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Red Robbin Gourmet Burgers.
RRGB $72.95 – NasdaqGS

Update: 2017 First Quarter Results 

Recommendation: Sell Short

Reasons For Short Sale Recommendation

• Revenue up 4.1% to $418.6 million, +0.4% better than expectations. 

• EPS down 13.6% from $1.03 to $0.89, but “beat the number” $0.50.

• Net income down 18.3%, from $14.2 million to $11.6 million.

• “Adjusted” EBITDA down 6.3%, from $48.9 million to $45.8 million.

• Restaurant level operating profit down 180 bps, from 22.7% to 20.7%.

• Average weekly sales, company owned,  down 1.2%.

• Labor cost up 9.4%, more than double revenue increase.

• Gross margin down 137 bps, from 42.6% to 44.0%.

• Income from operations down 13.5%, from $20.175 million to $17.458
 million.

• Opened 6 stores, closed 2 stores.

• Tax rate 20.1% vs 23.3%.
• Same store sales down 1.2%
• Guest count down 1.7%, seventh quarter in a row of negative counts!
• Increased EPS guidance by 10 cents, $2.80 to $3.10.
• Plans to open 17 and close 9 stores in 2017, 8 net new stores, +1.5%.
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The first quarter is always the strongest for RRGB.  The 2017 first quarter 
revenue was up 4.1% to $418.6 million.  Management is guiding 2017 
revenue to be up between 6 percent to 8 percent.  This is the same thing they 
said last year, that revenue would be up 6% to 8%.  Actual revenue growth in 
2016 was up only 3 percent from $$1.257 billion to $1.296 billion.

RRGB had 551 total stores at the beginning of 2017, they are planning on 
opening 17 and closing 9 for the 2017 year.  That is a net gain of 8 new 
stores.  8 new stores/551 stores = 1.45% growth.  They opened 6 new stores 
during the quarter and closed 2, so they are going to open about 11 more during 
the remaining three quarters, but they are going to close about 7 more, so that is 
only a net gain of 4 new stores for the remainder of the year, 0.7%.
1.45% growth in new stores plus negative same store sales equals zero growth.  
Management is now guiding to 0.5% to 1.5% same store sales, so on a best case 
basis, would equal 3 percent.  Guest counts have been negative for almost 2 
years, so this could be a stretch.
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2017 first quarter revenue growth was up 4.1%, but same store sales were 
negative 1.2%, negative 1.7% in guest count, offset by a positive 0.5% in ASP.  
So, all the growth in revenue is coming from new store openings.  Only 
opening 8 net new stores in 2017 is 1.45% growth. 

In 2016 the company opened 13 net new stores, from 538 stores to 551stores or 
growth of 2.4 percent.  What was RRGB's revenue growth in 2016?  3 percent.

In 2017 they are opening only 8 net new stores, less than the 13 they opened last
year, that's almost 40 percent less store growth than last year, but revenue 
growth is going to more than double, from 3 percent to between 6 to 8 percent?

If store growth in 2017 is going to be 1.45%, same store sales would have to be 
positive 4.5% to 6.55% to hit revenue growth of 6 to 8 percent.  But 
management is guiding same store sales to be only 0.5% to 1.5%.

2017 second quarter revenue growth is estimated to be 3.4%, down from 4.3%.
the year before.
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2017 1st quarter sequential revenue growth was slightly better than previous year.  Next 
quarter not so much.

Net income was down 18.3% in the 2017 first quarter, no higher than four years 
earlier, despite having 79 more stores.  The 2017 second quarter will be worse.
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Earnings per share for the 2017 first quarter were better than expectations of 
$0.50, so the stock went crazy on the “beat the number” game.  But the earnings
were down 13.6 percent from a year earlier.  Does anyone actually look at what 
the number is, not just better than expected?  The first quarter is usually one 
of their stronger quarters, and it was down 13.6 percent from a year ago.  
With more stores closing, there will be more charges, similar to the third quarter
last year when they closed 9 stores.  With 4.1 percent revenue growth, 
earnings declined 13.6 percent.  It is hard to figure out why investors would be
willing to pay 25 times earnings of $3 for these guys for three percent growth?

RRGB earned $3.36 in 2015, they are going to earn less than that this year.  At 
the high end of the earnings guidance of $3.10, thats almost 8 percent below 
2015.  The low end is 17 percent below 2015.  A multiple of 15 to 20 is much 
more reasonable, which translates to $42 to $60.  And that assumes same store 
sales and guest count turn positive, which they have not for two years.
The 2017 second quarter EPS estimate of $0.46 is lower than the 2012 
second quarters $0.52, five years earlier, with 100 more stores and 2 million
less shares outstanding!  This is a terrible business to invest in.
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Management is guiding to 2017 EPS of between $2.80 to $3.10.  Best case this 
is below 2015.  Management does not have a good track record of 
forecasting revenue and earnings.  We believe EPS will be below $3, 
depending on the number of store closing and guest counts.

In 2016, management guided revenue to be up between 6 to 8 percent, 
actual revenue growth in 2016 was only 3 percent, 50 to 60 percent less than 
forecast.

On November 2, 2016, RRGB gave 2016 fourth quarter guidance of revenue 
growth of between 4 to 6 percent and Same Store Sales growth of between 
negative 1.5% to negative 3.5%.  This forecast was given with one third of the
quarter already in the books.

RRGB then in Jan 2017 pre-announced that sales in the 2016 fourth quarter 
would be $290.8 million.  They did not announce that this would be revenue 
growth of just 1.6 percent.  They also announced that Same Store Sales 
would be negative 4.5 percent along with a negative guest count of 2.9 
percent.
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Earnings growth fell off a cliff, so now it is somewhat stabilizing, but still down
significantly.  This does not warrant a 25 multiple.  If they can get earnings 
growth back to zero, that would be an accomplishment, not a good 
accomplishment, but...

Management is guiding to 2017 EPS of between $2.80 to $3.10.  If we use $3 as
the number, management is saying that 45% of EPS will be in the first half 
and 55% will be in the back half of 2017.  Forty five percent of $3 is $1.35, so
subtract out the 89 cents from the first quarter of 2017 and you get EPS $0.46 
for the second quarter of 2017 versus $0.55 in 2016.  That is down 16.4 
percent, worse than the -13.6 percent in the first quarter.  If we use $2.90 as the 
“number” for 2017, that would translate to $0.42 for the second quarter, 
which would be 24 percent below 2016.  The consensus estimate for the year 
2017 is $2.88.  The consensus estimate for the 2017 second quarter is $0.53. 
EPS miss next quarter?
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Gross margin has been trending down for two years.  In the 2017 first quarter, 
gross margin declined 137 basis points from 44.0 to 42.6%.  Labor costs have 
been climbing faster than revenue growth.  In the 2017 first quarter, labor cost 
rose 9.4% from $132.9 million to $145.5 million, more than double the 4.1% 
increase in revenue.

“The 2016 class of new restaurant openings, generated revenues that were 
about $2.5 million below our expectations.”  This could mean that they are 
getting “B” locations, because they are not performing as well.

“Cost of sales improved 40 basis points to 22.9%, driven primarily by 
deflation in both poultry and ground beef and improved waste 
management. However, recent sharp increases in beef prices will likely 
increase our food costs approximately $1 million more than originally 
projected in Q2.  So, their beef and chicken prices declined, yet their gross 
margin still declined because of the 9.4% increase in labor costs and now beef 
prices are surging, so look for continued declines in gross margin, which makes 
attaining earnings estimates harder.
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“General and administrative expense improved 60 basis points or $1.1 million 
to 7.4%. Most of the year-over-year favorability in G&A was due to timing and 
will reverse in future quarters.”   This too will make hitting earnings goals 
harder.

“Our first quarter tax rate was 20.1%, at the lower end of our annual 
expectation and 320 basis points lower than a year ago. And earnings per 
diluted share were $0.89 as compared to adjusted EPS of $1.27 in the first 
quarter of 2016 or a decline of 29.9%”.  On an apples to apples tax rate, 2017 
first quarter EPS would have been $0.86.

“We invested 25 -- $24.5 million in CapEx in the first quarter, primarily related 
to new restaurant openings, restaurant maintenance capital, investment and 
technology projects and remodels. As we outlined in our annual guidance, the 
company did not repurchase any shares in the quarter and does not expect 
to do so in 2017.”  They only have $22 million in cash, not enough to buy back 
stock anymore.  Shares outstanding declined 830,000 compared to 2016, BUT 
increased 84,000 sequentially.  The seven percent boost to earnings from 
buying back stock every year is soon to be over.
We ended the quarter with $22.2 million in cash and cash equivalents, up about 
$10 million versus where we ended 2016, and we finished the quarter with a 
lease-adjusted leverage ratio of 4.23x.

“Lastly, we now project our 2017 earnings per diluted share to range from 
$2.80 to $3.10. This represents growth of flat to up 11% versus adjusted EPS of 
a year ago. As we outlined in February, with the lapping of our value emphasis 
not coming until the third quarter and the benefits of on-demand skewed more 
to the back half of the year, we expect to earn approximately 45% of our 
2017 projected EPS in the first half of the year and 55% in the back half of 
the year.  So, if we assume that EPS next quarter will be only 46 cents and new 
store growth is 1.45% and same store sales improve to zero, they will not make 
their earnings estimates.
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Same store sales were -1.2 percent in the 2017 first quarter.  This was an 
improvement from one year ago when SSS was down 2.6 percent.  However, IT
IS STILL NEGATIVE.  The sixth quarter in a row of negative same store 
sales, despite all the stores being remodeled, despite lower prices, despite higher
customer scores, etc...  It also is a negative number on top of a negative number.
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Guest count was negative 1.7 percent in the 2017 first quarter.  This too was an 
improvement versus the negative 4.1 percent a year ago, but it is still negative 
and has been negative for seven straight quarters, almost two years!.  Why 
is it still negative after remodeling all the stores?  Why is it still negative after 
lowering prices?  Why is it still negative after improved customer scores?

Worse, it is a negative number on top of a negative number.  Customers coming 
through the door is the single most important metric.  This number has never 
been good for the past five years.

The company used to open 16-20 stores a year, (5 percent growth), plus same 
store sales of 3 to 5 percent, plus buying back stock equals EPS growth of 15 to 
20 percent.  Now, they open 8 stores a year,(1.5% growth), minus same store 
sales of negative 2 percent, plus no more buying back stock equals ZERO EPS 
growth!
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ASP ticked back up into positive territory, which is good, but guest count is far 
more important.  RRGB raised prices 1.9 percent.
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Bulls are going to say that this is getting better, but in reality its getting worse 
just at a smaller rate.  For example, at the end of 2015, if a store owner had 
100 customers per day, by the end of the 2016 first quarter, he would now have 
95.9 customers per day.  At the end of the 2017 first quarter he would now have 
94.2 customers per day.  He is clearly WORSE off in 2017 than the year 
before and 6 percent worse off than two years earlier.  

The fact that RRGB had to close 15 stores in 2016 and is going to close 9 more, 
at least, in 2017, tells you that things are not great with this franchise.  The fact 
that the stores opened in 2016 are underperforming is a bad sign as well.  We 
have been bearish on these types of restaurants because of the financial situation
of their customers.  They just don't have a ton of disposable income.  Health 
insurance premiums have been rising sharply across the country and they are 
poised to rise sharply again in 2018 if the republicans don't fix/repeal 
Obamacare.  If health premiums rise again, look for RRGB same store sales to 

- Page 13 -
All information contained herein is obtained by Badger  Consultants, LLC from sources believed by it to be accurate and reliable.  However, such
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information.  All expressions of opinion are subject to change without notice.  Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.

1Q13
2Q13

3Q13
4Q13

1Q14
2Q14

3Q14
4Q14

1Q15
2Q15

3Q15
4Q15

1Q16
2Q16

3Q16
4Q16

1Q17
2Q17

3Q17
4Q17

-6

-4

-2

0

2

4

6

8

-0.6 -0.7

1.1 0.8 0.5

-2.5 -2.3

1.2 1.1
0.5

-0.1

-4.6
-4.1 -3.9

-2.4
-2.9

-1.7

RRGB Same Store Sales

= Avg Selling Price + Guest count

SSS ASP's Guest Count

P
er

ce
nt



The

Bear Facts
                                          Badger Consultants, LLC

Report Date:                     Thomas S. Chanos
May 22, 2017                     (608) 669-0981
             
TomChanos@BadgerConsultantsLLC.com

resume their downward trajectory.  Their guest count numbers have been 
negative for almost two years.  If that was to continue for another year, RRGB 
will be in serious trouble.  A ten percent decline in customers can be fatal to a 
restaurant.

Operating income is the same as it was in the first quarter of 2014, three years 
ago.
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You can see that the growth in new stores is slowing quickly.  RRGB ended 
2016 with 551 total stores, they will end 2017 with about 559, a net gain of 8 
stores, or 1.45%.  This assumes that they open 17 and close 9.  We believe that 
more than nine stores could close in 2017.
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RRGB stopped buying back stock in the 2017 first quarter.  There were 
830,000 fewer shares outstanding compared to the first quarter of 2016, but 
83,000 more sequentially.  The days of buying back stock to pump up earnings 
by 5 to 7 percent are now over, and will start to reverse a little.  RRGB is down 
to $22 million in cash.

In the 2017 first quarter, with the lower tax rate and lower shares outstanding, 
added 9 cents to the $0.89 in earnings, both of those are going away.  Lower 
G&A expense added 7 cents to the quarter, that will be reversed in the 2017 
second quarter.  

So, while the $0.89 was much better than the estimate of $0.50, it was still down
13.6 percent.  Next quarter will be worse, down 16 to 24 percent.  The best you 
can say about this company is that it is getting worse more slowly.  They raised 
prices 1.9 percent, which has always hurt their guest count down the road.  The 
stock had a 30 percent short interest, so everybody panicked in the short term.  
The stock price has now factored in a complete recovery, even though guest 
counts and same store sales are still negative.  Our price target remains $45-$50.
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RRGB is likely to earn $2.90 in 2017, this would be almost 14 percent below 
2015 earnings, yet the stock is trading at 25 times forward earnings.  A multiple 
of 20 or less, given the current state of the business is more reasonable.  This 
would equal $58 a share.  If guest counts do not turn positive, the stock  will 
revisit its previous low.  We started shorting this stock in 2015 in the high $70's.
They are doing worse now than then, yet the stock is within a few dollars of 
2015 prices.  None of the restaurant analysts predicted the slowdown and the 40 
percent resulting stock price decline that came after.  Now they all are slapping 
buy recommendations and $75 price targets.  The good news, even though there 
isn't much, is already factored into the price.  We see a replay of missed revenue
and earnings target ahead.  Sell.
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