Tax Rate 37.50 (100) bp 37.50 (0) bp 37.50 (0) bp 38.30 80 bp 37.55 (75) bp 37.96 41 bp 38.00 4 bp 38.00 0 bp 38.00 0 bp 38.00 0 bp 38.00 0 bp

12/29/05

Source:  The company and Onboard Consulting estimates.



Page 20 

IHOP: More Than Pancakes 

Copyright 2005, Onboard Consulting 

IHOP Corp. - Annual Store Growth Analysis
(Fiscal year ends Dec)

2001 % Chg. 2002 % Chg. 2003 % Chg. 2004 % Chg. 2005 % Chg. 2006E % Chg. 2007E % Chg. 2008E % Chg. 2009E % Chg. 2010E % Chg. 2011E % Chg.

Ending Units

Franchised 767 10.2% 843 9.9% 931 10.4% 993 6.7% 1,066 7.4% 1,124 5.4% 1,190 5.9% 1,251 5.1% 1,311 4.8% 1,370 4.5% 1,428 4.2%

Company 72 (5.3%) 76 5.6% 72 (5.3%) 29 (59.7%) 8 (72.4%) 11 37.5% 13 18.2% 15 15.4% 16 6.7% 17 6.3% 18 5.9%

Area License 131 (12.7%) 123 (6.1%) 128 4.1% 142 10.9% 152 7.0% 158 4.1% 165 4.1% 172 4.1% 179 4.1% 186 4.1% 194 4.1%

Total Units 970 5.2% 1,042 7.4% 1,131 8.5% 1,186 4.9% 1,226 3.4% 1,293 5.5% 1,368 5.8% 1,438 5.1% 1,506 4.7% 1,573 4.5% 1,640 4.2%

Franchising Activity

IHOP-developed 74 5.7% 80 8.1% 72 (10.0%) 8 (88.9%) 3 (62.5%) 3 0.0% 2 (33.3%) 2 0.0% 1 (50.0%) 1 0.0% 1 0.0%

Franchisee-developed 12 20.0% 10 (16.7%) 13 30.0% 35 169.2% 34 (2.9%) 58 70.6% 56 (3.4%) 53 (5.4%) 52 (1.9%) 51 (1.9%) 50 (2.0%)

Rehabilitated and refranchised 9 (40.0%) 10 11.1% 19 90.0% 33 73.7% 18 (45.5%) 12 (33.3%) 10 (16.7%) 8 (20.0%) 8 0.0% 8 0.0% 8 0.0%

Total res taurants  franchised 95 0.0% 100 5.3% 104 4.0% 76 (26.9%) 59 (22.4%) 73 23.7% 68 (6.8%) 63 (7.4%) 61 (3.2%) 60 (1.6%) 59 (1.7%)

Reacquired by IHOP (12) (36.8%) (10) (16.7%) (11) 10.0% (12) 9.1% (10) (16.7%) (10) 0.0% (10) 0.0% (5) (50.0%) (5) 0.0% (5) 0.0% (5) 0.0%

Closed (7) 0.0% (11) 57.1% (4) (63.6%) (15) NM (4) (73.3%) (4) 0.0% (4) 0.0% (4) 0.0% (4) 0.0% (4) 0.0% (4) 0.0%

Net Additions 76 10.1% 79 3.9% 89 12.7% 49 (44.9%) 45 (8.2%) 59 31.1% 54 (8.5%) 54 0.0% 52 (3.7%) 51 (1.9%) 50 (2.0%)

System-wide Sales

Sales 1,345,757 8.0% 1,478,567 9.9% 1,695,026 14.6% 1,888,259 11.4% 2,029,625 7.5% 2,185,170 7.7% 2,371,818 8.5% 2,540,599 7.1% 2,711,924 6.7% 2,887,470 6.5% 3,067,329 6.2%

Average sales  per effective res taurant 1,387 2.6% 1,419 2.3% 1,499 5.6%

Comparable average sales  per res taurant1,438 1.0% 1,451 0.9% 1,521 4.8% 1,601 5.3% 1,643 2.6% 1,677 2.1% 1,729 3.1% 1,765 2.1% 1,803 2.1% 1,840 2.1% 1,879 2.1%

Franchised

Sales 1,146,124 11.6% 1,278,103 11.5% 1,481,251 15.9% 1,694,551 14.4% 1,832,404 8.1% 1,964,156 7.2% 2,138,415 8.9% 2,290,800 7.1% 2,446,487 6.8% 2,605,519 6.5% 2,767,937 6.2%

Average sales  per effective res taurant 1,494 1.3% 1,516 1.5% 1,591 4.9%

Comparable average sales  per res taurant1,483 1.1% 1,496 0.9% 1,568 4.8% 1,650 5.2% 1,692 2.5% 1,725 2.0% 1,777 3.0% 1,813 2.0% 1,849 2.0% 1,886 2.0% 1,924 2.0%

Company

Sales 68,810 (5.5%) 74,433 8.2% 74,880 0.6% 31,599 (57.8%) 13,924 (55.9%) 17,435 25.2% 20,779 19.2% 24,184 16.4% 26,038 7.7% 27,926 7.3% 29,848 6.9%

Average sales  per effective res taurant 956 (5.5%) 979 8.2% 1,040 0.6%

Area License

Sales 130,823 (10.7%) 126,031 (3.7%) 138,895 10.2% 161,674 16.4% 180,711 11.8% 198,511 9.9% 212,624 7.1% 225,615 6.1% 239,399 6.1% 254,025 6.1% 269,545 6.1%

Average sales  per effective res taurant 999 (10.7%) 1,025 (3.7%) 1,085 10.2%

System-wide Sales

Sales 8.0% (24.7%) 9.87% 23.5% 14.64% 48.3% 11.40% (22.1%) 7.5% (34.3%) 7.7% 2.4% 8.5% 11.5% 7.1% (16.7%) 6.7% (5.2%) 6.5% (4.0%) 6.2% (3.8%)

Same-s tore sales 1.0% (87.5%) 0.9% (10.0%) 4.8% NM 5.3% 10.4% 2.6% (51.4%) 2.1% (18.4%) 3.1% 47.6% 2.1% (32.3%) 2.1% 0.0% 2.1% 0.0% 2.1% 0.0%

Franchised

Sales 11.6% 1.1% 11.5% (0.9%) 15.9% 38.0% 14.4% (9.4%) 8.1% (43.5%) 7.2% (11.6%) 8.9% 23.4% 7.1% (19.7%) 6.8% (4.6%) 6.5% (4.4%) 6.2% (4.1%)

Same-s tore sales 1.1% 0.0% 0.9% (18.2%) 4.8% NM 5.2% 8.3% 2.5% (51.4%) 2.0% (20.8%) 3.0% 50.0% 2.0% (33.3%) 2.0% 0.0% 2.0% 0.0% 2.0% 0.0%

Company

Sales (5.5%) NM 8.2% NM 0.6% (92.7%) (57.8%) NM (55.9%) (3.2%) 25.2% (145.1%) 19.2% (23.9%) 16.4% (14.6%) 7.7% (53.2%) 7.3% (5.4%) 6.9% (5.1%)

Same-s tore sales 5.1% 0.6% 2.0% 1.0% 1.0% 1.0% 1.0% 1.0%

Area License

Sales (10.7%) NM (3.7%) (65.9%) 10.2% NM 16.4% 60.7% 11.8% (28.2%) 9.9% (16.3%) 7.1% (27.8%) 6.1% (14.1%) 6.1% 0.0% 6.1% 0.0% 6.1% 0.0%

Source: The company and Onboard Consulting estimates 
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IHOP Corp. - Consolidated Cash Flow Statement
(Dollars  in m illions .  Fiscal year ends  Dec)

2001 % Chg. 2002 % Chg. 2003 % Chg. 2004 % Chg. 2005 % Chg. 2006E % Chg. 2007E % Chg. 2008E % Chg. 2009E % Chg. 2010E % Chg. 2011E % Chg.

Operating activities

Net Income $40.3 14.0% $40.8 1.4% $36.8 (10.0%) $33.4 (9.1%) $44.2 32.4% $47.3 6.9% $49.9 5.4% $51.3 2.9% $52.7 2.7% $54.0 2.6% $55.4 2.5%

Depreciation and Amortization $14.8 9.3% $16.0 7.8% $18.6 16.6% $18.7 0.6% $20.0 6.6% $21.1 5.7% $22.4 6.0% $23.5 5.2% $24.7 4.8% $25.8 4.5% $26.9 4.3%

Reorganization Charges $0.0 $0.5 $7.8 NM $14.1 80.5% $0.9 (93.7%) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Deferred Income Taxes $9.7 39.3% $10.8 11.3% $3.0 (72.0%) ($6.0) NM ($1.7) (72.3%) ($2.7) 63.7% ($2.5) (6.6%) ($2.4) (3.6%) ($2.6) 5.3% ($2.7) 4.7% $4.1 NM

Contribution to ESOP $1.9 10.4% $2.0 8.0% $2.2 10.6% $0.9 (58.1%) 1.2 32.4% 1.3 6.9% 1.4 5.4% 1.4 2.9% 1.5 2.7% 1.5 2.6% 1.5 2.5%

Tax Benefit from  s tock options  exercised $3.2 $2.0 (37.3%) $3.1 56.5% $1.7 (45.0%) $1.1 (33.9%) $1.2 8.4% $1.3 5.6% $1.3 2.9% $1.4 2.7% $1.4 2.6% $1.4 2.5%

Changes in operating assets and liabilities (working capital) 0.2 (72.8%) 4.7 NM 0.5 (89.7%) 6.8 NM 1.3 (80.5%) (0.3) (125.8%) (0.2) (30.0%) (0.1) (45.9%) (0.2) 66.7% (0.3) 21.8% (0.2) (7.6%)

Other, Net (1.5) (134.5%) 0.3 (117.7%) (0.8) NM (2.8) NM (0.5) (81.9%) 0.5 (200.0%) 0.0 0.0 0.0 0.0 0.0

Net Cash From Operating Activities 55.7 (17.5%) 78.1 40.2% 71.3 (8.7%) 67.0 (6.1%) 66.6 (0.5%) 68.4 2.6% 72.1 5.5% 75.0 4.0% 77.4 3.2% 79.8 3.1% 89.1 11.6%

Investing activities

Purchase of PPE ($119.8) 20.5% ($141.7) 18.3% ($80.5) (43.2%) ($13.4) (83.3%) ($9.8) (27.0%) ($10.3) 5.4% ($10.7) 3.4% ($11.2) 5.1% ($11.8) 4.8% ($12.3) 4.5% ($12.8) 4.2%

Increase in Notes  Receivable (15.0) 7.7% (16.5) 10.3% (13.7) (17.1%) (0.5) (96.5%) (0.5) 0.0% (0.5) 0.0% (0.5) 0.0% (0.5) 0.0% (0.5) 0.0% (0.5) 0.0% (0.5) 0.0%

Purchase of securities , net 0 0 (46) 31 (168.1%) (2) (106.6%) (2) (14.0%) (2) (14.0%) (1) (14.0%) (1) (14.0%) (1) (14.0%) (1) (14.0%)

Principal receipts  from  notes  and equipment contracts  receivable15 16.5% 17 18.2% 16 (5.8%) 21 31.1% 20.4 (5.0%) 19.3 (5.2%) 18.2 (5.5%) 17.2 (5.8%) 16.1 (6.2%) 15.0 (6.6%) 14.0 (7.1%)

Additions  to reacquired franchises  held for sale (2.3) (9.7%) (0.6) (72.4%) (2.0) NM (1.3) (35.2%) 1.1 (186.6%) (1.7) NM 0.3 (117.8%) 0.2 (20.4%) 0.1 (64.5%) 0.0 (91.9%) (0.2) NM

Net Cash from Investing Activities (122.4) 18.6% (141.6) 15.6% (125.4) (11.4%) 37.3 (129.7%) 9.2 (75.4%) 5.0 (45.2%) 5.9 16.9% 4.4 (24.9%) 2.8 (35.7%) 1.3 (53.5%) (0.4) (126.8%)

Financing acvities

Long-term  Borrowings 26.5 108.9% 117.2 NM 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Proceeds  from  sale and leaseback arrangements 45.7 (5.4%) 58.5 28.2% 16.7 (71.4%) 0.0 (100.0%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Repayment of long-term  debt (11.9) (32.2%) (25.4) 113.2% (6.4) (74.9%) (5.7) (10.0%) (6.5) 12.5% (20.0) NM (20.0) 0.0% (20.0) 0.0% (16.1) (19.4%) (16.1) 0.0% (16.1) 0.0%

Principal payments  on capital lease obligations (1.6) 42.0% (2.0) 22.8% (2.5) 28.1% (3.5) 39.8% (3.9) 10.1% (4.1) 5.4% (4.3) 5.9% (4.5) 5.1% (4.7) 4.8% (5.0) 4.5% (5.2) 4.2%

Dividends  paid 0.0 0.0 (16.1) (20.7) 28.5% (19.9) (3.7%) (19.0) (4.8%) (18.4) (2.9%) (18.0) (2.4%) (21.9) 21.9% (22.0) 0.2% (22.2) 1.1%

Purchase of Treasury Stock (0.0) (99.7%) 0.0 (100.0%) (18.6) (63.9) NM (61.0) (4.5%) (49.7) (18.6%) (46.4) (6.7%) (40.6) (12.5%) (42.8) 5.4% (42.5) (0.6%) (25.8) (39.2%)

Proceeds  from  s tock options  exercised 7.1 127.5% 7.6 6.1% 10.3 35.7% 5.6 (45.3%) 3.8 (32.4%) 4.1 6.9% 4.3 5.4% 4.4 2.9% 4.5 2.7% 4.6 2.6% 4.7 2.5%

Proceeds  from  s tock issued

Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net Cash from Financing Activities 65.8 69.6% 155.9 137.1% (16.6) (110.7%) (88.2) NM (87.5) (0.8%) (88.7) 1.4% (84.8) (4.3%) (78.7) (7.3%) (81.0) 3.0% (80.9) (0.1%) (64.6) (20.2%)

Total net cash flow

Increase (Decrease) in Cash and Cash Equivalents ($1.0) (131.5%) $92.5 NM ($70.7) (176.5%) $16.0 (122.7%) ($11.7) (172.8%) ($15.3) 30.9% ($6.8) (55.2%) $0.7 (110.6%) ($0.8) NM $0.2 (123.3%) $24.1 NM

Cash and Cash Equivalents  at Beginning of Period 7.2 72.6% 6.3 (13.3%) 98.7 NM 28.0 (71.6%) 44.0 57.3% 32.4 (26.5%) 17.1 (47.2%) 10.3 (40.0%) 11.0 7.1% 10.2 (7.2%) 10.4 1.8%

Cash and Cash Equivalents at End of Period $6.3 (13.3%) $98.7 NM $28.0 (71.6%) $44.0 57.3% $32.4 (26.5%) $17.1 (47.2%) $10.3 (40.0%) $11.0 7.1% $10.2 (7.2%) $10.4 1.8% $34.5 NM

12/29/2005

Source:  The company and Onboard Consulting estimates.
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IHOP Corp. - Consolidated Balance Sheet
(Dollars  in m illions .  Fiscal year ends Dec)

Assets 2001 %Chg. 2002 % Chg. 2003 % Chg. 2004 % Chg. 2005E % Chg. 2006E % Chg. 2007E % Chg. 2008E % Chg. 2009E % Chg. 2010E % Chg. 2011E % Chg.

  Current Assets

Cash and cash equivalents $6.3 (13.3%) $98.7 NM $28.0 (71.6%) $44.0 57.3% $32.4 (26.5%) $17.1 (47.2%) $10.3 (40.0%) $11.0 7.1% $10.2 (7.2%) $10.4 1.8% $34.5 NM

Marketable Securities 0.0 0.0 45.5 #DIV/0! 14.5 (68.1%) 12.5 (14.0%) 10.7 (14.0%) 9.2 (14.0%) 7.9 (14.0%) 6.8 (14.0%) 5.9 (14.0%) 5.0 (14.0%)

Receivables , net 47.5 19.8% 46.7 (1.5%) 47.1 0.8% 44.4 (5.8%) 42.5 (4.3%) 41.8 (1.8%) 41.0 (1.8%) 40.3 (1.8%) 39.5 (1.9%) 38.8 (1.9%) 38.0 (1.9%)

Reacquired franchises  and equipment for sale, net3.2 2.0% 2.6 (19.0%) 1.6 (39.0%) 1.1 (30.1%) 0.0 (100.0%) 1.7 #DIV/0! 1.4 (17.8%) 1.2 (17.2%) 1.1 (7.4%) 1.1 (0.6%) 1.3 20.0%

Inventories 0.8 21.1% 0.9 6.2% 0.6 (37.5%) 0.1 (73.4%) 0.6 NM 0.6 (2.1%) 0.6 (7.4%) 0.5 (11.4%) 0.5 (2.2%) 0.6 14.0% 0.5 (2.4%)

Prepaid expenses 1.4 NM 10.1 NM 4.3 (57.7%) 2.4 (43.6%) 3.2 32.4% 3.4 6.9% 3.6 5.4% 3.7 2.9% 3.8 2.7% 3.9 2.6% 4.0 2.5%

  Total current assets 59.2 15.8% 159.1 168.9% 127.1 (20.1%) 106.6 (16.1%) 91.2 (14.5%) 75.3 (17.4%) 66.1 (12.3%) 64.5 (2.3%) 61.9 (4.1%) 60.5 (2.2%) 83.4 37.8%

Long-term  receivables 307.9 7.1% 332.8 8.1% 354.0 6.4% 337.2 (4.8%) 320.4 (5.0%) 303.7 (5.2%) 287.0 (5.5%) 270.3 (5.8%) 253.5 (6.2%) 236.8 (6.6%) 220.1 (7.1%)

Property and equipment, net 238.0 22.9% 286.2 20.2% 314.2 9.8% 326.8 4.0% 333.4 2.0% 375.2 12.5% 404.3 7.8% 432.4 7.0% 458.0 5.9% 488.6 6.7% 513.7 5.1%

Reacquired franchises  and equipment held for sale, net18.3 2.0% 14.8 (19.0%) 9.2 (38.3%) 0.0 (100.0%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Excess  of  cos ts  over net assets  acquired10.8 (3.8%) 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0% 10.8 0.0%

Deferred income tax asset 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other assets 7.3 NM 16.1 120.5% 27.7 72.6% 40.3 45.1% 51.5 27.8% 53.4 3.8% 56.3 5.5% 59.0 4.7% 61.6 4.3% 64.3 4.4% 67.1 4.4%

Total assets 641.4 14.09% 819.8 27.81% 843.0 2.83% 821.7 (2.53%) 807.3 (1.75%) 818.4 1.37% 824.4 0.74% 837.0 1.52% 845.8 1.05% 860.9 1.80% 895.0 3.96%

Liabilities and Shareholders' Equity

  Current Liabilities

    Current Portion of LTD 9.7 8.6% 5.9 (38.7%) 5.7 (3.7%) 5.8 2.0% 6.5 10.4% 20.0 NM 20.0 0.0% 20.0 0.0% 16.1 (19.4%) 16.1 0.0% 16.1 0.0%

    Accounts  payable 16.7 (19.0%) 24.1 44.5% 13.8 (42.5%) 17.1 23.8% 16.7 (2.7%) 17.3 3.8% 18.2 5.5% 19.1 4.7% 19.9 4.3% 20.8 4.4% 21.7 4.4%

Accrued employee compensation and benefits7.6 12.5% 7.6 0.1% 12.0 56.9% 9.2 (23.2%) 9.6 4.4% 10.2 6.8% 9.7 (5.6%) 9.8 1.7% 9.9 0.8% 9.8 (1.1%) 9.9 0.5%

Other accrued expenses 7.2 (7.6%) 11.9 64.9% 8.9 (25.2%) 11.4 27.4% 10.7 (5.5%) 10.3 (3.7%) 10.8 4.6% 10.6 (1.7%) 10.6 (0.3%) 10.7 0.8% 10.6 (0.4%)

Deferred income taxes 1.1 (71.5%) 1.4 21.3% 1.8 28.5% 2.8 59.1% 3.7 30.8% 3.9 7.6% 4.2 5.4% 4.3 2.9% 4.4 2.7% 4.5 2.6% 4.6 2.5%

Capital lease obligations 2.2 15.2% 2.6 20.4% 3.2 21.2% 4.0 27.5% 4.3 7.4% 4.6 5.4% 4.8 5.9% 5.1 5.1% 5.3 4.8% 5.6 4.5% 5.8 4.2%

  Total current liabilities 44.5 (10.9%) 53.6 20.3% 45.4 (15.3%) 50.4 11.0% 51.4 2.1% 66.4 29.1% 67.7 2.0% 68.9 1.8% 66.3 (3.8%) 67.5 1.8% 68.8 1.9%

  Long-term  obligations 50.2 38.1% 145.8 190.3% 139.6 (4.2%) 133.8 (4.2%) 127.3 (4.8%) 107.3 (15.7%) 87.3 (18.7%) 67.2 (22.9%) 51.1 (24.0%) 35.0 (31.6%) 18.8 (46.1%)

  Deferred income taxes 59.1 26.8% 69.6 17.8% 72.2 3.8% 65.2 (9.7%) 65.8 0.9% 70.8 7.6% 74.6 5.4% 76.8 2.9% 78.9 2.7% 81.0 2.6% 83.0 2.5%

Capital lease obligations 175.2 3.5% 171.2 (2.3%) 177.7 3.8% 173.9 (2.1%) 172.2 (1.0%) 169.5 (1.6%) 167.4 (1.3%) 165.0 (1.4%) 162.8 (1.3%) 160.5 (1.4%) 158.4 (1.4%)

Other liabilities 0.0 15.3 25.8 68.4% 58.7 127.7% 57.1 (2.7%) 59.2 3.8% 62.5 5.5% 65.4 4.7% 68.3 4.3% 71.3 4.4% 74.4 4.4%

  Total Liabilities 329.0 8.9% 455.4 38.4% 460.6 1.1% 481.9 4.6% 473.8 (1.7%) 473.3 (0.1%) 459.5 (2.9%) 443.5 (3.5%) 427.4 (3.6%) 415.3 (2.8%) 403.3 (2.9%)

  Shareholders' equity

  Total Shareholders' Equity 312.4 20.2% 364.4 16.6% 382.4 4.9% 339.8 (11.1%) 333.5 (1.9%) 345.1 3.5% 364.9 5.8% 393.5 7.8% 418.4 6.3% 445.7 6.5% 491.7 10.3%

Total Liabilites and Shareholders' Equity641.4 14.09% 819.8 27.81% 843.0 2.83% 821.7 (2.53%) 807.3 (1.75%) 818.4 1.37% 824.4 0.74% 837.0 1.52% 845.8 1.05% 860.9 1.80% 895.0 3.96%

12/29/2005

Source:  Company reports and Onboard Consulting estimates.



Page 23 

IHOP: More Than Pancakes 

Copyright 2005, Onboard Consulting 

IHOP Corp. - Ratio Analysis
(Dollars  in m illions , except per-share data.  Fiscal year ends  Dec)

2001 2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E

Liquidity Measures

Current ratio  (CA/CL) 1.33x 2.97x 2.80x 2.12x 1.77x 1.13x 0.98x 0.94x 0.93x 0.90x 1.21x

Quick ratio  (CA - inventory/ CL) 1.31x 2.95x 2.79x 2.11x 1.76x 1.12x 0.97x 0.93x 0.93x 0.89x 1.21x

Cash ratio  (cash/CL) 0.14x 1.84x 0.62x 0.87x 0.63x 0.26x 0.15x 0.16x 0.15x 0.15x 0.50x

Financial Leverage Measures

Debt/capitalization 18.2% 30.2% 28.3% 30.0% 29.6% 29.9% 25.9% 21.4% 16.6% 13.1% 9.4%

Adj. debt/adj. capitalization (1) 54.4% 67.2% 68.7% 72.8% 73.6% 73.5% 72.8% 71.7% 70.8% 70.0% 68.5%

Adj. debt/EBITDAR 3.2x 5.4x 5.4x 6.1x 5.5x 5.4x 5.2x 5.1x 5.0x 5.0x 4.9x

Interes t coverage  (EBIT/interest) (1.60) (1.60) (1.60) (1.621) (1.601) (1.612) (1.612) (1.613) (1.613) (1.613) (1.613)

Fixed expense coverage (1/3 rent) (2.77) (5.44) (6.80) (44.110) (8.899) (7.891) (7.751) (8.143) (8.605) (9.170) (9.859)

Asset Utilization Measures

Asset turnover  (sales /assets ) (2) 0.54x 0.50x 0.49x 0.43x 0.43x 0.45x 0.47x 0.48x 0.50x 0.51x 0.52x

X  Net margin (net income/sales ) 12.42% 11.16% 10.49% 9.31% 12.67% 13.06% 13.05% 12.81% 12.61% 12.40% 12.17%

=  Return on assets  (ROA) 6.7% 5.6% 5.1% 4.0% 5.4% 5.8% 6.1% 6.2% 6.3% 6.3% 6.3%

X  Financial leverage  (assets /equity) 2.05x 2.25x 2.20x 2.42x 2.42x 2.37x 2.26x 2.13x 2.02x 1.93x 1.82x

=  Return on equity (ROE) 13.7% 12.6% 11.3% 9.7% 13.2% 13.8% 13.7% 13.1% 12.7% 12.2% 11.5%

Return on invested capital (ROIC,3) 6.4% 6.8% 6.0% 5.8% 6.2% 6.3% 6.4% 6.5% 6.5% 6.6% 6.6%

Turnover and other metrics

Receivable turnover (sales/average receivables )1.5x 1.4x 1.3x 1.1x 1.1x 1.0x 1.0x 1.0x 0.9x 0.9x 0.9x

Receivable days  on hand 242.8 261.5 270.7 325.9 345.1 356.9 372.2 381.5 389.0 396.2 402.0

Advertis ing as  percent of company sales 8.4% 4.8% 5.1% 16.2% 37.2% 30.2% 24.5% 21.1% 19.6% 18.3% 17.1%

Per-Share  Measures

Earnings  - continuing $1.94 $1.91 $1.70 $1.61 $2.22 $2.49 $2.71 $2.85 $3.01 $3.16 $3.29

EBIT $3.10 $3.06 $3.14 $2.61 $3.55 $4.02 $4.36 $4.60 $4.85 $5.10 $5.30

EBITDA $3.82 $3.06 $3.14 $2.61 $3.55 $4.02 $4.36 $4.60 $4.85 $5.10 $5.30

Book value $15.05 $17.08 $17.69 $16.34 $16.73 $18.18 $19.80 $21.89 $23.87 $26.06 $29.17

Cash (end of period) $0.30 $4.63 $1.30 $2.12 $1.62 $0.90 $0.56 $0.61 $0.58 $0.61 $2.05

Free cash flow (FCF) ($3.64) ($3.58) ($0.67) $2.82 $2.82 $3.14 $3.42 $3.61 $3.82 $4.03 $4.21

Valuation Metrics  (Year End)

FCF yield (11.26%) (13.38%) (1.51%) 6.03% 5.28% 5.16% 5.27% 5.39% 5.52% 5.63% 5.84%

Dividend yield 0.00% 0.00% 1.95% 2.39% 2.08% 1.86% 1.71% 1.62% 1.92% 1.88% 1.85%

Price to earnings  (PE) ratio 15.1x 12.5x 19.6x 26.1x 21.6x 21.6x 21.6x 21.6x 21.6x 21.6x 21.6x

PE to earnings  growth (PEG) ratio (3.33x) 3.24x 2.39x 1.36x 2.98x 4.16x 5.19x 5.72x 1.15x (0.21x) (0.09x)

1yr Forward P/E Es t 15.3x 12.2x 23.9x 18.9x 19.3x 19.9x 20.5x 20.5x 20.6x 20.8x 8.6x

Enterprise value/EBITDA 8.47x 8.74x 14.05x 17.95x 15.03x 15.12x 14.87x 14.57x 14.27x 14.06x 13.59x

Adjusted enterprise value/EBITDA 12.29x 17.77x 24.16x 32.04x 26.19x 25.75x 25.42x 25.30x 25.21x 25.23x 25.00x

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

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

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

Source:  The company and Onboard Consulting es timates .
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IHOP Corp. DCF Model
(Dollars  in m illions , except per-share data.)

0 1 2 3 4 5

2001 2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E

Total Revenues $324.44 $365.87 $404.81 $359.00 $349.17 $362.34 $382.24 $400.30 $417.71 $435.98 $455.07

Franchise Expenses 48.3 55.1 64.3 75.6 81.1 88.5 96.4 103.2 110.2 117.4 124.7

Rental Expense 37.9 73.8 85.8 95.4 98.8 101.2 106.0 111.0 116.2 121.7 127.4

Company Res taurant Expenses 66.3 78.4 81.7 34.7 16.4 16.9 20.9 24.3 26.2 28.1 30.0

Financing Expenses 31.1 38.2 43.6 22.4 17.2 12.3 9.4 7.2 5.6 4.3 3.3

  Restaurant Operating Profit $140.88 $120.32 $129.40 $130.88 $135.65 $143.39 $149.54 $154.51 $159.50 $164.53 $169.63

General and Adm inis trative 40.6 49.5 54.6 59.9 60.5 63.1 65.7 68.3 71.0 73.9 76.8 10 yr Treasury 4.4%

Other Expense, net 0.0 5.4 4.9 3.9 4.2 4.0 3.5 3.5 3.5 3.5 3.5 Bond Spread 1.0%

Facility Action Charges 0.0 0.0 2.0 12.9 0.1 0.0 0.0 0.0 0.0 0.0 0.0 Tax rate 37.6%

Reorganization Charges 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Cost of debt 3.4%

  Operating Income $100.26 $65.36 $67.94 $54.17 $70.85 $76.25 $80.37 $82.72 $84.98 $87.17 $89.31 Adj. Debt/Cap 73.5%

Op Lease Interes t (Implied @ 30%) 11.4 22.1 25.7 28.6 29.7 30.4 31.8 33.3 34.9 36.5 38.2

Change in Deferred Taxes 9.7 10.8 3.0 -6.0 -1.7 -2.7 -2.5 -2.4 -2.6 -2.7 4.1 Beta 0.80

Increase of Bad Debt Reserve Risk prem ium 6.6%

EBITDA $121.29 $98.26 $96.68 $76.78 $98.84 $103.90 $109.63 $113.57 $117.27 $120.97 $131.61 Market Risk 11.0%

Treasury 4.4%

Cost of equity 13.1%

Income Tax Expense 24.2 24.5 25.5 20.7 26.6 28.9 30.5 31.4 32.3 33.1 33.9 WACC 6.0%

R Savings 7.9 8.1 10.1 10.7 11.2 11.7 12.3 12.8 13.4 14.1 14.7

Lease Savings 14.2 27.7 32.2 36.5 37.1 38.4 40.3 42.2 44.2 46.2 48.4

Change in Deferred Taxes 9.7 10.8 3.0 -6.0 -1.7 -2.7 -2.5 -2.4 -2.6 -2.7 4.1 Terminal Multiple 18.2      

Cash Taxes $55.96 $71.04 $70.74 $61.96 $73.23 $76.35 $80.50 $84.00 $87.31 $90.73 $101.16 Stock Price $48

Depreciation and Amortization 14.8 16.0 18.6 18.7 20.0 21.1 22.4 23.5 24.7 25.8 26.9

Change in Working Capital 0.2 4.7 0.5 6.8 1.3 -0.3 -0.2 -0.1 -0.2 -0.3 -0.2

CapEx -119.8 -141.7 -80.5 -13.4 -9.8 -10.3 -10.7 -11.2 -11.8 -12.3 -12.8

FCF -$48.77 -$50.03 $9.30 $74.09 $84.74 $86.78 $91.95 $96.18 $100.00 $103.96 $114.98

PV CF $86.78 $86.78 $85.66 $84.05 $82.47 $1,565.74 Sum of PV FCF $1,991

Net Debt (Adj.) $929

Value $1,062

$56Per Share Value

WACC

A
d
d
b
a
c
k

IHOP Corp. Economic Profit M odel
(Equals  PV of projected profit+Invested Capital)

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

2001 2002 2003 2004 2005 2006E 2007E 2008E 2009E 2010E 2011E

10 yr Treasury 4.4%

Net working Capital $14.63 $105.54 $81.71 $56.26 $39.73 $8.91 ($1.68) ($4.41) ($4.40) ($6.96) $14.65 Bond Spread 1.0%

Net PP&E 238.0 286.2 314.2 326.8 333.4 375.2 404.3 432.4 458.0 488.6 513.7 Tax rate 37.6%

Reaquired Assets , net 3.2 2.6 1.6 1.1 0.0 1.7 1.4 1.2 1.1 1.1 1.3 Cos t of debt 3.4%

Deferred Tax Lia (expect to  increase in future) 60.2 71.0 74.0 68.0 68.0 69.5 74.8 78.8 81.1 83.3 85.5 Adj. Debt/Cap 73.5%

Other Assets 18.1 26.8 38.5 51.0 62.2 64.2 67.1 69.8 72.3 75.0 77.8

Non-recurring Charges 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Beta 0.80

LIFO Reserve 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 Risk prem ium 6.6%

Bad Debt Reserve -1.0 -1.3 -1.3 -1.2 -1.2 -1.2 -1.2 -1.2 -1.1 Market Risk 11.0%

PV of Op Leases 37.9 73.8 85.8 95.4 98.8 101.2 100.0 98.9 97.7 96.5 95.4 Treasury 4.4%

Invested Capital $372.03 $566.01 $594.78 $597.32 $600.95 $619.43 $644.72 $675.41 $704.64 $736.42 $787.23 Cos t of equity 13.1%

Economic Profit $177.25 $169.31 $167.42 $138.74 $172.07 $180.26 $190.14 $197.57 $204.58 $211.71 $232.77 WACC 6.0%

Net Invested Capital 143.3 151.7 157.3 162.6 167.8 185.8

PV 143.3 143.2 140.1 136.6 133.1 139.1 Terminal Multiple 18.2

EV Summary Stock Price $48.22

PV of Operations $835.43

Equity $619.43

Net Debt (Adj.) $929.49 (Includes capitalized operating leases)

Enterprise Value $525.37

$27.68 Per Share

WACC
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equity to fund its operations, then that/those particular company/ies may become insolvent. The compa-
nies are subject to commodity, operational and regulatory risks as well. These risks could adversely af-
fect future earnings of each company. The shareholders of each company are reliant on the board of di-
rectors and management to objectively manage the company in a manner that maximizes shareholder 
value. The board of directors and management of a particular company may have different objectives or 
lack competency to reach the shareholders' goals. A misalignment of corporate governance would put 
that particular company at financial risk. These companies are dependent on key employees and are reli-
ant on current management to run each company. If there is a sudden change of management for any 
number of reasons, it could affect the future performance of the company. The ability to hire skilled 
workers and retain them is necessary for each company's success. The company/ies may also be sued by 
other companies or individuals for patent/trademark infringement, health problems, or for any number of 
legal/contractual reasons. Increased competition in a company’s target segment may adversely affect a 
particular company's stock price. Companies covered by Onboard may have an increased degree of vola-
tility relative to the overall market. Risk-averse investors, and all other investors, should be aware of the 
risks associated with these companies and read all 10-K's and 10-Q's before considering any investment. 
Investors are expected to be knowledgeable and competent of these risks themselves, or otherwise, 
speak to their investment advisors before purchasing any securities in the market. Onboard does not ac-
cept any liability for whatever actions an investor takes on their own, or with the advice of their invest-
ment advisor after reading Onboard's research reports. 

Legal Disclaimer  

The information, opinions, scientific data, quantitative and qualitative statements contained in these re-
views have been obtained from research, trade and statistical services as well as other sources believed 
to be reliable. The information, opinions, or recommendations contained in these reviews are submitted 
solely for advisory and informational purposes. Onboard's opinions and estimates reflect current judg-
ment; they are neither all-inclusive nor can they be guaranteed to be complete or accurate. The opinions 
expressed are our current opinions as of the date appearing on the review only. Our analysis is subject to 
possible change without notice. This research contains forward looking statements, which involve risk 
and uncertainty. The reviews are not a complete analysis of every material fact regarding this company, 
industry, or security. The information in these reviews are not intended to be used as the primary basis 
of investment decisions, and because of individual or investment objectives it should not be construed as 
advice designated to meet the particular investment needs of any investor. Investors are expected to 
take full responsibility for any and all of their investment decisions. Investors must make investment de-
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-
garding the advisability of investing in any particular security. Nothing contained in this Report should be 
construed as investment advice, either on behalf of a particular security or an overall investment strat-
egy by the IRN. 

Compensation for Product and Services Disclosures 

Onboard Consulting, Inc (Onboard) "clearly and prominently" articulates a statement of financial spon-
sorship and has a compensation arrangement for these research reviews. At this time, we have not re-
ceived, and don’t expect to be compensated in the near-term for our coverage of IHOP Corporation. 
However, the Independent Research Network (“IRN”) has retained Onboard Consulting, Inc. to provide 
equity research coverage for other issuers under a statement of work that compensates Onboard Con-
sulting, Inc. $20,000 per year for such coverage. While the IRN acts as a neutral intermediary between 
Onboard Consulting, Inc. and the issuer, and that Onboard Consulting, Inc. and the issuer do not contract 
with each other or negotiate any terms of service for the provision of such research, the equity research 
provided by Onboard Consulting, Inc. on issuers covered by Onboard’s contract with IRN is indirectly paid 
for by those issuers. Our reviews and reports display statements of our revenue to maximize transpar-
ency standards in analyst certification in each review. Onboard "clearly and prominently" articulates this 
statement of financial sponsorship in the Disclosure section (at the end of every report). Onboard dis-
closes potential conflicts of interest insuring objectivity. Onboard and Kelly Peebles will not accept pay-
ment of any fees in company stock or any form of securities under any alternative payment methods that 
could compromise the objectivity and integrity of any research report. Onboard delivers this research and 
analysis of selected segments within the Industry Universe via the world-wide web, Thomson Financial 
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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, 
completeness or presentation of the content. The IRN makes no representation regarding the advisability 
of investing in any particular security. Nothing contained in this Report should be construed as invest-
ment advice, either on behalf of a particular security or an overall investment strategy by the IRN. Inves-
tors must make their own determination as to the suitability of such investments, based on factors in-
cluding their investment objectives, financial position, liquidity needs, tax status, and level of risk toler-
ance. It is assumed that individuals accessing these research reports possess sufficient investment 
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 
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. 

Company 12.26.05 Initiation Price 
12-month Tar-
get Price 

IHOP Corporation (IHOP) $47.35 $47.35 $46 
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Distribution of Rankings 

 

 

 
 

 

Distribution of Rankings Breakdown 

 
 

Onboard Equity Research, Inc. (Onboard) has an investment ranking on 1 equity securities in 2005. 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 

 

 

 
 

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 

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 0 % 100% 0% 

Initiation "Hold" 
12-26-2005 
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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- Investext. Security laws of these resident 
countries vary significantly. 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 recent 
form 10-Q or 10-K that a company must file with the SEC. Make sure you read and review these disclo-
sures. 

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 war-
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kp@onboardconsulting.org 
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ranty of any kind, either express or implied. Onboard makes no repre-
sentations concerning this website and disclaims 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 transac-
tions 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 be-
lieves that, as of the date of its first publication, it is accurate. However, 
there is no representation that the information is accurate, 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 securi-
ties laws from providing updates regarding individual 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 be-
comes unavailable, through no fault of our own. There may indeed be 
occasions where we take our website offline in order to enhance and up-
date it. We cannot accept any liability for any damages whatsoever aris-
ing 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, Vendors, Insurers and/or Agents be liable to you 
or any other person for any costs, damages arising from any cause re-
sulting 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. Reproduction of all or any part of this website 
or any information contained within is prohibited except for personal use. 

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 

 

 


