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Fast casual: shaking up the Big Mac Empire

Traditional fast food empires struggle to fend off fresh competition from younger companies as

sales slump and analysts cut forecasts.

— Short sellers cover positions by 65% in Chipotle in the last year as growth continues
— McDonald’s scored badly for sales growth coming into its latest earnings release
— Potbelly and Noodles and Co currently see high levels of short selling

Fast casual is the new phrase shaking up the
Quick Service Restaurant (QSR) sector as
relative newcomers continue to grab market
share from established global chains.
Consumers are opting for fast meals that are
perceived to be healthier, more transparently
sourced and prepared in front of their eyes,
and they are seemingly more than happy to
pay for the service.

14 year old Shake Shack’s recent IPO on
January 29" did not disappoint investors
looking for a pop in the share price. Shake
Shack’s 119% share price increase on its
debut is comparable to other recent
restaurant IPOs, including the hugely
successful Chipotle which first opened its
doors in 1993.
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McDonalds, once a proud early stage
investor in Chipotle, last week reported its
first annual same-store sales decline in 12

years.
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Besides battling burritos, noodles and pizza,
the battle of the golden arches versus the
premium burger is being fought by Shake
Shack, Smashburger, and others which is
manifesting in lower sales and earnings at the
world’s largest fast food chain, McDonald’s.

This has been evident in recent months, as
McDonalds’ rank in the 1 Year Change in
Sales, a factor in Markit's Research Signals
factor suite, fell significantly since the
company’s last earnings announcement. The
company used to score in the middle of the
group within restaurant constituents of the
Markit US Large Cap universe, but its third
guarter earnings saw it report falling year on
year sales. As a result, the firm has fallen
down the ranks to earn the 15" worse rank on
a scale of 1-100.
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http://www.bloomberg.com/bw/articles/2013-10-03/chipotle-the-one-that-got-away-from-mcdonalds
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The morning after the IPO Potbelly Corp
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While Chipotle has given investors returns of
over 3000% to feast upon since going public
in 2006, some other recent IPOs of new
chains have seen returns sour. Potbelly Corp
and Noodles and Co went public in April and
June 2013 respectively. Both stocks saw
significant investor interest and demand,
sending shares soaring over 100% on the first
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day of trading.
Noodles & Co Shake Shack IPO: cooked to perfection or
?n ?hareson Loan Price well done?
Shake Shack has just over 60 stores, with
half located in the US, compared to
McDonalds’ 35,000 stores, spread across 100
countries. However, current market values for
) McDonalds and Shake Shack stand at $1.6bn
2022004 20052014 21082014 24/14/2014 " and $90bn respectively, meaning that one
Source: Markit ———% Shares on Loan Price Shake Shack store is worth approximately ten

times more than a single MacDonald’s store.
Subsequently, both companies delivered

disappointing results in terms of price Mcdonald'S Corp
performance. To date, Noodles and Co has Rank

given up half of its gains, currently up by 43% o

since listing, while Potbelly has relinquished 55.0

all gains and is back to square one with a 0%

return since IPO. o0
IPO IPO Price  Tot Price -
IPO Date Price 'Pop Pop Today % 75.0
Chipotle Mexican Grill Inc  26/01/2010 22 44 100% 710 3127%
Noodles & Co 28/06/2013 18 37 104% 26 43% 85.0
Potbelly Corp 10/04/2013 14 31 119% 14 0%
Shake Shack Inc 29/01/2015 21 46 119% 46 119% 95.0

1/31/2013 5/31/2013 9/30/2013 1/31/2014 5/30/2014 9/30/2014

Noodles and Potbelly have seen high levels o

of short interest standing at 12.5% and 11.3%
respectively; three fold higher than that of

their peers. Relte Stephen Schutte
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