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Chipotle Mexican Grill
(CMG) - BUY

Price: $256.63
Fair Value Estimate: $330.00
52-Week Range: $262.78-$98.00
Market Cap (MM): $7,941
Shr.O/S-Diluted (mm): 30.9
Average Daily Volume: 969,119

FYE: Dec 2010A 2011E 2012E
Revenue (M): $1,836A $2,023E --

Quarterly Revenue (M):
Q1 $410A $461E --
Q2 $467A $527E --
Q3 $477A $515E --
Q4 $483A $520E --

FYE: Dec 2010A 2011E 2012E
EPS: $5.64A $6.80E $8.15E
Prior EPS: $5.52 $6.60 NC

Quarterly EPS:
Q1 $1.19A $1.50E --
Q2 $1.46A $1.70E --
Q3 $1.52A $1.80E --
Q4 $1.47A $1.80E --

CMG: Holy Guacamole! Q4 EPS Smashes
Street Expectations

INVESTMENT CONCLUSION:

We view the potential positives for the company and its stock as outweighing the risks.
Among the positive factors for the company and its stock are the following: the quality
of the Chipotle experience from a customer perspective (including higher-quality
ingredients and speedy service), which we believe will lead to additional market-share
gains, a continuation of enviable same-store sales expansion, and a continued unit
growth rate above that of the vast majority of other publicly traded restaurant
companies.

KEY POINTS:

• After Thursday’s market close, Chipotle Mexican Grill (CMG $256.63) reported
Q4 2010 EPS of $1.47 -- sprinting past our $1.35 estimate and the consensus
forecast of $1.29. Same-store sales growth in the quarter reached an impressive
12.6%, above our 10.0% forecast, and the StreetAccount consensus projection of
9.9%.

• We expect the stock to fare well in Friday’s trading session (as we type this the
stock is up over $15 in after-market trading). Based on the fantastic business
momentum (albeit partially offset by concerns about rising commodity costs), we
take up our 2011 EPS estimate by 20 cents, to $6.80.

• Notable Q4 line items include: revenue growth in Q4 of 24.5% surpassed our
22.2% forecast, based almost entirely on the ahead-of-expectations 12.6%
same-store sales growth; food, packaging, and beverage costs amounted to 31.0%
of revenues, 50 basis points higher than our 30.5% projection; G&A/Revenues, at
6.0%, was 50 basis points better than the 6.5% number we had forecast.

• Based largely upon Chipotle’s business momentum, we raise our Q1 2011
same-store sales projection from 2.0% to 8.0%. This bumps up our full-year 2011
same-store sales forecast from 2.0% to 3.5%. Unsurprisingly to us, Chipotle
maintains its stated goal for 2011 of “low single digit comparable restaurant sales
growth.”

• Our EPS estimates change as follows: Q1 2011: from $1.40 to $1.50; Q2 2011:
from $1.72 to $1.70; Q3 2011: from $1.82 to $1.80; Q4 2011: from $1.66 to $1.80;
Full-year 2011: from $6.60 to $6.80. We also introduce our 2012 EPS estimate, of
$8.15. Based largely on our raised earnings estimates, we also bump up our fair
value estimate on CMG from $300 to $330.

• Investors in any high-P/E stock should be mindful of the risks related to that stock,
and Chipotle Mexican Grill is no exception. At this point, the risk level for the
stock may have ticked up to some extent, as the company has received notices of
inspection from ICE (Immigration and Customs Enforcement) for its units in
Minnesota, Washington DC, and part or all of Virginia.

• Chipotle Mexican Grill remains our top stock pick within our restaurant-stock
coverage list for 2011, and we maintain our Buy rating.

Research Analyst Certifications and Important Disclosures
are on pages 6 - 7 of this report



 

 

KEY POINTS 
After Thursday’s market close, Chipotle Mexican Grill (CMG $256.63) reported Q4 2010 EPS of 
$1.47 -- sprinting past our $1.35 estimate and the consensus forecast of $1.29. Same-store sales 
growth in the quarter reached an impressive 12.6%, above our 10.0% forecast, and the StreetAccount 
consensus projection of 9.9%. We expect the stock to fare well in Friday’s trading session (as we type 
this the stock is up over $15 in after-market trading). Based on the fantastic business momentum 
(albeit partially offset by concerns about rising commodity costs), we take up our 2011 EPS estimate 
by 20 cents, to $6.80. We also introduce our 2012 EPS estimate, of $8.15. Based largely on our raised 
earnings estimates, we also bump up our fair value estimate on CMG from $300 to $330. Chipotle 
Mexican Grill remains our top stock pick within our restaurant-stock coverage list for 2011, and we 
maintain our Buy rating and note the following: 
 

RAISING Q1 2011 SAME-STORE SALES FORECAST 
Based largely upon Chipotle’s business momentum, we raise our Q1 2011 same-store sales projection 
from 2.0% to 8.0%. This bumps up our full-year 2011 same-store sales forecast from 2.0% to 3.5%. 
Unsurprisingly to us, Chipotle maintains its stated goal for 2011 of “low single digit comparable 
restaurant sales growth.” 
 
CHIPOTLE MEXICAN GRILL -- SAME-STORE SALES, 1998-2012E 
 
  Q1 Q2 Q3 Q4 FY 

2012E0 2.0% 2.0% 2.0% 2.0% 2.0% 

2011E 8.0% 2.0% 2.0% 2.0% 3.5% 

2010 4.3% 8.7% 11.4% 12.6% 8.6% 

2009 2.2% 1.7% 2.7% 2.0% 2.2% 

2008 10.2% 7.1% 3.1% 3.5% 5.8% 

2007 8.3% 11.6% 12.4% 10.6% 10.8% 

2006 19.7% 14.5% 11.6% 10.1% 13.7% 

2005 4.1% 9.6% 11.5% 14.3% 10.2% 

2004 23.2% 13.2% 8.9% 10.4% 13.3% 

2003 25.3% 24.6% 24.7% 23.4% 24.4% 

2002 16.8% 18.8% 15.5% 17.0% 17.0% 

2001 22.5% 

2000 16.4% 

1999 27.1% 

1998         14.9% 

E Estimate. 

Source: Company reports and Janney Montgomery Scott 

 

EPS ESTIMATE REVIEW 
Our EPS estimates change as follows: 
 
* Q1 2011: from $1.40 to $1.50 
* Q2 2011: from $1.72 to $1.70 
* Q3 2011: from $1.82 to $1.80 
* Q4 2011: from $1.66 to $1.80 
* Full-year 2011: from $6.60 to $6.80 
 
And in addition, we introduce our 2012 EPS estimate of $8.15. 
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FOURTH-QUARTER LINE ITEM REVIEW 
We briefly note the following: 
 
* Revenue growth in Q4 of 24.5% surpassed our 22.2% forecast, based almost entirely on the ahead-
of-expectations 12.6% same-store sales growth. 
 
* Food, packaging, and beverage costs amounted to 31.0% of revenues, 50 basis points higher than 
our 30.5% projection. 
 
* Labor costs came to 24.8% of revenues, 30 basis points more favorable than our 25.1% forecast. 
 
* Occupancy costs were 7.0% of revenues, 30 basis points better than our 7.3% projection. 
 
* Other operating costs represented 11.2% of revenues, 20 basis points more favorable than our 11.4% 
estimate. 
 
* G&A/Revenues, at 6.0%, was 50 basis points better than the 6.5% number we had forecast. 
 
* D&A was 3.7% of revenues, 20 basis points more favorable than our 3.9% estimate. 
 
* The Q4 2010 tax rate of 37.5% was more favorable than our 38.4% projection. We calculate that this 
accounted for 1-2 cents worth of upside relative to our $1.35 EPS forecast (which was surpassed by 12 
cents). 
 
* The diluted share count of 31.702 million was a bit above our 31.582 million forecast. We calculate 
that this difference cost Chipotle one cent worth of EPS, relative to our projection. 
 
* Chipotle opened 62 new restaurants during the fourth quarter (excluding one closed unit), topping 
our estimate of 55 new units. (The company reiterates its 2011 goal of 135-145 new units.) 
 

THOUGHTS ON IMMIGRATION ISSUE 
Investors in any high-P/E stock should be mindful of the risks related to that stock, and Chipotle 
Mexican Grill is no exception. At this point, the risk level for the stock may have ticked up to some 
extent, as the company has received notices of inspection from ICE (Immigration and Customs 
Enforcement) for its units in Minnesota, Washington DC, and part or all of Virginia. 
 
On January 21st, the Minneapolis Star-Tribune reported that Chipotle “fired a substantial number of 
the 1,200 employees at its 50 Minnesota restaurants” following a federal immigration audit. Citing an 
unnamed source, the newspaper “said the number of Minnesota employees fired was closer to 350.” 
Staffing levels in the state are back up to the 1,200 level, according to the Star-Tribune. Nevertheless, 
some short-term operational disruption in the company’s Minnesota restaurants appears likely, given 
the meaningful percentage of workers apparently let go in a relatively short time frame. By the way, 
the January 21st Star-Tribune article can be accessed through the following link: 
 
http://www.startribune.com/business/114310024.html?elr=KArksUUUoDEy3LGDiO7aiU 
 
On February 7th, WUSA9.com reported that 59 more Chipotle restaurants -- in Washington D.C. and 
Virginia -- are also now affected by a similar ICE investigation. WUSA9.com notes that there are 
about 25 employees at each of these locations, suggesting to us roughly 1,500 employees. If the same 
percentages in Minnesota roughly hold in Washington DC/Virginia, then perhaps 400 or so employees 
may have to be let go in the not-too-distant future. If this turns out to be the case, then operational 
abilities likely will be negatively affected in these units on a short-term basis. For more information, 
please refer to the following WUSA9.com article: 
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http://www.wusa9.com/news/local/story.aspx?storyid=135102&catid=158 
 
Earlier this week, Reuters quoted an unnamed ICE spokeswoman: “Our inspections are not random. 
All of our work site cases and… audits are based on leads and intelligence.” The following Reuters 
article -- dated February 7th -- goes into a fair amount of detail surrounding the issues involved: 
 
http://news.yahoo.com/s/nm/20110207/ts_nm/us_usa_immigration_fastfood 
 
At this point, we cannot rule out the possibility of more widespread investigations taking place in the 
future outside of Minnesota and Washington DC/Virginia. Investors should be mindful of this risk, 
although at this point in time we remain comfortable with our Buy rating on the shares of CMG -- and 
in fact, it remains our top restaurant-stock pick for 2011 within our restaurant coverage universe. 
 

CHIPOTLE CHESTNUTS 
We briefly note the following: 

* On January 12th, Fast Casual magazine reported that Chipotle would start offering soup in its 
Chicago-area restaurants. At present, only Denver-area units also offer soup. Fast Casual magazine 
comments that “The vegan offering is made without any animal products and includes a tomato and 
hominy base, and vegetables. An 8-ounce portion sells for $3.33 and for an additional cost it can be 
garnished with chicken or other Chipotle selections.” To learn more: 

http://www.fastcasual.com/article/178720/Chipotle-heats-up-Chicago-with-soup 
 
* The January 4th edition of Restaurant Hospitality discusses Chipotle Mexican Grill’s plans to open 
an Asian-food restaurant at some point during 2011. It quotes co-CEO Monty Moran as noting that 
“The magic of Chipotle is not tied to burritos and tacos. The magic has to do with great food from 
sustainable sources, great people who offer a genuine and excellent dining experience, and a great 
restaurant design that provides a comfortable backdrop for that experience. We believe that model can 
apply to other cuisines. The Asian concept, which will certainly be based on food with integrity, is our 
way of testing our belief in that idea.” To read more, please click on the following link: 
 
http://restaurant-hospitality.com/news/chipotle-mexican-grill-beyond-burrito-0104/ 

* On December 14th, the New York Times commented that Chipotle Mexican Grill had hired 
upcoming restaurant-industry chef Nate Appleman. The Times indicates that “he’s doing it at a 
Chipotle Mexican Grill in Chelsea that is one of the company’s three test kitchens… at 149 Eight 
Avenue (West 17th Street)” in Manhattan. The Times further notes, “The ingredients and techniques 
Mr. Appleman will explore, the chain says, will shape the more than 250 million meals it serves each 
year. As at all Chipotle locations, the salsas are made fresh and the chips are fried throughout the day. 
Unlike other locations, the test kitchen prepares everything from scratch. Primal sections of meat are 
butchered into smaller cuts, and all the braising is done on the premises. Many of the ingredients are 
local, like the red kidney beans and black turtle beans, both from upstate New York.” To learn more, 
please click on the following link: 

http://www.nytimes.com/2010/12/15/dining/15appleman.html?_r=3&ref=dining 
 
* The November 29th edition of Investor’s Business Daily (IBD) discussed Chipotle’s plans to open 
an Asian-food outlet at some point during 2011. IBD notes that “The company’s keeping details of the 
move… under wraps. It won’t say if its test involves selling Chinese, Thai, Asian fusion, or other 
types of national cuisine.” IBD additionally comments that “Asian fare… stresses fresh ingredients 
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that are often chopped up,” similar to brand Chipotle’s approach to its food offerings. To learn more, 
please refer to the following: 
 
http://www.investors.com/NewsAndAnalysis/Article/554886/201011261645/Going-Beyond-Your-
Brand-Can-Tex-Mex-Grill-Chipotle-Go-Asian-.aspx 
 
* On November 10th, the Wall Street Journal reported that “Chipotle Mexican Grill is taking a patient 
stance on its pricing strategy: it plans to hold off on raising prices next year [2011] until after its 
competitors do.” For additional information, please click on the following link: 
 
http://online.wsj.com/article/BT-CO-20101110-713506.html 
 
* The November 5th edition of the Memphis Business Journal reports that Chipotle plans to open six 
to eight restaurants in that market over time, with the first site to be located at Ridgeway Trace Center. 
For more information: 
 
http://www.bizjournals.com/memphis/news/2010/11/05/chipotle-to-open-first-memphis-
restauran.html 
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IMPORTANT DISCLOSURES

Research Analyst Certification
I, Mark Kalinowski, the Primarily Responsible Analyst for this research report, hereby certify that all of the views expressed in
this research report accurately reflect my personal views about any and all of the subject securities or issuers. No part of my
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views I expressed in this
research report.

Janney Montgomery Scott LLC ("JMS") Equity Research Disclosure Legend
Janney Montgomery Scott is a market maker in the securities of CMG, and may at any time hold a long or short position in this
security.

Janney Montgomery Scott may seek compensation for investment banking services from the subject company (ies) CMG
security in the next 3 months.

The research analyst is compensated based on, in part, Janney Montgomery Scott's profitability, which includes its investment
banking revenues.

Definition of Ratings
BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companies
within its sector.
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Janney Montgomery Scott Ratings Distribution as of 12/31/2010

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [B] 184 51 18 10

NEUTRAL [N] 155 46 4 3

SELL [S] 7 3 0 0

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures
Investment opinions are based on each stock's 6-12 month return potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should read
carefully the entire research report, which provides a more complete discussion of the analyst's views.
This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securities mentioned and may make purchases or sales of such securities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
recommendation, if any, made in the research report is available upon request.
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