
 
 

STOCK PICKS AND PANS 
6/12/19 

 

Page 1 of 7 
 

Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

3 Undervalued Stocks in the Restaurant Industry 
Earlier this week, we put Shake Shack (SHAK) in the Danger Zone. We showed that the burger chain’s rapid 
pace of store expansion was destroying value for shareholders, and the expectations implied by its stock price 
were unrealistic. 

On the flip side, these three restaurant stocks are significantly undervalued compared to their cash flows. These 
companies are actually growing same-store sales faster than SHAK, but they don’t get the same amount of buzz 
from the market due to their more conservative approach to new store openings. Cracker Barrel (CBRL: 
$165/share), Restaurant Brands International (QSR: $67/share), and Brinker International (EAT: $40/share) are 
this week’s Long Ideas. 

Undervalued Compared to Peers 

All three of these companies earn a return on invested capital (ROIC) above the 7% median for the 37 bar and 
restaurant stocks that we cover. As shown in Figure 1, ROIC explains 89% of the difference in valuation for 
these companies. CBRL, QSR, and EAT all trade at a significant discount to their peers as shown by their 
position below the trendline, while SHAK trades at a significant premium. 

Figure 1: ROIC Explains 89% of Valuation for Bar and Restaurant Stocks  

 

 
 

Sources: New Constructs, LLC and company filings 

All three stocks have 50%+ potential upside if they were to trade at parity with their peers. Figure 2 has details. 

Figure 2: Potential Upside Based on Regression Analysis For CBRL, QSR, and EAT  

 

Company Ticker 
Current 

Price 

Regression 
-Implied 

Price 
Upside 

Cracker Barrel CBRL $166 $274 65% 

Restaurant Brands International QSR $66 $115 72% 

Brinker International EAT $40 $105 164% 
 

Sources: New Constructs, LLC and company filings 
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All Three Are Growing Same-Store Sales 

CBRL, QSR, and EAT may not be exciting names, but all three companies currently offer solid growth prospects. 
In fact, all three reported superior same-store sales growth than SHAK over the past year.1 See Figure 3. 

Figure 3: Same-Store Sales Growth Over the Past Year  

 

Company Ticker 
Same-Store 

Sales Growth 

Cracker Barrel CBRL 1.8% 

Restaurant Brands International QSR 1.7% 

Brinker International EAT 1.6% 

Shake Shack SHAK 1.0% 
 

Sources: New Constructs, LLC and company filings 

In addition, all three companies have improved their ROIC’s over the long-term. While the market overhypes 
companies that expand at an uneconomical pace (e.g. SHAK), these three companies are quietly executing on a 
strategy to deliver long-term growth and value to shareholders. Below, we dig deeper into the fundamentals and 
valuation for CBRL, QSR, and EAT. 

Cracker Barrel (CBRL): Attractive Rating 

We originally selected CBRL as a Long Idea on March 29, 2017. We closed the position 432 days later, on June 
5, 2018, for a 2% loss. At the time, CBRL’s ROIC had begun to decline, and it appeared as if the company’s 
long-term growth had stalled. In hindsight, this ROIC decline was just a minor blip. CBRL continues to be one of 
the most consistent companies we cover in terms of growing profits (NOPAT) and ROIC. 

Corporate Governance Drives Superior Capital Allocation: CBRL’s superior corporate governance is a 
hidden advantage. The company’s executive compensation plan ties 50% of long-term stock compensation to 
achievement of ROIC targets. This emphasis on intelligent capital allocation incentivizes executives to create 
value for shareholders, not just chase growth for the sake of growth and short-term stock performance. 

Since 2009, CBRL has expanded from 588 locations to 666 today, or 1% compounded annually. The company’s 
invested capital has grown at the same 1% compounded annual rate. However, NOPAT has grown by 8% 
compounded annually, as shown in Figure 4.  

Figure 4: NOPAT and Invested Capital for CBRL Since 2009  

 

 
 

Sources: New Constructs, LLC and company filings 
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As a result of NOPAT growing faster than invested capital, CBRL’s ROIC improved from 8% in 2009 to 14% 
TTM. NOPAT growth slowed over the past two years, as a result of rising labor costs and challenges in the retail 
business, but the company’s ROIC remains high and all its competitors face the same challenges.  

Growth Potential Remains High: Even with the retail side of the business struggling, rising check volumes and 
price increases on the restaurant side drove a 1.8% increase in same-store sales through the first nine months of 
fiscal year 2019 (which runs through the end of July). 

CBRL opened eight new locations this year, and it appears poised to continue this steady rate of expansion 
going forward. In particular, the company has seen strong sales in the first four locations opened on the west 
coast over the past two years and that region could be an area of strong growth going forward.     

Shares Are Undervalued: Despite its track-record of profit growth, CBRL shares remain undervalued. At its 
current valuation of $165/share, the stock has a price to economic book value (PEBV) ratio of 1. This ratio 
means the market expects NOPAT to never grow from its current level. This expectation seems pessimistic for a 
company that has grown NOPAT by 8% compounded annually over the past decade. 

Even if CBRL’s slow growth rate of the past two years represents a new normal, the stock still has significant 
upside. If CBRL can maintain TTM margins of 8% and grow NOPAT by just 3% compounded annually over the 
next decade (less than half its historical growth rate), the stock is worth $222/share today, a 35% upside to the 
current stock price. See the math behind this dynamic DCF scenario. 

If CBRL can return to the level of growth it averaged over the past decade, CBRL could approach the $274/share 
valuation implied by Figures 1 and 2. 

Restaurant Brands International (QSR): Attractive Rating 

QSR was formed in 2014 through the merger of Burger King and Tim Hortons. The company also acquired 
Popeyes in 2017 and is the fifth largest fast food company in the world. 

Rising ROIC: Due to a history of large acquisitions, QSR carries ~$16 billion (79% of total assets) of goodwill 
and other intangible assets on its balance sheet. We’re normally skeptical of companies with a large amount of 
goodwill, but QSR has demonstrated its ability to earn a solid return on the capital invested in these acquisitions. 
Figure 5 shows the company’s ROIC improved from just 4% in 2014 – below the company’s weighted average 
cost of capital (WACC) – to 9% TTM. 

Figure 5: ROIC and WACC for QSR Since 2014  

 

 
 

Sources: New Constructs, LLC and company filings 

Goodwill and intangibles represent such a large portion of total assets for QSR because, unlike the other 
companies in this piece, almost 100% of its locations are franchised. The company’s asset-light, excluding 
goodwill, business model allowed it to increase its total restaurant count by 5% in 2018 while decreasing its 
invested capital by 15%. 
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New Products Drive Growth: In addition to expanding its store count, QSR grew same-store sales at all three 
of its chains in 2018. New products, such as an updated kid’s menu at Tim Horton’s and limited items like the 
Spicy Crispy Jalapeno Chicken Sandwich at Burger King played a key role in driving growth. 

QSR has made a big bet on meatless products to drive growth in 2019. Burger King tested a meatless version of 
its Whopper at 59 locations around St. Louis in April, and the response was so overwhelming that the company 
announced a nationwide launch less than a month later. Meanwhile, Tim Hortons recently unveiled a meatless 
version of its breakfast sandwiches using plant-based sausage patties from Beyond Meat (BYND). 

Even with this product innovation, Burger King keeps its menus simple to ensure rapid service. QSR magazine 
ranked Burger King as the fastest drive thru in America last year. The chain boasted average wait times of just 
193 seconds last year, 80 seconds faster than McDonald’s (MCD), which features a more diverse menu. 

Cheap Valuation Creates Upside Potential: QSR shares are up 30% so far in 2019, but the stock remains 
undervalued. At its current price of $66/share, the stock has a PEBV of 1.2, which implies the market expects 
NOPAT to grow by no more than 20% for the remainder of QSR’s corporate life. This expectation seems 
pessimistic for a company that has grown NOPAT by 15% compounded annually over the past three years. 

If QSR can maintain 2018 margins of 30% and grow NOPAT by just 5% compounded annually – equal to its 
recent rate of new store openings – for 10 years, the stock is worth $118/share today, a 74% upside to the 
current stock price. See the math behind this dynamic DCF scenario. 

Brinker International (EAT): Very Attractive Rating 

EAT operates the Chili’s and Maggiano’s restaurant chains. The company has 945 company-owned Chili’s 
locations, 678 franchised Chili’s locations, and 52 company-owned Maggiano’s locations. 

Generating Strong Free Cash Flow: The fast-casual restaurant business has struggled in recent years as 
consumers have shifted more towards fast food and quick service restaurants. As a result, EAT has decreased 
its invested capital from $2 billion in 2016 to $1.6 billion TTM by focusing on franchises and closing 
underperforming stores.  

Scaling back invested capital allowed EAT to maintain a strong 12% ROIC despite a decline in NOPAT. The 
company generates significant free cash flow, as shown in Figure 6. 

Figure 6: FCF Yield for EAT Since 2014  

 

 
 

Sources: New Constructs, LLC and company filings 

Over the trailing-twelve months, EAT has generated $376 million (12% of enterprise value) in free cash flow. 
EAT returns a significant amount of this cash back to shareholders in the form of dividends and buybacks. The 
company currently offers a 3.8% dividend yield. Its buyback activity has reduced the total share count from 64.6 
million in 2014 to 37.5 million today, a 42% decrease. 
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Delivery Provides Growth Potential: Same-store sales grew by 1.6% through the first nine months of 2019. 
Strong traffic growth at domestic Chili’s locations drove this growth. Going forward, the rise of delivery apps like 
DoorDash, Uber Eats, and GrubHub provides growth potential for EAT. 

EAT already offers third-party delivery services for Maggiano’s, and this business is growing double digits year-
over-year. On its latest earnings call, management said they were close to finding a third-party partner for the 
Chili’s business. With so many delivery apps fighting for market share, Chili’s should be able to get a good deal 
that allows it to generate growth through the delivery business while still earning a healthy margin and ROIC. 

Trading at a Discount to EBV: At its current valuation of $40/share, EAT has a PEBV of 0.9. This ratio means 
the market expects NOPAT to permanently decline by 10%. For a company with growing same-store sales and a 
high ROIC, this expectation seems overly pessimistic. 

If EAT can maintain 2018 margins of 7% and grow NOPAT by just 2% compounded annually for the next 
decade, the stock is worth $58/share today, a 45% upside to the current stock price. See the math behind this 
dynamic DCF scenario. 

Even if it takes the market a while to appreciate EAT’s strong cash flows, the high dividend offers investors a 
nice reward for owning this stock.  

This article originally published on June 12, 2019. 

Disclosure: David Trainer, Kyle Guske II, and Sam McBride receive no compensation to write about any specific 
stock, style, or theme.  

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care 

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent 
investment decisions. 

New Constructs leverages the latest in machine learning to analyze structured and unstructured 
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work 
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings 
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients 
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the 
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care, 
earnings quality, valuation and investment strategy. 

To fulfill the Duty of Care, research should be:  

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been 
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).  

2. Un-conflicted - Clients deserve unbiased research.  

3. Transparent - Advisors should be able to show how the analysis was performed and the data 
behind it.  

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or 
mutual fund performance. 

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale 

Accounting data is only the beginning of fundamental research. It must be translated into economic 
earnings to truly understand profitability and valuation. This translation requires deep analysis of 
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for 
thousands of stocks, ETFs and mutual funds. 
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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