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SAME STORE SALES

Throughout the first quarter of 2018, same-store sales across

the restaurant landscape rose at a slim but vital 0.9 percent. The
first quarter's growth brought a healthy bout of optimism to an
industry grappling with heightened competition for restaurant-
goers’ business, as overall FY17 sales remained flat. Mild weather
largely drove this uptick, with restaurant traffic climbing as winter
storms occurred less frequently than usual. Restaurants in major
Northeastern cities, however, were forced to close stores during the
winter's several Nor'easters. Despite this, quick serve, fast casual,
casual, and pizza restaurants’ same-store sales all increased through
Q1, with only upscale casual reporting a loss.

As this quarter’s segment-specific data reveals, the success of each
restaurant segment fluctuates, and independent restaurants are
seemingly performing better than chains. Consumers’ evolving
preferences, from delivery to health food, promises uncertainty for
the industry's foreseeable future.

Quick service restaurants posted a 1.4 percent increase through
the first quarter, with Colorado’s all-natural burger and shake chain
Good Times Burger leading the charge with a 7.1 percent rise, which
the company attributes to its better burger initiatives. Carrol's
Restaurant Group, the largest Burger King franchisee in the world,
followed closely behind with a 6.2 percent gain. KFC, Burger King,
McDonald'’s, and Popeye's also reported healthy growth, although
slightly less significant than Good Times and Carrol’s. Sonic Drive
In's same-store sales fell most significantly compared to its peers,
posting a decrease of -2.9 percent, largely due to heightened
industry competition.

Chicken-wing chain Wingstop, Inc. reported the fast casual
segment’s highest sales increase, 12.5 percent, which the company
credits to its delivery, technology, and expansion strategies.
Chipotle also reported a much-needed 2.2 percent in growth. Other
fast casual businesses such as Potbelly, Taco Cabana, and Zoe's
Kitchen all struggled to generate revenue.

Bloomin' Brands, which owns Outback Steakhouse, beat
expectations this first quarter after reporting the highest sales
increase, 6.5 percent, among casual restaurants. Overall, the
segment reported 1.5 percent growth, with Famous Dave'’s,
Applebee’s, BJ's Restaurants, and Denny's posting solid gains.
Casual restaurant brands such as Outback Steakhouse promise
classic menu options like steak at affordable prices, which appeal
to consumers who cannot or will not spend upwards of $60 on a
meal. Yet casual restaurants also run the risk of losing customer

Cost of sales

increased 0.1%
across all segments.

The casual segment
experienced a same-store sales

increase of 1.5%
through Q1

demographics like millennials, who often rate restaurants’ relevancy
based on their trendiness, quality of ingredients, and delivery
services. Maintaining a strong, diverse customer base may prove
challenging for casual restaurants that don't adapt quickly enough
to the industry's shifting standards.

In the pizza market, Domino’s continued to outperform its
competitors, reporting a 6.4 percent increase through Q1.
Meanwhile, Pizza Hut's recent trial of beer delivery services
helped lift sales by 1 percent. Papa John's, however, reported a 6.1
percent loss as the company endeavors to renovate stores and
upgrade its delivery capabilities. Notably, the restaurant ended

its longstanding sponsorship of the National Football League in
February, which may present challenges going forward. As a whole,
rising cheese prices caused the pizza segment to grow 0.4 percent, a
more modest gain than previous quarters.

Upscale casual was the sole segment to experience an overall
decline in sales during the first quarter, reporting a -0.5 percent
dip. On the plus side, Maggiano's Little Italy, The Cheesecake
Factory, The Yard House, and Eddie V's all reported positive sales
results, while Stoney River Steakhouse & Grill's 6.2 percent
increase stood above all its upscale casual competitors. On the
other hand, Sullivan's Steakhouse reported the most significant
downturn at -10.3 percent, a further reflection of restaurant goers’
heightened appetite for innovative dining experiences over chains'’
staple offerings.

COMMODITIES & COST OF SALE

Eggs dominated the industry's attention this quarter, as prices
spiked 54.2 percent through the first few months of 2018. However,
this increase comes well after the 51 percent price drop in 2016,
suggesting that prices are leveling, not skyrocketing. Cheese

prices were also up 4.5 percent as the dairy market grapples with
competition from plant-based dairy alternatives. Restaurants that
heavily source fresh produce for their menus lucked out in the first
quarter, as fresh vegetable prices were down 5.2 percent.

More broadly, consumers’ elevated demand for quality food is
driving prices higher. Today, Americans desire fresh, healthy, and
often organic products, which require more resources and capital to
produce than mass-produced food.


https://www.bdo.com/insights/industries/restaurants/the-counter-restaurant-industry-scorecard-(5)
https://www.qsrmagazine.com/news/same-store-sales-71-percent-good-times
http://www.nrn.com/quick-service/wingstop-1q-us-same-store-sales-95
https://www.reuters.com/article/us-yum-brands-pizzahut-delivery/pizza-hut-expanding-beer-delivery-test-in-arizona-and-california-idUSKBN1I919D
http://ww2.cfo.com/leadership/2018/05/pie-face-new-papa-johns-cfo-joe-smith/
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Labor costs

increased 0.3%
across all segments.

LABOR COSTS

Labor costs continue to rise as workers push for higher minimum
wages in their states and national employment levels climb.

Across restaurant segments, labor costs rose 0.3 percent over Q1
2017. Changes in the workforce structure are making it harder for
restaurants to find and retain good talent. Fewer high schoolers are
joining the service industry, instead turning to unpaid internships to
kickstart their careers. As a result, employers are forced to compete
by offering higher salaries and other incentives.

At the same time, new technologies are shifting the role of
restaurant employees, and many are performing less repetitive
tasks as machines automate the ordering process and beyond.
Restaurants will likely start investing in more technology and
foodservice equipment that allows staff members to use a
more diverse set of skills without compromising food quality or
food safety.

EMERGING OPPORTUNITIES & CHALLENGES

In the months to come, restaurants will navigate persisting industry
disruption caused by overall market saturation, competitive delivery
services, new menu standards, and both front of house and back of

house technological innovations. Businesses that can balance dine-
in and delivery, the changing workforce, and listen to consumers’
desires will survive and even thrive.

Spurred by tax reform, restaurant M&A activity sustained a
steady pace this first quarter. Panera owner JAB maintained its
restaurant acquisition spree, announcing plans to acquire Pret A
Manger in May, following its acquisition of Panera Bread last year.
Private equity's appetite for restaurants also increased in Q1, with
Bain Capital backing vegan chain restaurant By Chloe and Rhone
Capital paying $560 million for Brazilian steakhouse chain Fogo de
Chao Inc. Fast food chain Jack in the Box also sold the struggling
Qdoba chain to private equity firm Apollo in December. Investors’
interest in the restaurant space will likely continue well into the
second quarter.

The restaurant industry’s progress in Q1 underlines the importance
of embracing change. Going forward, restaurant owners have
substantial challenges to traverse, but those who choose to adapt
to the industry’s new standards stand to reap immense rewards.

ABOUT THIS UPDATE:

Each quarter, we compile the operating results of publicly
traded restaurant companies to provide you with timely
benchmarking information.

Public company same-store sales citations are specific to
company-owned locations. Cost of sales includes food and
beverage for all segments. Quick serve and fast casual segments
also include packaging costs. Labor costs include restaurant level
wages, payroll, taxes and benefits.

*Prior results have been restated to conform to current-year data availability.
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Through Through
Q12018 Q12017

Inc. (Dec) FY 2017 FY 2016 Inc. (Dec)

? Quick Serve

Same Store Sales 1.4% 0.8%

Cost of Sales 301% 29.6% 0.5% 30.2% 29.8% 0.4%
Labor 31.4% 30.9% 0.5% 29.4% 28.5% 0.9%
Prime Costs 61.5% 60.6% 11% 60.1% 58.8% 1.3%

Fast Casual

Same Store Sales 0.9% -1.6%

Cost of Sales 29.9% 30.2% -0.3% 30.7% 30.6% 01%
Labor 29.4% 29.2% 0.2% 28.9% 28.0% 0.9%
Prime Costs 59.3% 59.4% -01% 59.7% 58.8% 0.9%

{
[ Casual

-

Same Store Sales 1.5% 0.0%

Cost of Sales 28.3% 28.4% -01% 27.9% 28.6% -0.7%
Labor 33.8% 33.4% 0.4% 33.2% 32.4% 0.8%
Prime Costs 621% 61.8% 0.3% 621% 61.5% 0.6%

@._ Upscale Casual

Same Store Sales -0.5% -01%

Cost of Sales 281% 27.6% 0.5% 28.2% 27.8% 0.4%
Labor 31.3% 31.7% -0.4% 30.4% 29.9% 0.5%
Prime Costs 59.3% 591% 0.2% 59.3% 58.6% 0.7%

A .

‘A Pizza

Same Store Sales 0.4% 2.9%

Cost of Sales 26.3% 261% 0.2% 26.3% 25.7% 0.6%
Labor 31.5% 311% 0.4% 31.3% 30.3% 1.0%
Prime Costs 59.7% 58.9% 0.8% 59.2% 57.4% 1.8%

D)

HH Grand Average

(L]
Same Store Sales 0.9% 0.0%
Cost of Sales 28.9% 28.8% 01% 29.0% 29.0% 0.0%
Labor 31.7% 31.4% 0.3% 30.5% 29.7% 0.8%
Prime Costs 60.8% 60.4% 0.4% 60.5% 59.5% 1.0%
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