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December 3, 2010 

Chipotle Mexican Grill, 
Inc.  
D/G on Spicy Valuation 

What's Changed 
Rating Overweight to Equal-weight
Price Target $195.00 to NA

 

Bottom line: After a spectacular 12-month run of 200%, 
we are downgrading shares of CMG to Equal-Weight 
from Over Weight as the stock is now close to our bull 
case (39x our ’11 bull case EPS of $7.50, or $293) and 
well above our base case of $218, biasing the 
risk/reward to the downside. While we believe 
fundamentals remain strong, at 37x our 2011 estimate 
and 18x forward EBITDA, this optimism appears 
reflected in shares; with valuation increasingly driven by 
scarcity value for growth rather than fundamentals alone, 
increasing risk of sudden revaluation should current 
momentum even nominally shift. 

Why now? With a ~$8 b market cap, equivalent of a 
PNRA, CAKE, PFCB, TXRH and BJRI combined, 
valuation has become decoupled with fundamentals, in 
our view. The stock requires continued improvement in 
margins & comps, which, given the prospect for greater 
inflation in ‘11 and tougher comparisons, may not 
materialize to the extent demanded by this valuation.  

Key debates for CMG in ‘11: 1) Whether CMG has 
ample future growth to justify valuation--we see it getting 
closer to 50% penetration in ’11. 2) Whether margins 
can continue to expand—we see small improvements 
from here, with risk from food inflation. 3) What level of 
fundamental performance is discounted in the stock? – 
We think the market may already be discounting $10 in 
EPS within the next two years, a bull case scenario.  

Where we could be wrong: .Improving returns through 
smaller prototype could keep multiple at sustained 
elevated levels; SSS momentum could continue despite 
tougher compares with marketing & loyalty programs; 
prospects for international and a second concept could 
sustain growth longer than we had forecasted. 

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 

 
Morgan Stanley & Co. Incorporated John Glass 

John.Glass@morganstanley.com 
+1 617 856 8752 

Morgan Stanley & Co. Incorporated Jon Tower, CFA 
Jon.Tower@morganstanley.com 
+1 617 856 8750 

 

M O R G A N  S T A N L E Y  R E S E A R C H  
N O R T H  A M E R I C A  

Stock Rating 
Equal-weight 

Industry View 
In-Line Key Ratios and Statistics 

Reuters: CMG.N  Bloomberg: CMG US 
Restaurants / United States of America 

Shr price, close (Dec 1, 2010) $250.96
Mkt cap, curr (mm) $7,899
52-Week Range $262.75-81.93
 
Fiscal Year ending 12/09 12/10e 12/11e 12/12e

EPS ($)** 3.95 5.55 6.80 8.10
P/E 25.1 50.4 41.3 34.9
Consensus EPS ($)§ 7.46 5.46 6.57 8.06
ModelWare EPS ($) 3.51 4.98 6.08 7.20
EBITDA ($mm)** 265 353 423 491
EV/EBITDA 10.3 19.3 16.2 14.0
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
§ = Consensus data is provided by FactSet Estimates. 
** = Based on consensus methodology 
e = Morgan Stanley Research estimates 

 
Quarterly EPS 

   2010e 2010e 2011e 2011e
Quarter 2009 Prior Current Prior Current

Q1 0.78 - 1.19a - 1.53
Q2 1.10 - 1.46a - 1.81
Q3 1.08 - 1.52a - 1.83
Q4 0.99 - 1.37 - 1.64
e = Morgan Stanley Research estimates,  a = Actual company reported data 
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December 3, 2010 
Chipotle Mexican Grill, Inc. 

Risk-Reward Snapshot: Chipotle (CMG, $251, Equal-weight) 

Risk-Reward View: One Company, One Stock 

WARNINGDONOTEDIT_RRS4RL~CMG.N~ 
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Bull  
Case  
$293 
 

39x  
Bull Case 
2011e 
EPS  
of $7.50 

Caliente: EPS upsides continue driven by 8% comps (2% 
pricing +5-6% traffic), which lift restaurant-level margins to 
all-time highs; leveraging expenses such that op margin 
reaches near close to ~16.8% & the company repurchases 
over $100M in stock. 

Base  
Case  
$218 

32x  
Base Case 
2011e 
EPS  
of $6.80 

Suave: Our base case scenario assumes that operating 
margins improve 30 bp Y/Y to 15.8% on traffic & pricing 
increases (total SSS of +6%), good food & labor cost 
controls while new ‘A’ model stores exceed traditional store 
returns and drive down occupancy & other costs. A 32x 
forward multiple is in line with the company’s historical 
average. 

Bear  
Case  
$168 

28x  
Bear Case 
2011e 
EPS  
of $6.00 

Frio: EPS growth slows on sales deleveraging, as traffic 
growth decelerates & a slower than expected economic 
recovery keeps CMG from taking price, putting pressure on 
store-level margins. Unit growth slows. PE still above peers
on growth scarcity premium.  

Why Equal-weight? 

• CMG’s fundamentals remain best in class… 
with store margins reaching all-time highs (27%+), 
SSS at double digits and returns on capital 
increasing.  
• However, valuation reflects this performance 
and requires fundamentals to continue to 
accelerate. Valuation does not appear to reflect 
possible deceleration in the business in the face 
of tougher comparisons, potential food inflation 
and diminishing incremental flow through. At 37x 
‘11E EPS & 18x forward EBITDA, valuation now 
matches other best-in-class growth stocks during 
their peak performance (e.g. SBUX) though its 
less clear to us that its growth trajectory is as long 
lived.  
• While store margins still have room to 
expand (from the 26%+ level), the upside will 
not likely be as large as over the past 2 years 
(500 bp), meaning EPS upside surprises may be 
more difficult to come by. 
• Pricing power could also offset some food 
inflation. Our pricing survey work suggests that 
the brand is underpriced vs. peers. 

Key Value Drivers 

• New unit productivity & returns, which have 
remained healthy despite our initial concerns, 
partially through the success of the ‘A’ model 
stores to date. 
• Margin expansion: While diminishing in 
magnitude, market still assumes increases in ‘11.  
• Use of balance sheet, w/ $200M in cash and 
~$150M in FCF, CMG could implement a 4% 
buyback.  

Potential Risks 

• Given the high multiple, even slight 
deceleration in core metrics (SSS, store 
margins or unit growth) could weigh on the 
shares. 
•  Food inflation – Unlike peers, CMG cannot 
contract many of its proteins  
• New unit productivity declines as CMG’s move 
into more ‘A’ model (smaller footprint, lower cost) 
stores, which potentially could not meet revenue 
expectations & place pressure on returns. 
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M O R G A N  S T A N L E Y  R E S E A R C H  

December 3, 2010 
Chipotle Mexican Grill, Inc. 

 

Downgrading CMG on valuation; 
introducing key debates for ’11. 
After a spectacular run in 2010—up nearly 200% in twelve 
months—we are downgrading shares of CMG to Equal-Weight 
from Overweight. Our change in rating is fundamentally a 
valuation call, with market expectations now essentially 
pricing closer to our bull case scenario and above our base 
case. While the bull case is still plausible—that the market will 
be willing to pay, we’d note that key drivers to 2010’s 
outperformance—outsized comp gains and continued 
operating margin gains that led to what’s likely to be +40% EPS 
growth—are likely to slow in 2011 as comparisons become 
more difficult and costs, especially food, tick up. While we see 
no reason for fundamentals to deteriorate over the next year, 
we’d note that further multiple expansion from current 
industry-high levels is less likely, and shares will be sensitive to 
slight second derivative changes in momentum—even the 
smallest change in same-store sales or margins could have a 
disproportionate impact on the stock’s multiple. 

In terms of valuation, at nearly 37X our 2011 EPS estimate 
(and we’re $0.25 ahead of consensus) and 18x 2011 EBITDA, 
CMG’s valuation is now among the loftiest in its peer group, 
and by far the highest for a company its size. In fact, CMG’s 
market cap, now ~$8 B, is the fourth largest in restaurants and 
nearly equivalent to PNRA, CAKE, PFCB, TXRH and BJRI 
combined despite having only 1/3 the sales and 40% of their 
collective free cash flow. A few restaurant stocks have 
maintained valuations at these levels and at this size—most 
notably, Starbucks, which traded at roughly 39x forward EPS 
as it grew from 1,000 to 2,000 units (1996 to 1999)—however, 
its unclear to us at least at this junction that CMG’s even close 
to the same ultimate unit potential as SBUX.  

Exhibit 1 
CMG’s market cap is equal to the remaining growth 
restaurant combined, despite have just 1/3 the sales. 
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Source: Company data, Morgan Stanley Research, FactSet. 

 

Exhibit 2 
This same peer group collectively generates 3x 
greater sales & 2.5x greater cash flows than CMG 

Sales Free Cash Flow

CMG Peer Group

$6.5B

$2.1B

3X Larger
$400M

$160M

2.5X Larger

 
Source: Company data, Morgan Stanley Research, FactSet. Based on 2011 FactSet 
estimates. 

 

Beyond valuation, we have laid out the key debates we think 
are facing this name today: 
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Debate 1: Does CMG Still Have Ample Growth Prospects to Support 
Its Valuation? 
Market’s view: Model ‘A’ prototype opens up new 
markets and growth opportunities for CMG, and 
longer-term, international expansion furthers the brand’s 
reach. A second concept, to be launched in 2011, adds 
even longer-term growth. 

Our view: We do not fundamentally disagree with the 
market’s assessment of improved economics of the 
model ‘A’ format, but it may not necessarily increase the 
total unit potential but rather simply improve the 
economics. The potential for international and a second 
concept are too far away to either value or judge. 

 

Unit growth, which has been CMG’s most distinguishing 
feature, remains encouraging, with 120-130 units opening in 
2010 (albeit back-end loaded) and 135-145 units for 2011, 
representing ~13% unit growth for both years. We would note 
that this is slower than prior years (18-20%) due to the law of 
larger numbers catching up with the company. Our 
assessment for the company’s US unit potential remains 
roughly 2,500 units (vs. 1,023 today), although because CMG 
is in relatively uncharted territory, standing between casual 
dining and fast food, there is not a direct analog business that 
we can compare it to measure absolute penetration. The 
advent of the model ‘A’ stores, which lower the investment cost 
per unit by $200,000, significantly improve new store 
economics and delay the inevitable decline in new store 
productivity in our view, but may not substantially change the 
ultimate potential. We would also note that while superior, 
CMG does compete in a densely stored, relatively competitive 
quick casual Mexican category.  

Exhibit 3 
CMG remains the fastest unit grower amongst larger 
cap restaurant names. FY11E unit growth. 
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Source: Company data, Morgan Stanley Research estimates. 

 

Where we could be wrong? Model ‘A’ stores could allow for 
the company to more aggressively back-fill existing markets 
with stores or penetrate new markets at a faster rate, bumping 
up overall unit growth. Early success in international markets, 
particularly those where consumers are more focused on 
sustainability, could also translate into faster growth while a 
second concept could also add to this growth in the US. 

 

 

 

5



 

 
 5 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

December 3, 2010 
Chipotle Mexican Grill, Inc. 

 

Debate 2: Are Current, Industry-high Operating Margins Sustainable? 
Market’s view: Though certain investors voice 
skepticism, valuation would suggest that the market 
generally believes CMG can further expand margins 
from already industry and company-high levels. 

Our view: While we see no immediate risk to margins, 
we would note that eventually we see these flattening out 
over time given record current levels. We would note that 
current consensus estimates assume continued modest 
margin expansion in ‘11. 

 

CMG’s margin progress has been nothing short of 
spectacular—restaurant margins have gained 500 bp over the 
past two years, resulting in EBIT margins of over 15%, by far 
the highest in the company-owned peer group. Some of this 
margin expansion has been the result of lower food costs 
(~200 bp) and commensurate pricing benefits; the other major 
component came from labor (nearly 200 bp). While labor 
productivity will likely continue—albeit at a lower rate of change 
in 2011—food inflation is likely to return in ‘11 and CMG is 
largely un-contracted, as is the company’s custom. While we 
believe CMG can cover cost increases through pricing, the 
market price of its shares do not seem to reflect any risk of 
margin contraction in ‘11 and there is at least a small probability 
that this could occur. 

Exhibit 4 
CMG’s EBIT margins have doubled in the last four 
years… 

4.9 %
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Source: Company data, Morgan Stanley Research. Peer average includes BWLD, PNRA, 
SBUX, BJRI, PFCB, CAKE. 
 

Exhibit 5 
And are now 300-700 bp higher than their most 
comparable peers… 

15.5%
13.8%

11.9%

7.8%

5.3% 5.2%

CMG SBUX PNRA CAKE PFCB BJRI*
 

Source: Company data, Morgan Stanley Research. Margins are Morgan Stanley 2010 
estimates. *BJRI’s margin is based on TTM basis as of 3Q10. 

 

Where we could be wrong? As new ‘A’ models stores grow 
as a percent of new store openings, store margins could 
continue to expand. CMG’s growing scale could permanently 
bring down the cost of sourcing, lowering food costs, while new 
technology (i.e., labor scheduling system) could further 
enhance labor margins. SSS momentum could continue 
despite tougher compares with marketing & loyalty programs, 
pushing margins higher. 
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Debate 3: What Expectations Are Imbedded In CMG’s Valuation? 
Market’s view: Assuming that CMG can sustainably 
produce 20%+ operating profit growth and perhaps 25% 
EPS growth (assuming buybacks), it appears that the 
market is already beginning to discount nearly $10 in 
EPS over the next two years, this versus $5.55+ in FY10. 

Our view: CMG is now closer to our bull case (39x 
our ’11 bull case EPS of $7.50, or $293) and therefore 
creates more risk to the downside if fundamentals do 
shift. The market needs to see continued substantial 
upside earnings surprises in order to justify this 
valuation. 

At over 37X our ‘11E EPS and 18X EBITDA, CMG shares 
command not only the highest valuation in restaurants but 
among the highest in all of consumer. In order to satisfy this 
valuation, we think that earnings will need to exceed $10 per 
share over the next two years, this compared to our estimate of 
just under $7 in ‘11 (and even if this is the case, this would just 
match current expectations).  

Exhibit 6 
CMG trades well above ‘growthier’ peers… 

P/E EV/EBITDA
CY10E CY11E CY10E CY11E

CMG 45.2x 36.9x 21.1x 17.6x
Peer Average* 30.2x 25.4x 11.8x 10.0x  

Source: Company data, Morgan Stanley Research. *Peer average includes PNRA, SBUX, 
BJRI and BWLD 

 

What’s the historical evidence that this multiple can be 
sustained?  Trading at a higher multiple than all but one 
restaurant stock (BJRI, a much smaller unit growth story), we 
have struggled to find a historical precedent for a valuation to 
maintain such high levels over time. The only example we 
could find was Starbucks, which from 1996 to 1999 grew from 
1,000 to 2,000 US stores (on its way to 17,000 global units 
today), during which time the stock successfully maintained a 
39x forward multiple. Given what we know today of the size of 
the relative categories and frequency of use (quick service 
Mexican being much smaller than coffee), we think it’s a stretch 
to assume that CMG can maintain its current multiple for as 
long as SBUX did.  

Exhibit 7 
SBUX’s NTM P/E averaged 39X as the company 
grew US stores from 1,000 to 2,000 units 
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Source: Company data, Morgan Stanley Research, FactSet. 

 

Exhibit 8 
CMG’s outperformance has been driven by earnings 
upside surprises, something that may be more 
difficult to attain in Qs to come. 

 

Source: Company data, Morgan Stanley Research, FactSet. 

 

What’s in the price? Using our proprietary What’s in the Price 
tool, we estimate that the market is currently expecting 7% 
terminal growth for CMG—the highest in our coverage 
universe (the average for growth names is 4-5%). Moreover, 
due to that high terminal growth expectation, 70% of the total 
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Chipotle Mexican Grill, Inc. 

value of the stock is in its implied value of long-term growth, vs. 
a peer average of 40-50%. This would suggest to us that 
shares would be highly sensitive to small-perceived changes in 
long-term growth opportunities, reflected in modest changes in 
comp-store sales momentum or margin trends. 

Exhibit 9 
CMG’s implied terminal growth rate over time 
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Source: Company data, Morgan Stanley Research 

 

Exhibit 10 
Based on current stock prices, the market implies 
CMG will have the second highest long-term 
earnings growth post 2012 relative to peers. 

9.0%

7.0%
6.5% 6.2%

4.8% 4.8% 4.7%

BJRI CMG CAKE PFCB BWLD SBUX PNRA
 

Source: Company data, Morgan Stanley Research 

 

Discounted cash flow Assuming that same generous 7% 
terminal growth rate and a cost of capital of 9.4%, our 
discounted cash flow model results in $220 stock, below the 
current market value of $260. This suggests that there is little 
upside potential left for shares. 

Exhibit 11 
DCF supports a ~$220 price 
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Source: Company data, Morgan Stanley Research 

 

Perils of unit growth stories. Finally, its worth noting that 
though unit growth and new store productivity at CMG are still 
strong, the case history for unit growth stores suggest that 
multiple compression usually sets in about half way through the 
unit roll out, driven by the deterioration of unit economics. While 
there is no sign that CMG has yet reached this inflection point, 
it nonetheless points to an additional risk in these shares. 

Exhibit 12 
P/E Lifecycle for a growth story 
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Source: Company data, Morgan Stanley Research 
 
 
Where we could be wrong? Growth stocks can be afforded a 
premium multiple for an extended period assuming no 
significant slowdown in the underlying fundamentals. For 
example, Starbucks next-twelve month P/E multiple averaged 
39x as the company grew from 1,000 stores in September ’96 
to ~2,000 stores in December ’98, or about 2 years. Should 
CMG continue to execute as such high levels (culminating in 
continued earnings upside), shares could maintain its current 
premium multiple. 
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Exhibit 13 
CMG’s Income Statement (2007-2013E) 
Fiscal Year Ends: December ($ in millions) 2006A 2007A 2008A 1Q09A 2Q09A 3Q09A 4Q09A 2009A 1Q10A 2Q10A 3Q10A 4Q10E 2010E 2011E 2012E 2013E
Total revenue 822.9    1,085.8    1,332.0    354.5 388.8 387.6 387.5 1,518.4  409.7 466.8 476.9 480.0 1,833.4    2,159.1 2,501.6 2,869.3 
  Restaurant operating costs:
    Food, beverage & packaging costs 258.0    346.4       431.9       109.9 120.2 119.5 116.5 466.0       123.9 141.9 145.7 146.4 557.9       661.8     763.5      875.8      
    Labor costs 231.1    289.4       351.0       93.6 95.4 96.4 99.7 385.1       104.0 114.8 115.2 120.0 454.0       536.9     622.1      717.2      
    Occupancy costs 58.8      75.9         98.1         27.0 28.2 28.7 30.4 114.2       31.1 31.8 32.1 35.5 130.5       150.5     174.4      200.0      
    Other operating costs 102.7    131.5       164.0       40.7 43.8 44.1 46.0 174.6       43.7 53.0 52.0 53.3 201.9       238.2     276.1      317.4      
  General and administrative 65.3      75.0         89.2         23.7 25.8 24.6 25.1 99.1         26.2 30.1 33.5 31.2 121.1       135.0     158.5      177.3      
  Depreciation and amortization 34.3      43.6         52.8         14.7 15.2 15.5 15.9 61.3         16.7 17.1 17.3 18.7 69.8         81.4       91.3        104.7      
  Pre-opening 6.8        9.6           11.6         1.9 1.6 2.5 2.4 8.4           1.5 1.7 1.9 3.9 9.1           8.8         11.2        12.6        
  Loss on disposal of assets 4.0        6.2           9.3           1.9 1.3 1.5 1.2 6.0           1.3 1.5 1.5 1.2 5.5           4.8         4.8          4.8          
Total costs and expenses 761.0    977.6       1,207.9    313.3 331.5   332.8   337.2   1,314.7  348.4 391.9   399.3   410.2     1,549.8    1,817.4 2,101.8 2,409.7 
Income from operations 62.0      108.2       124.0       41.2 57.3    54.8    50.4    203.7     61.3 75.0    77.6    69.8      283.6       341.7   399.8    459.6    
EBITDA 96.2 151.8 176.8 55.9 72.5 70.3 66.3 265.0 78.0 92.0 94.9 88.5 353.5 423.2 491.0 564.3
  Interest income 6.6        6.1           3.5           0.2        0.3        0.1        0.3        0.9           0.3        0.4        0.4        0.4        1.5           1.4         1.4          1.4          
  Interest expense (0.3)       (0.3)          (0.3)          (0.1)     (0.2)     (0.1)     (0.1)     (0.4)        (0.1)     (0.1)     (0.0)     (0.1)       (0.3)          (0.3)      (0.3)       (0.3)       
Earnings before income taxes 68.3      114.0       127.2       41.3      57.4      54.9      50.6      204.2       61.5      75.3      78.0      70.1      284.9       342.9     400.9      460.8      
Income tax expense (benefit) 26.8      43.4         49.0         15.9    22.0    20.4    19.0    77.4       23.6    28.8    29.7    26.9      109.1       131.7   154.3    177.4    
Net income 41.4 70.6 78.2 25.4 35.4 34.5 31.6 126.8 37.8 46.5 48.2 43.2 175.7 211.2 246.5 283.4
Non-recurring gross -            -              -               -            -        -        -            -              -            -        -        -            -               -             -             -             
Non-recurring net -            0.5           -               -            -        -        -            -              -            -        -        -            -               -             -             -             
Reported net income 41.4 71.0 78.2 25.4 35.4      34.5      31.6 126.8 37.8 46.5      48.2      43.2 175.7 211.2 246.5 283.4
Operating EPS $1.28 $2.14 $2.36 $0.78 $1.10 $1.08 $0.99 $3.95 $1.19 $1.46 $1.52 $1.37 $5.55 $6.80 $8.10 $9.60
Non-recurring $0.00 $0.01 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Reported EPS $1.28 $2.13 $2.36 $0.78 $1.10 $1.08 $0.99 $3.95 $1.19 $1.46 $1.52 $1.37 $5.55 $6.80 $8.10 $9.60
Diluted shares outstanding 32.5 33.1 33.1 32.4 32.2 31.9 31.9 32.1 31.8 31.8 31.6 31.4 31.7 31.0 30.4 29.5
Margin Analysis
    Food, beverage & packaging costs 31.5% 31.9% 32.4% 31.0% 30.9% 30.8% 30.1% 30.7% 30.2% 30.4% 30.6% 30.5% 30.4% 30.7% 30.5% 30.5%
    Labor costs 28.2% 26.7% 26.4% 26.4% 24.5% 24.9% 25.7% 25.4% 25.4% 24.6% 24.2% 25.0% 24.8% 24.9% 24.9% 25.0%
    Occupancy costs 7.2% 7.0% 7.4% 7.6% 7.2% 7.4% 7.8% 7.5% 7.6% 6.8% 6.7% 7.4% 7.1% 7.0% 7.0% 7.0%
    Other operating costs 12.5% 12.1% 12.3% 11.5% 11.3% 11.4% 11.9% 11.5% 10.7% 11.3% 10.9% 11.1% 11.0% 11.0% 11.0% 11.1%
Restaurant-level operating profit 20.6% 22.3% 21.5% 23.5% 26.0% 25.5% 24.5% 24.9% 26.1% 26.9% 27.7% 26.0% 26.7% 26.5% 26.6% 26.5%
  General and administrative 7.9% 6.9% 6.7% 6.7% 6.6% 6.3% 6.5% 6.5% 6.4% 6.5% 7.0% 6.5% 6.6% 6.3% 6.3% 6.2%
  Depreciation and amortization 4.2% 4.0% 4.0% 4.2% 3.9% 4.0% 4.1% 4.0% 4.1% 3.7% 3.6% 3.9% 3.8% 3.8% 3.6% 3.6%
  Pre-opening 0.8% 0.9% 0.9% 0.5% 0.4% 0.7% 0.6% 0.6% 0.4% 0.4% 0.4% 0.8% 0.5% 0.4% 0.4% 0.4%
Income from operations 7.5% 10.0% 9.3% 11.6% 14.7% 14.1% 13.0% 13.4% 15.0% 16.1% 16.3% 14.5% 15.5% 15.8% 16.0% 16.0%
EBITDA 11.7% 14.0% 13.3% 15.8% 18.7% 18.1% 17.1% 17.5% 19.0% 19.7% 19.9% 18.4% 19.3% 19.6% 19.6% 19.7%
Income tax provision 39.3% 38.1% 38.5% 38.5% 38.4% 37.2% 37.6% 37.9% 38.5% 38.3% 38.1% 38.4% 38.3% 38.4% 38.5% 38.5%
Net income 5.0% 6.5% 5.9% 7.2% 9.1% 8.9% 8.2% 8.4% 9.2% 10.0% 10.1% 9.0% 9.6% 9.8% 9.9% 9.9%
Year/Year % Growth
Total revenue 31.1% 31.9% 22.7% 16.1% 14.1% 13.8% 12.2% 14.0% 15.6% 20.1% 23.0% 23.9% 20.7% 17.8% 15.9% 14.7%
    Food, beverage & packaging costs 34.3% 24.7% 11.1% 9.6% 6.3% 5.0% 7.9% 12.8% 18.1% 21.9% 25.7% 19.7% 18.6% 15.4% 14.7%
    Labor costs 25.2% 21.3% 14.9% 8.1% 7.7% 8.6% 9.7% 11.2% 20.3% 19.5% 20.4% 17.9% 18.3% 15.9% 15.3%
    Occupancy costs 29.1% 29.2% 23.5% 20.4% 17.1% 7.3% 16.5% 15.3% 12.8% 11.9% 16.8% 14.2% 15.3% 15.9% 14.7%
    Other operating costs 28.0% 24.7% 6.0% 2.2% 6.6% 11.1% 6.4% 7.4% 20.8% 17.8% 15.9% 15.6% 18.0% 15.9% 15.0%
General and administrative 25.6 % 14.9 % 18.8 % 10.0% 24.7% 8.4% 3.3% 11.2 % 10.4% 16.8% 36.5% 24.4% 22.1 % 11.5 % 17.4 % 11.9 %
Depreciation & amortization 27.3 % 21.1 % 21.0% 19.6% 12.0% 12.9% 16.1 % 13.7% 12.2% 12.1% 17.4% 13.9 % 16.6 % 12.1 % 14.7 %
Income from operations 99.9% 74.6% 14.7% 53.6% 49.6% 76.6% 80.8% 64.2% 48.8% 30.8% 41.6% 38.5% 39.2% 20.5% 17.0% 15.0%
Net income 138.7% 70.3% 10.8% 46.7% 44.7% 77.2% 86.2% 62.2% 49.1% 31.3% 39.9% 36.7% 38.5% 20.2% 16.7% 14.9%
Operating EPS 93.6% 68.0% 10.1% 51.0% 49.5% 84.0% 91.4% 67.5% 51.6% 32.9% 41.4% 38.8% 40.4% 22.6% 19.1% 18.4%
Unit Count
Systemwide 581 704 837 862 886 911 956 956 976     1,001   1,023   1,081     1,081       1,221   1,381    1,561    
Y/Y % Change 18.8% 21.2% 18.9% 18.1% 13.9% 14.2% 14.2% 14.2% 13.2% 13.0% 12.3% 13.1% 13.1% 13.0% 13.1% 13.0%
Same-store Sales
SSS 13.7% 10.8% 5.8% 2.2% 1.7% 2.7% 2.0% 2.2% 4.3% 8.7% 11.4% 12.4% 9.2% 6.0% 4.3% 3.0%

Pricing 2.2% 2.2% 4.6% 6.7% 5.2% 5.2% 1.4% 4.6% 0.0% 0.0% 1.4% 0.4% 0.5% 1.0% 1.0% 1.0%
Two-year SSS 23.9% 24.5% 16.6% 12.4% 8.8% 5.8% 5.5% 8.0% 6.5% 10.4% 14.1% 14.4% 11.4% 15.2% 10.3% 7.3%
Balance Sheet Data
Cash $154 $151 $88 $205 $208 $238 $220 $220 $193 $202 $211 $221 $221 $322 $437 $423
Long-term Debt NA NA NA NA NA NA NA NA NA NA NA NA NA NA NA NA
Cash Flow Data  
Cash From Operations $104 $147 $199 $63 $52 $64 $82 $261 $60 $69 $67 $83 $279 $358 $389 $448
Capex 97 141 152 27 25 28 37 117 20 22 30 53 124 126 144 162
Free-cash Flow 6 6 46 36 27 36 45 143 40 47 38 30 155 232 245 286  
Source: Company data, Morgan Stanley Research. “E” is Morgan Stanley Research estimate. 

 

9



 

 
 9 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  
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Chipotle Mexican Grill, Inc. 

Exhibit 14 
CMG’s Balance Sheet (2007-2013E) 
Fiscal Year Ends: December 2007A 2008A 1Q09A 2Q09A 3Q09A 4Q09A 2009A 1Q10A 2Q10A 3Q10A 4Q10E 2010E 2011E 2012E 2013E
ASSETS
Current assets:
Cash 151.2       88.0         204.9     208.3     238.4     219.6     219.6       193.0     202.0     211.0     221.0     221.0     321.9     436.6     422.6     
Accounts receivable, net 5.4           3.6           3.4         3.2         3.1         4.8         4.8           3.5         3.8         4.4         8.0         8.0         9.3         14.4       16.5       
Notes receivable - McDonald's Corp -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Inventory 4.3           4.8           5.8         5.7         5.9         5.6         5.6           6.3         6.4         7.2         6.7         6.7         7.8         11.4       13.1       
Current deferred tax assets 2.4           2.6           2.7         3.2         3.4         3.1         3.1           3.5         3.8         3.8         3.8         3.8         3.8         3.8         3.8         
Income tax receivable 9.5           0.3           -           5.8         5.0         -           -             -           -           10.1       10.1       10.1       10.1       10.1       10.1       
Prepaid expenses 9.0           11.8         13.7       13.0     13.4     14.4     14.4       15.7     18.4     18.9     18.9       18.9       18.9      18.9     18.9     
Available for sale securities 20.0         100.0       -           -         -         50.0     50.0       105.0   105.0   90.0     90.0       90.0       90.0      90.0     90.0     
Total current assets 201.8       211.1       230.4     239.3   269.1   297.5   297.5     327.1   339.3   345.4   358.5     358.5     461.7    585.2   575.0   
Leasehold improvements, PP&E, net 494.9       585.9       596.0     605.6     622.0     636.4     636.4       637.6     641.6     658.4     691.1     691.1     731.2     779.3     832.2     
Other assets 3.4           6.1           6.3         6.5         6.7         5.7         5.7           6.2         6.2         6.6         6.6         6.6         6.6         6.6         6.6         
Restricted cash & cash equivalents -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Long-term deferred tax assets -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Goodwill 21.9         21.9         21.9       21.9     21.9     21.9     21.9       21.9     21.9     21.9     21.9       21.9       21.9      21.9     21.9     
Total assets 722.1       825.0       854.6     873.3   919.8   961.5   961.5     992.8   1,009.1 1,032.4 1,078.2  1,078.2  1,221.5 1,393.1 1,435.7 

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Cash overdraft -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Accounts payable 19.9         23.9         22.7       24.7       32.6       25.2       25.2         26.1       30.2       35.6       43.3       43.3       50.1       49.2       56.5       
Accrued payroll and benefits 26.2         24.5         31.5       29.4       29.1       41.4       41.4         24.7       37.7       39.1       41.1       41.1       49.1       57.1       65.1       
Accrued liabilities 27.1         28.3         24.4       26.8       25.4       31.2       31.2         28.2       29.2       28.6       30.6       30.6       38.6       46.6       54.6       
Accrued loss contingency -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Notes payable - McDonald's Corp. -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Current portion of deemed landlord financing 0.1           0.1           0.1         0.1         0.1         0.1         0.1           0.1         0.1         0.1         0.1         0.1         0.1         0.1         0.1         
Due to McDonald's Corp. -             -           -           -           -           -           -             -           -           -           -           -           -           -           -           
Income tax payable -            -           9.9         -         -         4.2       4.2         21.1     3.4       -         -           -           -          -         -         
Total current liabilities 73.3         76.8         88.6       80.9     87.1     102.2   102.2     100.3   100.6   103.4   115.1     115.1     137.9    153.0   176.3   
Deferred rent 63.2         87.0         91.1       94.7       99.5       106.4     106.4       110.0     114.1     118.4     122.4     122.4     138.4     154.4     170.4     
Deemed landlord financing 4.0           3.9           3.9         3.8         3.8         3.8         3.8           3.8         3.7         3.7         3.7         3.7         3.7         3.7         3.7         
Deferred income tax liability 16.5         29.9         33.0       38.8       41.1       38.9       38.9         36.0       32.1       36.4       38.4       38.4       46.4       54.4       62.4       
Other liabilities 3.1           4.9           5.5         6.0       6.6       6.9       6.9         8.4       8.6       9.4       9.4         9.4         9.4        9.4       9.4       
Total liabilities 160.0       202.4       222.1     224.3   238.1   258.0   258.0     258.4   259.1   271.3   289.0     289.0     335.8    374.9   422.2   
SHAREHOLDERS' EQUITY

Common Stock 0.3           0.3           0.3         0.3         0.3         0.3         0.3           0.3         0.3         0.3         0.3         0.3         0.3         0.3         0.3         
Additional Paid in Capital 489.3       502.0       507.7     525.0     535.7     539.9     539.9       550.9     560.8     575.6     580.6     580.6     596.6     612.6     624.6     

   Accumulated other comprehensive income -             (0.2)          (0.2)        (0.0)        (0.0)        0.0         0.0           (0.1)        (0.1)        0.9         0.9         0.9         0.9         0.9         0.9         
    Retained Earnings 72.5         150.7       176.1     211.5     245.9     277.5     277.5       315.4     361.8     410.1     453.3     453.3     664.5     911.0     1,194.4  
   Treasury stock, at cost (30.2)        (51.4)      (87.7)      (100.2)    (114.3)    (114.3)      (132.1)    (172.9)    (225.8)    (245.8)    (245.8)    (375.8)    (505.8)    (805.8)    
    Tax Receivable - McDonald's Corp -             -           -           -         -         -         -             -         -         -         -           -           -           -           -           
Total stockholders' equity 562.1       622.6       632.5     649.1   681.7   703.5   703.5     734.4   750.0   761.0   789.2     789.2     886.4    1,019.0 1,014.3

 
Total liabilities and stockholders' equity $722.1 825.0       $854.6 $873.3 $919.8 $961.5 $961.5 $992.8 $1,009.1 $1,032.4 $1,078.2 $1,078.2 $1,222.3 $1,393.9 $1,436.5  
Source: Company data, Morgan Stanley Research. “E” is Morgan Stanley Research estimate. 
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Chipotle Mexican Grill, Inc. 

Exhibit 15 
CMG’s Cash Flow Statement (2007-2013E) 
Fiscal Year Ends: December 2007A 2008A 1Q09A 2Q09A 3Q09A 4Q09A 2009A 1Q10A 2Q10A 3Q10A 4Q10E 2010E 2011E 2012E 2013E 2014E
Cash flows from operating activities:
Net Income (loss) 70.6 78.2 25.4 35.4 34.5 31.6 126.8 37.8 46.5 48.2 43.2 175.7 211.2 246.5 283.4 323.5
Adj. to reconcile net earnings to cash from operations:
Depreciation & amortization 43.6 52.8 14.7 15.2 15.5 15.9 61.3 16.7 17.1 17.3 18.7 69.8 81.4 91.3 104.7 118.9
Current income tax (benefit) provision 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Deferred income tax (benefit) provision (3.5) 13.2 2.9 5.4 2.1 (2.0) 8.4 (3.3) (4.1) 4.3 2.0 (1.0) 8.0 8.0 8.0 8.0
Change in valuation allowance 0.5 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Loss on disposal of assets 6.2 9.3 1.9 1.3 1.5 1.2 6.0 1.3 1.5 1.5 1.2 5.5 4.8 4.8 4.8 4.8
Bad debt allowance 0.0 0.4 (0.3) 0.1 0.0 0.0 (0.2) (0.1) 0.1 (0.2) 0.0 (0.2) 0.0 0.0 0.0 0.0
Stock-based compensation 7.8 11.4 3.4 4.3 3.8 3.5 15.0 4.7 7.0 6.2 5.0 22.8 16.0 16.0 12.0 12.0
Other 0.0 (0.2) (0.0) 0.2 0.0 0.1 0.2 (0.2) 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Change in operating assets and liabilities: 21.8 33.4 15.0 (10.2) 7.1 31.2 43.2 2.9 1.0 (10.3) 12.6 6.3 36.5 22.3 35.5 35.9
  Accounts receivable (0.5) 1.3 0.6 0.1 0.1 (1.6) (0.9) 1.4 (0.3) (0.5) (3.6) (3.0) (1.3) (5.2) (2.1) (2.4)
  Inventory (0.8) (0.5) (1.0) 0.1 (0.1) 0.2 (0.8) (0.7) (0.0) (0.8) 0.5 (1.1) (1.1) (3.6) (1.7) (1.9)
  Prepaid expenses (1.9) (2.8) (1.9) 0.6 (0.3) (1.0) (2.6) (1.3) (2.7) (0.5) 0.0 (4.6) 0.0 0.0 0.0 0.0
  Other assets (0.5) (2.7) (0.2) (0.2) (0.2) 1.0 0.4 (0.5) (0.0) (0.4) 0.0 (0.9) 0.0 0.0 0.0 0.0
  Accounts payable 2.1 3.6 (0.6) 0.6 3.1 (1.8) 1.4 1.7 3.6 (0.4) 7.7 12.5 6.8 (1.0) 7.3 8.2
  Accrued liabilities 13.3 (0.5) 3.1 0.2 (1.7) 18.1 19.8 (19.7) 13.9 0.8 4.0 (0.9) 16.0 16.0 16.0 16.0
  Income taxes payable (8.7) 9.3 10.2 (15.7) 0.8 9.2 4.5 16.9 (17.7) (13.5) 0.0 (14.3) 0.0 0.0 0.0 0.0
  Due to McDonald's Corp. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
  Deferred rent 17.6 23.8 4.1 3.5 4.8 6.9 19.4 3.6 4.1 4.3 4.0 16.0 16.0 16.0 16.0 16.0
  Other long-term liabilities 1.2 1.8 0.6 0.5 0.6 0.2 2.0 1.5 0.2 0.8 0.0 2.5 0.0 0.0 0.0 0.0
Net cash provided by operating activities 146.9        198.5        63.0        51.7       64.4      81.6      260.7      59.9      69.1      67.2      82.7        278.9      357.9      388.9    448.4    503.1     

Cash flows from investing activities:
Purchases of leasehold improvements, PP&E, net (140.5)       (152.1)       (27.1)       (24.7)      (28.5)     (36.9)     (117.2)     (19.7)     (22.0)     (29.5)     (52.6)       (123.8)     (126.3)     (144.2)   (162.4)   (188.8)   
Purchases of AFS securities (20.0)         (100.0)       100.0       -               -              (150.0)     (50.0)         (55.0)       (25.0)       (10.0)       -              (90.0)       -              -              -              -              
Maturity of AFS securities 20.0          -               -               100.0      100.0        -              25.0        25.0        50.0        
Franchise acquisitions (5.7)           -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Net cash used in investing activities (166.2)       (232.1)       72.846    (24.665)  (28.5)     (86.9)     (67.2)       (74.7)     (22.0)     (14.5)     (52.6)       (163.8)     (126.3)     (144.2)   (162.4)   (188.8)   
 

Cash flows from financing activities:
Net proceeds from sale of common stock -                -               -               -               -              
Costs of issuing common stock -                -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Acquisition of treasury stock (30.2)         (21.1)       (36.4)      (12.5)     (14.1)     (84.1)       (17.8)     (40.8)     (52.9)     (20.0)       (131.5)     (130.0)     (130.0)   (300.0)   (300.0)   
Proceeds from option exercises 3.9            0.5            1.6           6.6           3.2          0.4          11.8          3.8          1.7          5.8          -              11.3        -              -              -              -              
Excess tax benefit on stock-based compensation 6.6            0.3            0.6           6.2           3.5          0.2          10.4          2.3          1.0          2.5          -              5.9          -              -              -              -              
Proceeds from McDonald's - tax sharing agreement -                -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Proceeds from McDonald's - intercompany notes 6.4            -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Payments to McDonald's - intercompany notes -                -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Changes in cash overdrafts -                -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Proceeds from deemed landlord financing -                -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Payments on deemed landlord financing (0.1)           (0.1)           (0.0)          (0.0)          (0.0)         (0.0)         (0.1)           (0.0)         (0.0)         (0.0)         -              (0.1)         -              -              -              -              
Payments on capital lease obligations -                -               -               -               -              -              -                -              -              -              -              -              -              -              -              -              
Net cash provided by (used in) financing activities 16.8          (29.5)         (18.967)    (23.621)  (5.8)       (13.5)     (61.9)       (11.7)     (38.1)     (44.5)     (20.0)       (114.4)     (130.0)     (130.0)   (300.0)   (300.0)   
Effect of exchange rate changes on cash and equivalents 0.779 0.779 0 0 0 0

Net increase (decrease) in cash and cash equivalents (2.5)           (63.1)         116.9       3.4           30.1        (18.9)       131.5        (26.6)       9.0          9.0          10.0        0.7          101.6      114.7      (14.0)       14.3        
Cash and cash equivalents at beginning of period 153.6        151.2        88.0         204.9       208.3      238.4      88.0          219.6      193.0      202.0      211.0      219.6      220.2      321.9      436.6      422.6      
Cash and cash equivalents at end of period 151.2        88.0          204.9      208.299 238.4    219.6    219.6      193.0    202.0    211.0    221.0      220.2      321.9      436.6    422.6    436.9     
Source: Company data, Morgan Stanley Research. “E” is Morgan Stanley Research estimate. 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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  Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 1121 40% 417 44% 37%
Equal-weight/Hold 1175 42% 410 43% 35%
Not-Rated/Hold 119 4% 26 3% 22%
Underweight/Sell 392 14% 105 11% 27%
Total 2,807  958   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley received investment banking compensation in the last 12 months. 
Analyst Stock Ratings 
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, 
on a risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the 
analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
. 
Stock Price, Price Target and Rating History (See Rating Definitions) 
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Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney LLC, Morgan 
Stanley and Citigroup Global Markets Inc. or any of their affiliates, are available on the Morgan Stanley Smith Barney disclosure website at 
www.morganstanleysmithbarney.com/researchdisclosures. 
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reference only.  Information on any securities/instruments issued by a company owned by the government of or incorporated in the PRC and listed in on the Stock Exchange 
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Morgan Stanley Research is disseminated in Japan by Morgan Stanley MUFG Securities Co., Ltd.; in Hong Kong by Morgan Stanley Asia Limited (which accepts 
responsibility for its contents); in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) 
Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in Australia to 
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contents; in Korea by Morgan Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Canada by Morgan Stanley 
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International plc, authorized and regulated by the Financial Services Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes 
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Limited, authorized and regulated by the Financial Services Authority, also disseminates Morgan Stanley Research in the UK.  Private U.K. investors should obtain the 
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Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to which this research relates will only 
be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client. 
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As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory 
activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio 
management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these 
comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying 
solely to this information stated here may not bring about outcomes that fit your expectations. 
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to 
such data.  The Global Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 
Morgan Stanley Research is disseminated and available primarily electronically, and, in some cases, in printed form. 
Additional information on recommended securities/instruments is available on request. 
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Industry Coverage:Restaurants 

Company (Ticker) Rating (as of)Price* (12/01/2010)

John Glass 
Brinker International Inc. (EAT.N) U (06/07/2010) $21.15
Buffalo Wild Wings, Inc. (BWLD.O) NR (11/14/2008) $47.14
California Pizza Kitchen, Inc. 
(CPKI.O) 

NR (11/14/2008) $16.68

Chipotle Mexican Grill, Inc. 
(CMG.N) 

E (12/03/2010) $258.82

Darden Restaurants Inc. (DRI.N) O (03/27/2008) $49.32
Dominos Pizza Inc. (DPZ.N) E (03/27/2008) $14.8
Einstein Noah Restaurant Group 
(BAGL.O) 

E (03/27/2008) $12.95

Jack in the Box Inc. (JACK.O) E (09/02/2010) $20.34
McDonald's Corporation (MCD.N) E (07/30/2009) $79.29
PF Chang's China Bistro Inc. 
(PFCB.O) 

O (12/02/2009) $50.47

Panera Bread Company (PNRA.O) E (03/27/2008) $101.9
Red Robin Gourmet Burgers, Inc. 
(RRGB.O) 

U (06/07/2010) $18.6

Sonic Corp. (SONC.O) U (04/20/2009) $9.55
Starbucks Corp. (SBUX.O) E (03/27/2008) $31.7
Texas Roadhouse, Inc. (TXRH.O) E (07/31/2008) $17.3
The Cheesecake Factory, Inc. 
(CAKE.O) 

E (03/27/2008) $32.19

Wendy's/Arby's Group, Inc. 
(WEN.N) 

E (01/08/2010) $4.84

Yum! Brands, Inc. (YUM.N) O (07/30/2009) $50.41

Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
 

The Americas 
1585 Broadway 
New York, NY 10036-8293 
United States 
Tel: +1 (1) 212 761 4000 

Europe 
20 Bank Street, Canary Wharf 
London E14 4AD 
United Kingdom 
Tel: +44 (0) 20 7 425 8000 

Japan 
4-20-3 Ebisu, Shibuya-ku 
Tokyo 150-6008 
Japan 
Tel: +81 (0) 3 5424 5000 

Asia/Pacific 
1 Austin Road West 
Kowloon 
Hong Kong 
Tel: +852 2848 5200 
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Chipotle Mexican Grill (CMG-$230.84; Hold $210 FV) 
Initiation Report 
 
Price Qtr EPS 1QE 2QE 3QE 4QE Shs Out Mkt Cap Div Debt/Cap

2009A 2010E 2011E 2010 2011 2011E $1.62 $1.88 $1.99 $1.75 (mm) ($ mm)

$230.84 $3.95 $5.57 $7.24 41.5 31.9 2010E $1.19 $1.46 $1.52 $1.39 31.6 7,294.5      0.0% 0.0%

Source: Miller Tabak + Co., LLC estimates

EPS (pro forma) P/E

 
 
SUMMARY AND INVESTMENT CONCLUSION 
 
We initiate coverage of Chipotle Mexican Grill (CMG) with a Hold rating and $210 fair value estimate. 
CMG is one of the fastest-growing names among publicly traded restaurants, and we think it remains an 
attractive long-term growth story because of management’s emphasis on high-quality, sustainably raised 
food at a reasonable price. We suggest CMG’s menu pricing power, as well as initiatives to make more 
efficient use of restaurant real estate and labor, will sustain margin growth even in a rising food cost 
environment, albeit at a more modest pace than in the past two years. Furthermore, we anticipate 
management will use free cash flow to accelerate new restaurant openings in the U.S. and overseas, 
which in turn will support top-line growth and multiple expansion. However, we contend upside is limited 
given the sharp rally in the share price in the past four months. 
 
KEY VALUATION DRIVERS FOR CMG 
 
We think four principal factors will determine the share price for Chipotle: 
 
 We expect much of CMG’s top-line growth to come from new unit expansion. Specifically, we 

model the expansion of 140-170 new units per year through 2013, including additional units in 
Canada and Europe, and we think the company will open an increasing percentage of small, high-
productivity units in the next couple of years. Given CMG’s debt-free balance sheet and strong 
operating cash flow, we think this is a reasonable assumption. In our view, CMG remains far from 
saturation in the U.S., though we think management is looking ahead with a second potential long-run 
growth vehicle through the development of a fast-casual Asian concept. 

 
 We anticipate CMG will sustain mid-to-high-single-digit comp growth—helped in part by menu 

price increases—through 2012. We contend CMG is among the names most levered to same-
restaurant sales improvement; we estimate each 1% of comp growth equates to approximately $0.16 
EPS on an annualized basis. Specifically, we model a 3% menu price increase in 2011 and a follow-
up increase of 2% in 2012 based on our outlook that these increases will offset higher commodity 
costs. Although there is the risk CMG may lose customers, we suggest this will not be the case, as 
the company had implemented even more aggressive pricing at the height of the 2007-2009 
recession without a significant loss in customers. 

 
 We think improved unit economics are a key margin upside driver. We estimate CMG’s new “A-

model” locations are generating 28% higher ROI (on a square-foot basis) than more traditional new 

Stephen Anderson 
Senior Analyst, Restaurants 

(212) 370-0040 x4070
sanderson@millertabak.com 
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units, and management’s increased investment in this model is a positive in our view. Moreover, the 
company is building new units that are more energy-efficient and easier to maintain, and we think 
some of these measures may be used for retrofits of older locations. We also think CMG will realize 
modest upside from more efficient use of labor, particularly in off-peak hours. 

 
 However, we suggest commodity prices will affect CMG more than the company’s peers. We 

estimate only about 30% of Chipotle’s food commodity costs can be contracted on a longer-term 
basis given the difficulty in securing contract pricing for all-natural, organic, and locally-sourced 
ingredients. The return of naturally raised chickens to all Chipotle restaurants nationwide in 1H11—
replacing the contract chicken used currently for 15% of CMG’s chicken needs—likely will lead to 
higher overall food costs, though we think this cost differential may be mitigated by rising supplies of 
chicken. We estimate CMG likely will need at least 1.2%-1.5% of menu price increases to offset 
higher food costs because of not only higher commodity costs, but also the spot nature of most of 
CMG’s commodity base.  

 
RESTAURANT CONCEPT 
 
 Chipotle is the second-largest fast-casual chain and the clear leader in the Mexican fast-

casual segment. Founded in 1993 as a single location in Denver and spun off from former majority 
holder McDonald’s (MCD, $78.34, Not Rated) in 2006 after eight years of ownership, Chipotle has 
1,023 company-owned restaurants in 35 states, Canada, and Great Britain. 

 
Chipotle is the second-largest company in the fast casual segment after Panera Bread (PNRA, 
$96.28, Hold). The fast-casual segment has emerged in the past decade as a competitive threat to 
both traditional casual dining chains and quick-service restaurants. Fast casual chains, although more 
expensive than fast food chains (average ticket is $7-$10 for fast casual versus $4-$7 for fast food), 
tend to offer more fresh, made-to-order menu items than fast food restaurants. Fast casual chains do 
not offer table service and in most cases do not serve alcoholic beverages, but their food quality and 
variety of non-alcoholic beverage offerings arguably approaches that of traditional, more expensive 
casual dining chains. 

 
Chipotle is most concentrated in California (15% of total); Ohio (12%), Texas (9%), Colorado (8%), 
Illinois (8%), and Florida (5%); about 
31% of all restaurants are located in the 
Midwest. Chipotle restaurants are found 
in a mix of urban and suburban 
locations; most units are shopping 
center end-cap locations (59% of 
restaurant base) to increase visibility.  

 
Known for its slogan “food with 
integrity,” Chipotle serves a focused 
menu of burritos, tacos, salads, and 
bowls. Customers can choose from 
chicken, steak, carnitas (seasoned and 
braised pork), barbacoa (spicy shredded 
beef), or a black bean vegetarian option. 
Although there are a limited number of 
ingredients, customers can choose from 
thousands of potential combinations. 
Unlike most fast casual operators, CMG Sources: Company reports, Miller Tabak + Co., LLC

Chipotle Mexican Grill (CMG)
Sales by Region

Northeast, 
11.5%

Southeast, 
13.2%

Midwest, 
31.0%

Plains, 
12.3%

Mountain, 
12.7%

West, 
17.9%

18



MILLER TABAK + CO., LLC                                      November 17, 2010 
 

 

 

Please see important disclosures and analyst certification towards the end of this report. The recipient of this report is directed to 

read these disclosures. Investors should consider this report as only a single factor in making their investment decision. 

 

3

also offers a selection of alcoholic beverages, though this is limited to bottled beer and margaritas; we 
estimate alcoholic beverages account for less than 5% of total sales. 
 

Choose Main Then Choose
Ingredient: Meal Option: Sides:

Chicken Burrito Shredded Cheese Rice Chips Soft Drinks Coors Light
Steak Bowl Sour Cream Pinto Beans Chips & Guacamole Bottled Water Corona Light
Carnitas (Pork) Tacos (x 3) Tomato Black Beans Chips & Salsa Nantucket Nectars Margaritas
Barbacoa (Beef) Salad Chili-Corn Salsa Guacamole (extra charge) Izze Bottled Drinks
Vegeterian (Bean) Lettuce
Note: Does not include kids' menu or other test menus.
Source: Company reports

Choose Extra Ingredients: Drinks:

 
 

According to management, nearly all of the pork, 85% of the chicken, and 85% of the beef are raised 
naturally. About 40% of beans are raised naturally, and about 50% of cheese and sour cream is 
served from suppliers with similar standards. Moreover, produce and dairy-based products are 
sourced organically (and locally wherever possible). All food is prepared from scratch on site and with 
few exceptions, none of the ingredients are frozen. Nevertheless, the assembly-line food preparation 
area setup at the restaurant level ensures high customer throughput—some Chipotle locations can 
serve 300 or more customers per hour during peak periods—while a fairly short ingredient list keeps 
labor (i.e., training) costs low. Despite Chipotle’s high-volume operation, we think customers perceive 
Chipotle as a “better-for-you” alternative that is more attuned to their current tastes, and thus argue 
CMG is well suited to capitalize on current culinary trends (e.g., local sourcing). 

 
Given the company’s focus on lunch and dinner customers, CMG’s average ticket is approximately 
$9.50—at the high end of the fast casual segment—compared with $8.50 at fast-casual leader PNRA, 
which has an all-day focus. The concept has a broad customer base, but we believe Chipotle’s core 
customers are upper-middle-class, college-attending or college-educated men and women in the 18-
to-34-year-old age group. To appeal to these customers, particularly the company’s core Generation 
Y customers, Chipotle addresses their environmental and health sensitivities by serving all-natural, 
hormone- and antibiotic-free chicken and pork, organically grown and (wherever possible) locally 
sourced vegetables, and dairy products from cows that are not given rBGH (growth hormone).  

 
CMG succeeded in the 2007-2009 recession by emphasizing a value-driven (but not discounted), 
trimmed-down core menu and controlling restaurant-level costs. We think as the economy improves, 
customer desires will shift back toward freshness, health, and (increasingly) environmental 
sustainability, and away from a single-minded focus on price that had favored traditional fast food 
chains in the 2007-2009 recession. Moreover, we believe CMG—like PNRA—is keeping many of the 
customers who traded down from more expensive dining options, particularly mid-scale casual bar-
and-grill chains like Applebee’s (owned by DineEquity [DIN, $50.22, Not Rated]) and Chili’s (owned 
by Brinker [EAT, $18.50, Hold]). We think these customers are likely to remain in the fast casual 
category as the economy recovers, and we argue as these chains offer comparable food quality and 
a more contemporary atmosphere at a lower price than traditional sit-down chains. 

 
 In our view, CMG’s loyal, tech-savvy customer base provides it protection against an 

uncertain environment. At a time when customer loyalty is difficult to achieve, particularly in the 
crowded, competitive fast food and mid-scale bar-and-grill segments, we argue Chipotle has 
garnered a loyal following. We estimate nearly half of all Chipotle’s customers visit the chain at least 
once a month (more than the chain-specific average of once every 45 days in casual dining), and 
about one in eight customers visit once a week. Moreover, Chipotle was an early adopter of 
technologies such as online ordering (introduced in December 2005), iPhone ordering (through an 
app launched in January 2009), and the Facebook Deals place-targeted mobile marketing service 
(introduced on November 3, 2010); we estimate 10% of all customers order online or through the 
iPhone mobile application. We suggest there is overlap between households seeking “better-for-you” 
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meal solutions and those that are early adopters of technology, and thus think these higher-income, 
highly educated households that form CMG’s customer base will continue to support above-industry 
average sales growth. 

 
 We think MCD’s heritage gives CMG a competitive advantage, and argue CMG has learned 

from this experience. Under its former parent, CMG had not only the capital to expand to a national 
chain, but also an accelerated learning curve (and often better deals) through which it could forge 
supplier relationships, develop distribution networks, negotiate real estate transactions, and optimize 
restaurant-level economics. CMG picked up additional management expertise in 2002 when it hired 
Jack Hartung as CFO; he had spent nearly two decades at MCD in a variety of positions. 

 
CMG was not the only fast-casual chain owned by MCD; Boston Market (private) also was owned by 
the fast food giant from 2000 to 2007. MCD purchased Boston Market out of bankruptcy; prior to that 
acquisition, Boston Market had suffered from rapid menu expansion (which arguably hurt quality), 
unsustainable new unit expansion, lack of relevance with consumers (e.g., many of Boston Market’s 
customers can pick up rotisserie chickens and side items at supermarkets at a similar price and with 
more convenience, but we argue it is more difficult to replicate a “natural” Chipotle burrito for around 
$6.50), and high management turnover. We think CMG learned from Boston Market’s mistakes by 
sticking with a few core menu items, charting a more sustainable expansion course, and ensuring 
stability in management ranks. 

 
COMPETITION 
 
 We expect Chipotle’s dominance in the Mexican fast casual segment to continue. CMG is by far 

the market leader in the $3.8 billion Mexican segment, generating nearly three times the annual 
system-wide sales (including franchisees) of its next largest competitor, Qdoba Mexican Grill (owned 
by Jack in the Box [JACK, $22.90, Not Rated]). CMG is gaining market share at the expense of 
independent operators and smaller regional chains, and we think the 2007-2009 recession 
accelerated the shakeout of weaker competitors.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Note: 2009 annual data is the latest available for comparison purposes.

Sources: Restaurants and Institutions "Top 400" Survey (2009); Technomic, Inc.;
Miller Tabak + Co., LLC estimates

Mexican Fast-Casual Segment
Market Share Based on 2009 System-Wide Sales

Chipotle, 
37.2%

Qdoba, 12.7%Moe's, 8.9%

Baja Fresh, 
8.9%

Rubio's, 5.1%

La Salsa, 2.2%

Wahoo's, 1.6%

Other, 23.3%
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Market leaders Chipotle and Qdoba 
both have nationwide footprints, but 
Chipotle has nearly 60% more outlets 
(1,023 vs. 515 at the end of the most 
recent reporting quarter) and has an 
AUV that is 70% higher than its leading 
rival.1 We attribute this difference to 
Chipotle’s stronger brand differentiation 
and operations execution relative to 
Qdoba. 

 
 
 
 
 
 
 

 
CMG’S TOP-LINE DRIVERS: OUR OUTLOOK 
 
 We expect CMG’s leading top-line driver to be new unit expansion through at least 2015. 

Management has opened new units at a pace of 120-130 new units per year in the past few years, 
and given Chipotle’s strong 
free cash flow and debt-free 
balance sheet, we believe the 
company can accelerate 
growth to 140-170 new units 
per year through 2013. As the 
Chipotle concept remains 
underpenetrated in most 
metropolitan areas in North 
America, we think the 
company can expand 
successfully without 
cannibalizing sales at other 
locations. We project a long-
term goal of at least 2,400 
locations in the U.S. and 
Canada, up from the current 
1,022 units.2  

 
 

                                                 
1  Sources: Restaurant and Institutions magazine’s Top 400 chain rankings archives; company reports; Miller Tabak + 

Co., LLC estimates. 
 
2  For the U.S., we assume saturation for Chipotle at approximately one unit per 125,000 population. (In Ohio and 

Minnesota, Chipotle has one unit per 110,000 population.) For Canada, we assume one unit per 125,000 in the six 
largest metropolitan areas (Toronto, Montreal, Vancouver, Ottawa, Calgary, and Edmonton.) 

 

Sources: Company reports; Miller Tabak + Co., LLC

Chipotle (CMG) vs. Qdoba (JACK)
Comp Performance Since 2005
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Sources: Company reports, Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG)
Year-End Restaurant Counts (and 2010-2013 Projections)
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We expect new unit growth to accelerate to 
140-170 units per year through 2013, up 
from 124 in 2010.
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 Favorable unit economics suggest this pace of expansion will continue for at least the 
end of the 2010s, in our view. The average 2,500-square-foot restaurant accommodates 
about 75 seats and costs about $900,000 to build (including site preparation, training, and 
related costs). The system-wide average unit volume (AUV) for established units is 
approximately $1.76 million. Although Chipotle has slowed down its new unit development 
from a 20% pace as recently as 2008, we think a low-teen new unit growth rate is sustainable 
given Chipotle’s high ROIC ratio and low penetration in many U.S. metropolitan areas.3 

 
Exterior and Interior Shots of a Typical Chipotle Location 

  

   
Exterior and interior of a typical Chipotle location. (Source: Company reports) 

 
The table below shows among high-growth concepts in their first year of operation, Chipotle 
has the highest operating margin, and the second-largest ROI percentage and ROIC ratio. 
We attribute this performance to streamlined operations at the unit level, low relative 
development costs, and high utilization at both lunch and dinner throughout the week. 
(PNRA, which scores higher than Chipotle on the ROI and ROIC metrics, has a development 
cost comparable to CMG and is the only growth name that serves breakfast, lunch, and 
dinner.) 

 

Restaurant-Level Restaurant-Level Approximate Investment
AUV ($ x1,000) Operating Margin  (1) Cash Flow ($ x1,000) (2) Cost ($ x1,000) (3) ROI % (3) ROIC ratio (4)

Chipotle Mexican Grill (CMG) 1,375.0 26.3% 361.3 942.7 38.3% 1.46
BJ's Restaurants (BJRI) 4,500.0 19.4% 872.6 4,750.0 18.4% 0.95
Buffalo Wild Wings (BWLD) 1,765.0 18.0% 317.4 1,750.0 18.1% 1.01
Panera Bread (PNRA) 2,106.0 20.2% 426.0 932.5 45.7% 2.26
Texas Roadhouse (TXRH) 3,775.0 23.8% 899.3 4,075.0 22.1% 0.93
Note: All data are based on 2010 estimates. CMG estimates are based on the construction of 104 conventional units and 20 "A-model" units.
(1) Restaurant-level operating margin is after food/paper, labor, occupancy, and other operating expenses, but before SG&A.
(2) Restaurant-level operating cash flow is 12-month AUV (1) multiplied by operating margin (2).
(3) For comparison, investment cost includes the first year of rent or lease costs.
(4) ROI equals restaurant-level cash flow (2) divided by investment cost (3).
(5) ROIC equals AUV (1) divided by invstment costs (3).
Sources: Company reports; Restaurants and Institutions  Top 400 list archives; Thomson Reuters/First Call; Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG): Favorable Metrics Among High-Growth Concepts in First Year

 
 

                                                 
3  Based on construction of conventional units (i.e., no “A-model” units), Chipotle’s estimated first-year ROIC ratio at year-

end 2009 was 1.49 ($1.43 million first-year AUV vs. $962,000 in cash-based construction and pre-opening costs). A 
ratio above 1.0 favors continued expansion.  
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 In our opinion, the rollout of smaller units does not necessarily mean smaller profits. In 
1Q10, management opened its first “A-model” restaurants that have a smaller footprint (1,800 
square feet, or about 40 seats) and smaller kitchens than the average restaurant. Chipotle 
expects 40 to 45 units to be built in 2011 with the “A-model” prototype, and the company has 
emphasized seeking sites in secondary trade areas within existing markets where a new full-
size unit may not be feasible, but where brand awareness already is high and area 
demographics could support ROI similar to that for existing full-size units (e.g., Washington, 
Chicago, Los Angeles). Given lingering weakness in the commercial real estate market, this 
suggests to us management will take advantage of favorable lease terms on existing 
“brownfield” sites (i.e., those abandoned for failed restaurant and retail chains even though 
they were in viable trade areas), thereby keeping development costs low.  

 
Management originally had targeted an average first-year AUV of $1.1 million for the “A-
model” sites, though expects to maintain similar operating margin and ROI targets for these 
sites (assuming a cash development cost of approximately $700,000). Many existing markets 
remain well short of saturation (or at least a level of penetration similar to that in Denver or 
Columbus, the two top markets for CMG in terms of market penetration), and for this reason 
we think CMG likely will exceed the $1.1 million target for first-year AUV on a consistent 
basis. This already is proving the case as AUV for these units have tracked “just below” the 
$1.4 million AUV benchmark for new conventional units, according to management. On a 
sales per square foot basis, and assuming a first-year AUV of $1.3 million, we estimate this 
translates to a 28% improvement in ROI for the “A-model” units relative to traditional units.4 
 
Assuming an AUV of $1.3 million for 42 new “A-model” units that we model for 2011 (or 30% 
of the new unit opening schedule), we estimate this would lead to $3.0 million in incremental 
operating income—or about $0.06 per share—on an annualized basis above the $1.1 million 
AUV goal. When combined with cost savings from reduced occupancy and pre-opening 
expenses (about $0.08 per share), as well as cost savings from 2010 units (about $0.05 per 
share), we estimate the 2011 aggregate cost savings at $0.19 EPS annualized from the “A-
model” program.  
 

 Chipotle is gaining a toehold overseas, and we think this is a compelling story for 
longer-term holders. After opening its initial location outside the U.S. in Toronto in 2008, 
CMG opened its first location outside North America with a London site in April 2010. The 
company aims to use London as a springboard for expansion within Europe, beginning with 
Paris and Munich. We expect no more than a nominal lift to EPS from international 
operations in the next two to three years, though we think the London, Paris, and Munich 
metropolitan areas alone can support 120 locations by the end of the 2010s.5 

 
Chipotle plans to proceed with company-owned units in Europe rather than going with 
franchise partners, and after our discussion with management, we sense the company is 
confident it can capitalize on European tastes, which we think are more receptive to 
sustainable cuisine and environmental concerns than American tastes; in our view this 
explains why CMG decided to make Europe the first market outside North America. CMG has 

                                                 
4  We estimate sales per square foot for new “A-model” units at $722, based on AUV of $1.3 million on a 1,800-square-

foot unit. This compares favorably with $560 per square foot for a new traditional unit, based on the company’s target 
AUV of $1.4 million on a traditional 2,500-square-foot unit, as well as the company’s original “A-model” sales per square 
foot target of $611, based on target AUV of $1.1 million on a 1,800-square-foot unit. 

 
5  For European metropolitan areas, we assume a more conservative saturation rate of one unit per 500,000 population. 
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not ruled out expansion into Asia, but we think this will not occur until the late 2010s at the 
earliest; this expansion likely would be carried out only through joint venture partners. We 
believe the desire to partner in Asia stems from CMG’s learning curve when it was under the 
aegis of MCD (where it learned about the complexity of operations and distribution in Asia), 
as well as the company’s belief that customers in much of Asia are further behind the 
learning curve on natural foods and sustainability. 

 
 We think pricing power—the ability to raise menu prices without losing traffic—will be CMG’s 

second major top-line driver. Although CMG has not taken menu pricing in the past six quarters, 
the company relied on menu price increases of 6%-8% to sustain margin in mid-2008. The company 
lost about 3% of customer traffic, though the magnitude of this decline is less than that experienced 
by competitors in both casual dining and fast food. Moreover, these price increases enabled CMG to 
expand restaurant-level EBITDA by 260bps in 2009; excluding favorability on food and beverage 
costs, EBITDA grew by 140bps in the same period. 

 
 Our model assumes low-single-digit menu price increases in 2011 and 2012. We 

perceive CMG has an established reputation for overall value, and we think Chipotle’s 
customers would be willing to pay slightly more for higher quality food than they would get at 
a fast food restaurant or arguably a casual dining restaurant. Even with a modest recovery 
now underway, lingering consumer concerns and competitive pressures necessitate less 
aggressive menu pricing than in 2007-2008. With labor turnover still low, we do not think high 
single-digit price increases are necessary to sustain margins. Although CMG appears 
hesitant to push menu pricing, especially with the average ticket approaching $10, 
management acknowledged they had room to implement price increases when necessary 
given CMG’s more affluent customer base relative to many fast-food (and even casual dining) 
peers. 

 
As CMG implemented more aggressive menu pricing in a recession without a significant drop 
in traffic, we suggest even a 3% menu price increase in 2011 would not be a deal-breaker for 
Chipotle’s core consumer, whom we think is more educated and has a higher income than 
the average fast-food consumer (i.e., on a $9.50 average ticket, a 3% menu price increase 
would be equal to $0.29). We model a 3% menu price increase in 2011 and a follow-up 
increase of 2% in 2012 based on our outlook for further commodity price increases, though 
for now do not expect any measurable deterioration in traffic given a modestly positive 
consumer environment. 

 
 We think CMG’s children’s menu is a third top-line catalyst, albeit a minor one. The children’s 

menu, which is priced $3.50-$5.00 in most markets and has been rolled out on a market-by-market 
basis in the past several quarters, includes a small quesadilla (meat or cheese), small taco, or a 
build-your-own taco kit with a small chips and drink. Although CMG was behind rival Qdoba in 
launching a children’s menu nationwide, we think CMG’s larger geographic footprint and reputation 
for more natural food—which we argue is a growing concern among parents—provide competitive 
advantages for CMG. Based on what we saw in our visits, we think the children’s menu is succeeding 
in increasing sales in the weeknight dinner and all-day weekend periods, which tend to see fewer 
peak hours than the weekday lunch rush. In addition to increasing sales, the children’s menu in our 
view allows for improved box-level economics (particularly kitchens, which already are designed for 
peak-hour traffic). Based on our model, we estimate CMG’s children’s menu will raise 2011 EPS by 
$0.08 (assuming a 0.5% incremental comp increase). 
 

 An “Asian Chipotle” concept is a fourth potential top-line driver, but only in the longer term in 
our view. On November 3, 2010, management announced plans to introduce an Asian concept that 
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would borrow from Chipotle’s existing business model. The company plans to open a test unit in 
2011, likely in either Denver (CMG’s home market) or Columbus (a favorite test market for CMG and 
other chains), but did not announce any additional details. We think an Asian concept would 
complement CMG’s business model because it would share many of the same ingredients—naturally 
raised proteins, locally produced produce, and rice—that the core Chipotle units use, thus allowing 
CMG the ability to realize supply chain economies of scale. 
 
The primary competitor in the fast casual segment is Pei Wei Asian Diner (owned by P.F. Chang’s 
[PFCB, $47.33, Not Rated)], which had 169 units at the end of 3Q10 (September). After years of 
rapid growth primarily in Sunbelt states, Pei Wei has grown only modestly in the past two years. 
Although Pei Wei has a decade-long head start (it was founded in 2000) and a restaurant base 
concentrated in the Sunbelt states, we argue consumers nationwide have a stronger bond with the 
Chipotle brand than with Pei Wei, and thus think this loyalty will extend over to an Asian brand 
concept that shares Chipotle’s core message. Moreover, the $120 million in free cash flow we project 
for CMG—which we saw rising to $211 million by 2012—dwarfs the $68 million in annualized free 
cash flow generated by PFCB, giving CMG the longer-term potential in our view to generate more 
rapid growth of the new concept relative to PFCB’s Pei Wei concept. 

 
CMG’S BOTTOM-LINE DRIVERS: OUR OUTLOOK 
 
 We argue CMG is saving “green” not just by building “green.” The company is building new 

restaurants with efficient kitchens that use less natural gas and water, long-life LED light fixtures that 
reduce both lighting and air conditioning costs, and landscaping that does not require potable water. 
More recently, CMG has built new restaurants with naked wood and ceramic tile interior walls that are 
easier to maintain than the stainless steel walls that company had used for new construction. We 
estimate these methods will add 20bps to operating margin (or about $0.10 EPS) on an annualized 
basis as we expect existing restaurants to be retrofitted with these changes over time. 

 
CMG also is realizing labor cost savings by reallocating non-critical tasks to off-peak hours (e.g., food 
preparation) while adding an expediter near the cashier to increase throughput at peak hours. 
Although there is no change in actual labor at the restaurant level associated with this move, we 
estimate the related cost savings at 10bps on an annualized operating basis, or about $0.05 EPS 
annualized. 

 
 In our view, CMG’s “restaurateur” internal development program is keeping labor and training 

costs low while building the next generation of managers. Only a small fraction of existing 
restaurant managers (roughly 100-110 each year) are chosen by top management into the 
company’s restaurateur program, which rewards operators for performing well by allowing them the 
opportunity to not only continue operating their restaurant, but also mentor other restaurant managers 
and share best practices. Restaurateurs can earn bonuses for achieving sales, service, and 
profitability metrics, giving them direct responsibility for driving restaurant-level performance.6 

 
We suggest the restaurateur program reduces CMG’s labor and SG&A costs while reinforcing the 
company’s culture of investing in people. Specifically, having more experienced managers oversee 
the restaurant level reduces not only the need for training new restaurant managers, but also staffing 
requirements for additional area managers, thus requiring a lower level of corporate-level SG&A 

                                                 
6  Restaurateurs earn $10,000 for each crew member promoted to manager and can receive 10% of the amount that a 

particular restaurant exceeds sales goals (i.e., if the goal is $1.5 million based on AUV and the restaurant generates 
$1.8 million, the restaurateur would receive a $30,000 bonus). Restaurateurs also are eligible for the same semi-annual 
performance-based bonuses that apply to area managers. 
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spending. CMG’s management turnover is 20%, below the fast-food industry average of nearly 40%. 
We estimate the restaurateur program has saved Chipotle roughly $15 million in combined labor (i.e., 
training) and SG&A costs in the past four years, and thus project cost savings equal to roughly $0.10 
EPS from the program in 2011. 
 

COMMODITY PRICES: OUR PRIMARY CONCERN 
 
 We are concerned about commodity inflation, which we think could hurt Chipotle more than 

many of its peers in the near term. Owing to a menu that stresses all-natural ingredients and 
increasingly is being sourced locally, food costs for Chipotle historically have run around the 32% 
level, or about 200-300bps higher than the company’s peers. CMG’s food costs fell 150bps in 2009 
after rising a cumulative 100bps in the prior two years, and we model an additional 40bps of lower 
food costs in 2010.  

 
We do not expect a repeat of the low commodity cost environment of the past two years, which were 
caused by three important factors: (1) U.S. farmers produced the largest corn and soybean crops in 
2009 on record, and this was helped in part by favorable weather; (2) the 2008-2009 recession 
reduced demand from the foodservice channel, particularly for proteins; and (3) the substitution effect 
of corn acreage for energy (i.e., ethanol) needs in 2007-2008 was not present in 2009-2010. Given 
unfavorable weather conditions that have crimped gain supplies worldwide, as well as an improving 
worldwide economy that would tend to increase demand for agricultural commodities, we can expect 
both food and energy costs to increase through 2011. 
 

 All-natural ingredients help CMG’s image, but we think they will dull margin growth in 
the next several quarters. Most restaurant companies are able to hedge 50% to 75% of 
these costs through contracts, but given the unique nature of Chipotle’s menu, the company 
is not able to enter as many contracts as its peers. We estimate only about 30% of Chipotle’s 
food commodity costs can be contracted on a longer-term basis (six to 12 months or more); 
this includes rice, soy, corn, and fountain beverages (supplied by Coca-Cola [KO, $62.50, 
Not Rated]). Most ingredients—including all meats (which are all-natural and mostly local-
sourced), sour cream, and most produce—cannot be contracted beyond one quarter. Given 
persistent strength in soft commodity prices, as well as the lead time between movements in 
prices for soft commodities, dairy products, and proteins, we model a mid-single-digit 
increase in CMG’s commodity costs.7 

 
CMG has used naturally raised, antibiotic-free chicken since 2002, and in recent years has 
served only naturally raised chickens in its restaurants. However, as demand of naturally 
raised chicken has outpaced supply, management has used “contract chicken” (not naturally 
raised, purchased on the contract market) since 2Q10 to complement its chicken supply. The 
return of naturally raised chickens to all Chipotle restaurants nationwide in 1H11—replacing 
the contract chicken used currently for 15% of CMG’s chicken needs—likely will lead to 
higher overall food costs. However, we think this cost differential may be mitigated by rising 
supplies of chicken in the overall market, particularly as the partial reinstatement of a poultry 
ban in Russia (effective January 1, 2011) likely will keep downward pricing pressure on 
chicken. 

 
 A switch to pasture-raised cows creates additional cost uncertainty in our view. 

Chipotle historically has contracted its cheese needs on a longer-term basis, but did not do 

                                                 
7  According to our research based on weekly price data going back to 2000, there is a positive relationship between soft 

commodity prices (i.e., corn, wheat, and soybeans) and protein prices (i.e., beef, chicken) with a lag of up to three 
months (r=0.51). 
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so at the end of 2009 as the company plans to convert to cheese obtained exclusively from 
pasture-raised cows (i.e., milk is extracted from cows directly on farms rather than at 
processing facilities). The company plans to seek pricing agreements with local co-ops in the 
next few quarters, and we expect the arrangements to be similar to the short-term contracts 
(i.e., three months or less) Chipotle has entered with meat providers.  

 
 However, we suggest menu price increases will prevent overall margin erosion. By our model, 

CMG likely will need at least 1.2%-1.5% of menu price increases to offset higher food costs because 
of not only higher commodity prices, but also the spot nature of 70% of CMG’s commodity base. We 
contend CMG has kept its prices competitive by realizing efficiencies elsewhere on the cost chain, 
though we do not think alone this is enough to arrest margin erosion. 

 
By modeling a 3% menu price increase for 2011, we assume a traffic increase of 3.9% (based on our 
estimate for 6.9% overall comp growth), and given the context of nearly 9% traffic growth in 2010 and 
our outlook for continued market share gains, we do not think our 2011 traffic assumption is 
unreasonable. According to our model, the 3% menu price increase, which we think will be rolled out 
on a market-by-market basis in 1H11, will more than offset the 1.2%-1.5% of price increase we think 
CMG needs to take for food costs alone. This menu price increase—in conjunction with same-
restaurant sales leverage—is a key component of the 100bps in operating margin expansion that we 
model for 2011. We also model a follow-up menu price increase of 2% in 2012. 

 
BALANCE SHEET AND CASH FLOW 
 
 We expect positive free cash flow to support both a re-acceleration of new unit growth and 

modest share buybacks. CMG does not have any balance sheet debt; it has a significant cash 
position ($211 million in balance sheet cash at the end of 3Q10) to continue to fund expansion plans. 
CMG had positive free cash flow for the first time in 2009 ($2.21 per share free cash following an 
outflow of $0.63 in 2008), and given continued operating strength, the company will generate free 
cash flow of $3.79 per share in 2010 and $5.25 by 2011, according to our model. We think there is an 
ample cushion for management to accelerate new unit growth without entering the debt market.  

 

Sources: Company reports; Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG)
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In its October 21, 2010 earnings press release, management announced a follow-up $100 million 
stock repurchase authorization upon the completion of similar buybacks initiated in 4Q08 and 4Q09; 
however, we think most of these purchases will be made to offset the dilutive effect of options. As we 
think CMG remains a high-growth, high-ROIC story with many markets still under-penetrated, we 
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suggest management will continue to focus on new restaurant development rather than buy back 
shares aggressively or issue a dividend. 
 

FINANCIAL MODEL 
 

4Q 10E 2010 E 1Q 11E 2Q 11E 3Q 11E 4Q 11E 2011 E 2012 E

Revenue ($ mm) 478.4 1,831.8 507.0 569.0 578.7 566.8 2,221.4 2,605.6

Revenue Growth (%) 23.5% 20.6% 23.7% 21.9% 21.3% 18.5% 21.3% 17.3%

Same‐Restaurant Sales 10.5% 8.7% 9.5% 7.0% 5.5% 5.5% 6.9% 5.0%

Restaurant‐Level EBITDA 19.8% 20.1% 20.6% 19.8% 21.6% 20.4% 20.9% 21.0%

Operating Margin 14.8% 15.5% 16.2% 16.8% 17.4% 15.5% 16.5% 16.7%

Pro Forma EPS $1.39 $5.57 $1.62 $1.88 $1.99 $1.75 $7.24 $8.70

EPS Growth (%) 40.4% 40.9% 35.9% 28.7% 30.9% 25.6% 30.1% 20.2%

Sources: Company reports, Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG): Model Snapshot

 
 

Miller Tabak EPS (est.) Consensus EPS (est.)

4Q 10E $1.39 $1.27

2010 E $5.57 $5.44

1Q 11E $1.62 $1.46

2Q 11E $1.88 $1.74

3Q 11E $1.99 $1.78

4Q 11E $1.75 $1.52

2011 E $7.24 $6.50

2012 E $8.70 $7.96

Sources: Thomson Reuters/First Call; Miller Tabak + Co. estimates  
 
 For 2010, we estimate EPS of $5.57 on revenue of $1.83 billion and full-year same-restaurant 

sales of +8.7%. Our 2010 model assumes the opening of 124 restaurants (20 of them “A-model” 
units). We also assume 210bps of operating margin expansion; we estimate only 30bps of this will 
come from lower food commodity costs. 

 
 Our 4Q10 (December) EPS estimate of $1.39 is based on our projections of $478 million in 

revenue and a 10.5% same-restaurant sales increase. 8 We expect stronger results from the 
2008-2009 class of restaurants—which had opened soft when they opened—to contribute to 
same-restaurant sales outperformance (i.e., comps in the 7%-10% range) for at least the next 
two to three quarters. 

 
 For 2011, we project EPS of $7.24 on revenue of $2.22 billion and full-year same-restaurant 

sales of +6.9%. Our 2011 model assumes a 3% menu price increase and a 3.9% traffic increase 
(including an incremental lift from the nationwide rollout of the children’s menu). We assume 100bps 
in operating margin improvement based primarily on leverage on labor and other restaurant-level 
costs from improved comps, as well as the menu price increase. We also include the opening of 140 
restaurants, including 42 “A-model” units and one Asian-concept unit, in 2011. 

 
By our model, each 1% incremental full-year improvement in same-restaurant sales equates to an 
EPS gain of approximately $0.16. We estimate each $0.20/pound change in the spot boneless 

                                                 
8  CMG is scheduled to release 4Q10 earnings in mid-February 2011. 
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chicken breast price (CMG’s largest protein expense at roughly 20% of cost of goods sold) is worth 
approximately $0.03 on an annualized EPS basis, though we caution prices for naturally-raised, 
antibiotic-free chicken may be more volatile than prices for traditional boneless chicken breasts. 
 

 For 2012, we estimate EPS of $8.70 on revenue of $2.61 billion and full-year same-restaurant 
sales of +5.0%. We base our EPS projection on a 2% menu price increase and a 3% improvement in 
traffic. We also think operating margin will expand 20bps to 16.7%, more than offsetting higher food 
costs. Our model includes the opening of 150 units in 2012—up from an estimated 140 in 2011—and 
we think at least 10 to 15 units will open outside the United States. We do not have any additional 
“Asian Chipotles” in our 2012 model, but if the test unit is successful, we would not rule out the 
opening of up to five such units in 2012. 

 
VALUATION 
 
In our view, a $210 fair value estimate takes into account mid-to-high-single-digit comp growth, 
sustained double-digit revenue and EPS growth, margin expansion, and accelerated new unit 
development. Even among high-growth names, CMG has stood out for building traffic and executing 
operations well, and we expect continued margin growth as the company leverages positive comp growth 
and realizes additional efficiencies. As CMG has among the cleanest balance sheets in our coverage 
universe and is building positive free cash flow, we think the company will continue to post revenue 
growth in the 20-25% range and EPS growth in the 22%-30% range in the next two years, representing a 
50% premium for these metrics relative to other high-growth peers such as PNRA, Buffalo Wild Wings 
(BWLD, $47.97, Hold), BJ’s Restaurants (BJRI, $31.90, Not Rated), and Texas Roadhouse (TXRH, 
$15.84, Not Rated). However, we argue CMG’s heavier exposure to rising commodity costs relative to 
peers warrants a slight reduction to an implied 30x forward P/E multiple target (relative to a 20x target for 
peers).9 
 

FY11 E FY11 E FY11 P/E
Rev Growth EPS Growth Multiple

Chipotle Mexican Grill CMG 21.3% 30.0% 31.7
BJ's Restaurants BJRI 17.3% 21.0% 32.6
Buffalo Wild Wings BWLD 18.3% 21.2% 18.7
Panera Bread PNRA 12.2% 25.7% 21.4
Texas Roadhouse TXRH 9.0% 12.0% 17.0
AVERAGE 14.2% 20.0% 22.4
Note: Estimates for CMG, BWLD, and PNRA are Miller Tabak + Co., LLC estimates.
Estimates for BJRI and TXRH are Thomson Reuters/First Call estimates.
Sources: Thomson Reuters/First Call, Miller Tabak + Co., LLC estimates

FY11 P/E Multiples for Comparable High-Growth Concepts

 
 
Based on the 20x forward P/E multiple target we maintain for the high-growth peer group in the longer 
run, we assign a 29x forward P/E multiple target—or 45% above the peer group target—for CMG. 
Multiplying this by our $7.24 EPS projection for 2011 yields a fair value estimate of $210. Our $210 fair 
value estimate also equates to a trailing-12-month EV/EBITDA multiple of 14.5x, which is one turn above 
the average EV/EBITDA multiple for CMG so far in 2010 (13.5x). 
 

                                                 
9  We think a 20x forward P/E multiple for high-growth peers can be sustained in the coming economic recovery, as was 

the case for former high-growth names like PFCB, The Cheesecake Factory (CAKE, $29.02, Hold), and California 
Pizza Kitchen (CPKI, $16.35, Not Rated) in the prior growth cycle of the early-to-mid-2000s. 
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Given our outlook for more rapid growth for CMG relative to the peer group in the next couple of years, as 
well as our belief that CMG has the most potential for overseas expansion in this group, we are 
comfortable with the above-peer multiple for CMG shares. Although we consider CMG a standout among 
outperforming restaurant names, we would await a more attractive entry point as the stock has risen 80% 
off the July low.  
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Chipotle Mexican Grill (CMG): Consolidated Income Statements

2007 2008 1Q 09 2Q 09 3Q 09 4Q 09 2009 1Q 10 2Q 10 3Q 10 4Q 10E 2010 E 1Q 11E 2Q 11E 3Q 11E 4Q 11E 2011 E 2012 E

Revenue
Restaurant Sales 1,085.0 1,332.0 354.5 388.8 387.6 387.5 1,518.4 409.7 466.8 476.9 478.4 1,831.8 507.0 569.0 578.7 566.8 2,221.4 2,605.6

Franchise Royalties/Fees 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Revenue 1085.7 1,332.0 354.5 388.8 387.6 387.5 1,518.4 409.7 466.8 476.9 478.4 1,831.8 507.0 569.0 578.7 566.8 2,221.4 2,605.6
Food/Beverage/Packaging Expenses 346.4 431.9 109.9 120.2 119.5 116.5 466.1 123.9 141.9 145.7 143.4 554.9 155.3 175.2 178.8 171.8 681.1 812.0
Labor Expenses 289.4 351.0 93.6 95.4 96.4 99.7 385.1 104.0 114.8 115.3 119.4 453.5 126.2 138.0 138.2 139.9 542.3 628.4
Occupancy Expenses 75.9 98.1 27.0 28.2 28.7 30.4 114.3 31.1 31.8 32.1 35.1 130.1 35.4 37.1 37.5 39.9 149.9 172.2
Other Operating Expenses 131.5 164.0 40.7 43.8 44.1 45.9 174.5 43.7 53.0 52.0 53.8 202.5 53.0 63.2 61.6 62.3 240.1 278.8
SG&A 75.0 89.2 23.7 25.8 24.6 25.1 99.2 26.2 30.1 33.5 32.0 121.8 32.9 36.7 37.6 37.4 144.6 168.1
Depreciation/Amortization 43.6 52.8 14.7 15.2 15.5 15.9 61.3 16.7 17.0 17.3 17.8 68.8 18.6 19.9 20.5 20.9 79.9 91.2
Pre‐opening Expenses 9.6 11.6 1.9 1.6 2.5 2.4 8.4 1.5 1.7 2.0 4.5 9.7 1.7 1.9 2.2 5.0 10.8 12.3
Loss (Gain) on Asset Disposal 6.2 9.3 1.9 1.3 1.5 1.2 5.9 1.3 1.5 1.5 1.5 5.8 1.6 1.6 1.6 1.6 6.4 8.0
Operating Income 108.1 124.1 41.1 57.3 54.8 50.4 203.6 61.3 75.0 77.5 70.9 284.7 82.3 95.4 100.7 88.0 366.3 434.6
Interest Expense (Income), Net (5.8) (3.2) (0.1) (0.1) (0.1) (0.2) (0.5) (0.2) (0.3) (0.3) (0.3) (1.1) (0.4) (0.4) (0.4) (0.4) (1.6) (2.0)
Other Non‐operating Exp (Income) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pre‐tax Income 113.9 127.3 41.2 57.4 54.9 50.6 204.1 61.5 75.3 77.8 71.2 285.8 82.7 95.8 101.1 88.4 367.9 436.6
Income Tax Expense 43.4 49.0 15.9 22.0 20.4 19.0 77.3 23.6 28.8 29.7 27.4 109.5 31.8 36.9 38.9 34.0 141.6 168.1
Cum Effect of Acctʹg Change 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Income 70.5 78.3 25.3 35.4 34.5 31.6 126.8 37.9 46.5 48.1 43.8 176.3 50.8 58.9 62.1 54.4 226.2 268.5
Weighted Avg Shares (diluted) 33.1 33.1 32.4 32.2 31.9 31.9 32.1 31.8 31.8 31.6 31.5 31.7 31.4 31.3 31.2 31.1 31.3 30.9
EPS (diluted) $2.13 $2.37 $0.78 $1.10 $1.08 $0.99 $3.95 $1.19 $1.46 $1.52 $1.39 $5.57 $1.62 $1.88 $1.99 $1.75 $7.24 $8.70

Food/Bev/Packaging Expense Ratio 31.9% 32.4% 31.0% 30.9% 30.8% 30.1% 30.7% 30.2% 30.4% 30.6% 30.0% 30.3% 30.6% 30.8% 30.9% 30.3% 30.7% 31.2%
Labor Expense Ratio 26.7% 26.4% 26.4% 24.5% 24.9% 25.7% 25.4% 25.4% 24.6% 24.2% 25.0% 24.8% 24.9% 24.3% 23.9% 24.7% 24.4% 24.1%
Occupancy Expense Ratio 7.0% 7.4% 7.6% 7.3% 7.4% 7.8% 7.5% 7.6% 6.8% 6.7% 7.3% 7.1% 7.0% 6.5% 6.5% 7.0% 6.7% 6.6%

Other Expense Ratio 12.1% 12.3% 11.5% 11.3% 11.4% 11.8% 11.5% 10.7% 11.4% 10.9% 11.2% 11.1% 10.5% 11.1% 10.6% 11.0% 10.8% 10.7%
SG&A Expense Ratio 6.9% 6.7% 6.7% 6.6% 6.3% 6.5% 6.5% 6.4% 6.4% 7.0% 6.7% 6.6% 6.5% 6.5% 6.5% 6.6% 6.5% 6.5%
Restaurant‐Level EBITDA 15.4% 14.8% 16.8% 19.4% 19.2% 18.0% 18.4% 19.7% 20.4% 20.6% 19.8% 20.1% 20.5% 20.9% 21.6% 20.4% 20.9% 21.0%
Depreciation/Amortization Exp Ratio 4.0% 4.0% 4.1% 3.9% 4.0% 4.1% 4.0% 4.1% 3.6% 3.6% 3.7% 3.8% 3.7% 3.5% 3.5% 3.7% 3.6% 3.5%

Operating Ratio 10.0% 9.3% 11.6% 14.7% 14.1% 13.0% 13.4% 15.0% 16.1% 16.3% 14.8% 15.5% 16.2% 16.8% 17.4% 15.5% 16.5% 16.7%
Net Ratio 6.5% 5.9% 7.1% 9.1% 8.9% 8.2% 8.4% 9.3% 10.0% 10.1% 9.2% 9.6% 10.0% 10.4% 10.7% 9.6% 10.2% 10.3%
Tax Rate 38.1% 38.5% 38.6% 38.3% 37.2% 37.5% 37.9% 38.4% 38.2% 38.2% 38.5% 38.3% 38.5% 38.5% 38.5% 38.5% 38.5% 38.5%
Price‐Earnings Ratio 69.0 26.2 21.3 18.2 22.4 22.2 22.3 23.6 23.4 28.2 41.5 41.5 35.6 30.7 29.0 33.0 31.9 26.5

Dividend $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Dividend Yield 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Note: Fiscal year ends on or about December 31 of the same calendar year.
Final numbers may not add up because of rounding.
Sources: Company reports; Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG): Comparable Sales

2007 2008 1Q 09 2Q 09 3Q 09 4Q 09 2009 1Q 10 2Q 10 3Q 10 4Q 10E 2010 E 1Q 11E 2Q 11E 3Q 11E 4Q 11E 2011 E 2012 E

Total Sales (% y/y) 31.9% 22.7% 16.1% 15.6% 16.4% 16.2% 16.2% 15.6% 21.7% 23.7% 23.5% 21.7% 23.7% 21.9% 21.3% 18.5% 19.8% 17.3%
Same‐Restaurant Sales (% y/y) 10.8% 5.8% 2.2% 1.7% 2.2% 2.0% 2.0% 4.3% 8.7% 11.4% 10.5% 8.7% 9.5% 7.0% 5.5% 5.5% 6.9% 5.0%

New Unit Growth‐Company Owned (% y/y) 21.1% 16.9% 13.9% 13.9% 14.2% 14.2% 14.2% 11.3% 13.0% 12.3% 13.0% 13.0% 14.2% 14.9% 15.8% 13.0% 13.0% 12.3%

Total Restaurants Open 704 837 862 886 911 956 956 976 1,001 1,023 1,080 1,080 1,115 1,150 1,185 1,220 1,220 1,370

Company‐Owned 704 837 862 886 911 956 956 976 1,001 1,023 1,080 1,080 1,115 1,150 1,185 1,220 1,220 1,370

Franchised 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Note: Fiscal year ends on or about December 31 of the same calendar year.
Sources: Company reports; Miller Tabak + Co., LLC estimates
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Chipotle Mexican Grill (CMG): Consolidated Balance Sheets

ASSETS 2006 2007 2008 2009 2010 E 2011 E 2012 E

Cash and Equivalents 153.6 151.2 88.0 219.6 215.0 240.0 265.0
Accounts Receivable 4.9 5.4 3.6 4.8 4.5 5.0 5.5
Receivable (McDonaldʹs) 8.8 0.0 0.0 0.0 0.0 0.0 0.0
Inventories 3.5 4.3 4.8 5.6 6.7 7.3 8.0
Current Tax‐Deferred Assets 0.9 2.4 2.6 3.1 3.0 3.2 3.4
Prepaid Expenses 7.1 9.0 11.8 14.4 20.0 24.0 28.0
Income Tax Receivable 0.0 9.5 0.3 0.0 0.0 0.0 0.0
Available‐for‐sale Securities 0.0 20.0 100.0 50.0 0.0 0.0 0.0

Total Current Assets 178.8 201.8 211.1 297.5 249.2 279.5 309.9
Property/Plant/Equipment 404.7 494.9 585.9 636.4 675.0 720.0 770.0
Goodwill/Intangibles 17.7 21.9 21.9 21.9 21.9 21.9 21.9
Other Non‐Current Assets 2.9 3.4 6.1 5.7 6.5 7.0 7.5

Total Non‐current Aseets 425.3 520.2 613.9 664.0 703.4 748.9 799.4
TOTAL ASSETS 604.1 722.0 825.0 961.5 952.6 1,028.4 1,109.3

LIABILITIES 2006 2007 2008 2009 2010 E 2011 E 2012 E

Current Portion, LT Debt 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Accounts Payable 19.6 19.9 23.9 25.2 32.0 35.0 38.0
Accrued Payroll/Benefits 16.8 26.2 24.5 41.4 42.0 45.0 48.0
Accrued Liabilities 23.3 27.1 28.3 31.2 30.0 32.0 34.0
Current Portion, Deemed Landlord Financing 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Income Tax Payable 0.0 0.0 0.0 4.2 0.0 0.0 0.0

Total Current Liabilties 59.8 73.3 76.8 102.1 104.1 112.1 120.1
Long‐term Debt 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Deferred Rent 46.2 63.2 87.0 106.4 122.0 132.0 142.0
Deemed Landlord Financing 4.0 4.0 3.9 3.8 4.0 4.1 4.2
Deferred Income Tax Liability 18.7 16.5 29.9 38.9 40.0 43.0 46.0
Other Long‐term Liabilities 0.1 3.1 4.9 6.9 9.0 10.0 11.0

Total Non‐current Liabilities 69.0 86.8 125.7 156.0 175.0 189.1 203.2
TOTAL LIABILITIES 128.8 160.1 202.5 258.1 279.1 301.2 323.3
SHAREHOLDERSʹ EQUITY 475.3 561.9 622.5 703.4 673.5 727.2 786.0
TOTAL LIABILITIES + SE 604.1 722.0 825.0 961.5 952.6 1,028.4 1,109.3

Sources: Company reports; Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG): Ratio Analysis

2006 2007 2008 2009 2010 E 2011 E 2012 E

Total Long‐term Debt ($ mm) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Enterprise Value ($ mm) 1,733.1 4,716.8 1,932.5 2,592.7 7,061.7 6,939.1 6,822.2
EV‐EBITDA Ratio (Trailing‐12‐Month) 17.30 29.87 10.38 9.57 19.65 15.33 12.78
Oper Income‐Interest (Coverage) n/a n/a n/a n/a n/a n/a n/a
LT Debt‐EBITDA n/a n/a n/a n/a n/a n/a n/a
LT Debt‐Operating Income n/a n/a n/a n/a n/a n/a n/a
LT Debt‐Equity n/a n/a n/a n/a n/a n/a n/a
LT Debt‐Capital n/a n/a n/a n/a n/a n/a n/a
Book Value 475.3 561.9 622.5 703.4 673.5 727.2 786.0
Price‐Book Value 3.90 8.66 3.30 4.02 10.80 9.87 9.02
Current Ratio 2.99 2.75 2.75 2.91 2.39 2.49 2.58
Return on Assets 6.9% 9.8% 9.5% 13.2% 18.5% 22.0% 24.2%
Return on Equity 32.1% 44.0% 38.7% 49.1% 63.2% 75.1% 83.0%

Sources: Company reports; Miller Tabak + Co., LLC estimates

Chipotle Mexican Grill (CMG): Abbreviated Cash Flow Statement

2006 2007 2008 2009 2010 E 2011 E 2012 E

Net Income ($ mm) 41.4 70.5 78.3 126.8 176.3 226.2 268.5
Depreciation/Amortization ($ mm) 34.3 43.6 52.8 61.3 68.8 79.9 91.2
Net Capital Expenditures ($ mm) 97.3 146.2 152.1 117.2 125.0 140.0 150.0
Cash Dividends ($ mm) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Free Cash Flow ($ mm) (21.6) (32.1) (21.0) 70.9 120.1 166.1 209.7
Free Cash Flow / Share ($0.66) ($0.97) ($0.63) $2.21 $3.79 $5.32 $6.80
Free Cash Flow Yield (trailing 12 months) ‐1.2% ‐0.7% ‐1.0% 2.5% 1.65% 2.31% 2.96%
Price / Free Cash Flow n/a n/a n/a 39.9 60.6 43.2 33.8

Note: Fiscal year ends on or about December 31 of the same calendar year.
Sources: Company reports; Miller Tabak + Co., LLC estimates
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PRICE TARGET REVISION | COMMENT
OCTOBER 22, 2010

Chipotle Mexican Grill, Inc. (NYSE: CMG)

Chipotle Delivers, But Valuation Remains Lofty

Sector Perform
Above Average Risk
Price: 179.25

Shares O/S (MM): 31.6
Dividend: 0.00
Float (MM): 30.9
Debt to Cap: 50%
Institutional Ownership: 96%

Price Target: 185.00 ↑ 145.00
Implied All-In Return: 3%
Market Cap (MM): 5,664
Yield: 0.0%
Tr. 12 ROE: 7.20%
Avg. Daily Volume (MM): 0.47
3-Yr. Est. EPS Growth: 21.20%

Priced at market close on October 21, 2010 ET.
Adjusted Debt to Cap
Est 5-Yr EPS Gr

Q3/10 EPS Conference Call

Investment Opinion

Chipotle Posts Another Impressive Quarter. Q3/10 EPS was $1.52, up 41.4%
over last year and $0.22 ahead of our and the Street's $1.30 estimate. The increase
was driven by better-than-expected revenues and margins. Q3/10 same-store sales
rose 11.4% (primarily traffic-driven) versus the 7.9% consensus expectation. This
resulted in an accelerating two-year trend to 14.1% from 10.4% in Q2/10.

Maintaining Sector Perform Rating. Chipotle delivered again a combination of
impressive same-store sales growth and robust margin expansion. Exceptional
unit economics and a long runway for store growth (domestically and potentially
internationally) reinforce why we believe Chipotle remains one of the best
growth stories in the restaurant space. Despite this, we maintain our Sector
Perform rating, as we see limited upside in the shares currently.

Raising Estimates and Price Target on Earnings Upside and Sales Strength.
We're raising our 2010 EPS estimate to $5.53 from $5.14 to reflect upside in the
quarter and accelerating same-store sales trends. Based on our higher earnings
expectations, we're raising our price target from $145 to $185, based on 13x our
2011 EBITDA estimate (EPS of $6.68). We believe this is an appropriate target
multiple given its strong unit economics, accelerating sales, and long-term
potential of the brand.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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FY Dec 2009A 2010E 2011E

Revenue (MM) 1,518.4 1,826.1 2,117.6

Prev. 1,794.5

EPS (Op) - FD 3.95 5.53 6.68

Prev. 5.14

P/E 45.4x 32.4x 26.8x

Revenue (MM) Q1 Q2 Q3 Q4

2009 354.5A 388.8A 387.6A 387.5A

2010 409.7A 466.8A 476.9A 472.7E

Prev. 459.2E 458.8E
EPS (Op) - FD

2009 0.78A 1.10A 1.08A 0.99A

2010 1.19A 1.46A 1.52A 1.36E

Prev. 1.30E 1.19E

All values in USD unless otherwise noted.
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Details

Q3/10 EPS of $1.52 Beats Consensus of $1.30. CMG reported Q3/10 continuing earnings of $48.2 million, up 39.9% from a year
ago, or $1.52 per share. Results were $0.22 better than our and the Street estimate of $1.30. The upside came primarily from
better-than-expected revenues and margins. Total revenues rose 23.0% to $476.9 million compared with $387.6 million last year and
were ahead of our estimate of $459.2 million. Revenue growth came from 12.3% unit growth and an 11.4% same-store sales increase.
Restaurant margins increased 214 bps to 27.7%, well ahead of our estimate for 26.1%. Labor costs (84 bps better), other occupancy
costs (35 bps better) and occupancy costs (27 bps better) were the primary drivers of the upside. Operating margins increased 213 bps
to 16.3%, also better than our 14.5% estimate (see Exhibit 1).

2010 Guidance Update

• High-single-digit same-store sales growth (mid- to high-single-digit prior).

• Modest commodity cost inflation in Q4/10.

• Marketing expense in the 1.4% range for Q4/10.

• 120-130 unit openings with 25% being lower-cost A-Model types.

• Tax rate of 38.3% (38.4% prior).

Initial 2011 Guidance

• Low-single-digit same-store sales growth.

• LSD-MSD commodity inflation.

• 135-145 new restaurant openings (30% A-Model locations).

• Investment cost for new units under $800,000 per unit.

• 38.4% effective tax rate.

Strong Q3/10 Same-Store Sales Continue Into October. The company posted an 11.4% Q3/10 same-store sales increase versus
8.7% last quarter. The increase represents an acceleration in the two-year trend to 14.1% versus last quarter's 10.4% two-year increase
and was primarily driven by traffic, as only a 1.4% price increase was in place (0.4% from introduction of naturally raised steak and
barbacoa meat). The company has no current plans for additional price in 2011 but will monitor commodity inflation as well as
competitors to see if the market dictates additional price. If a price increase is implemented, it's unlikely to be a large, one-time
increase as the company did in late 2008/early 2009. The solid sales trends have continued into October thus far, but traffic
comparisons become more difficult in November and December (traffic turned positive in Q4/09 versus down 2.5% in Q3/09).

Commodity Prices Expected to Increase. Commodity costs are expected to rise slightly in Q4/10 and increase in the low-to
mid-single-digit range during 2011. Q4/10 costs will be negatively impacted by investments to restore Chipotle's supply of naturally
raised chicken (80% of chicken was naturally raised in Q3/10; expected to be 85% in Q4/10 and back to 100% in 1H11) as well as
higher avocado prices due to a Chilean freeze. The company is contracted for most of 2011 on beans, corn and rice. For point of
reference, 3.0% inflation in food costs equates to about a 90-100 basis point impact assuming no price increase.

A-Model Formats and New Store Design Performing Well. Chipotle opened an additional 5 A-model locations during the second
quarter, bringing the total to 15 stores. These stores continue to perform well, generating initial volumes just below the $1.35-$1.4
million range for traditional stores. Management expects the new format to account for roughly 30% of the 135-145 openings in 2011.
The majority of these locations will be opened in proven markets, but a few will be opened in new or developing markets. Chipotle's
new design type is also generating good initial results. The new design features more environmentally friendly materials (dining room
lights use 40% less energy), a smaller kitchen with more efficient equipment (exhaust system uses 20% less energy) and a less
cluttered design. There are currently 26 restaurants with the new design and all new models (including A-model stores) will feature the
new look.

Chipotle Mexican Grill, Inc.October 22, 2010
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Exhibit 1: Third Quarter Variance

($ mil) Q309A Q310E % Chg Q310A % Chg Var.

Total Revenues $387.6 $459.2 18.5% $476.9 23.0% $17.7

Food and beverage costs 119.5 141.0 18.0% 145.7 21.9% $4.7

Labor costs 96.4 114.8 19.1% 115.2 19.5% $0.4

Occupancy costs 28.7 32.1 12.1% 32.1 11.9% ($0.0)

Other occupancy costs 44.1 51.7 17.1% 52.0 17.8% $0.3

Depreciation & amort. 15.5 17.9 15.9% 17.3 12.1% ($0.6)

Restaurant profit 83.4 101.7 21.9% 114.6 37.3% $12.9

Pre-opening expense 2.5 2.2 (13.2%) 1.9 (23.4%) ($0.3)

G&A 24.6 31.5 28.1% 33.5 36.5% $2.1

Operating income 54.8 66.6 21.4% 77.6 41.6% $11.0

Interest income 0.1 0.4 203.0% 0.4 199.2% ($0.0)

Interest expense (0.1) (0.0) NM (0.0) NM $0.0

Net Income 34.5 41.2 19.6% 48.2 39.9% $7.0

Earnings Per Share $1.08 $1.30 20.8% $1.52 41.4% $0.22

Shares Outstanding 31.9 31.6 (1.0%) 31.6 (1.0%) 0.0

Margins Q309A Q310E % Chg Q310A % Chg Var.

Food and beverage cost 30.83 30.70 (13) bp 30.55 (27) bp  (15 bp)

Restaurant labor 24.88 25.00 12 bp 24.16 (71) bp  (84 bp)

Occupancy costs 7.40 7.00 (40) bp 6.73 (67) bp  (27 bp)

Other occupancy costs 11.38 11.25 (13) bp 10.90 (48) bp  (35 bp)

Depreciation and amort. 3.99 3.90 (9) bp 3.63 (35) bp  (27 bp)

Restaurant margin 21.53 22.15 62 bp 24.02 249 bp 187 bp

Preopening expense 0.65 0.48 (17) bp 0.41 (25) bp  (7 bp)

Selling, general & admin. 6.34 6.85 51 bp 7.03 69 bp 18 bp

Operating margin 14.14 14.49 35 bp 16.27 213 bp 178 bp

Pretax margin 14.16 14.57 42 bp 16.35 219 bp 178 bp

Net margin 8.89 8.98 8 bp 10.11 122 bp 114 bp

Tax rate 37.19 38.40 121 bp 38.14 96 bp  (26 bp)

Source: Company reports and RBC Capital Markets estimates

Valuation

Our price target of $185 is based on 13x our 2011 EBITDA estimate. We believe this is an appropriate multiple given its strong unit
economics, accelerating sales, and long-term potential of the brand.

Price Target Impediment
Several factors may impede the company from meeting our price target or earnings estimates, primarily an increase in commodity
costs, unforeseen increases in labor costs, the inability to locate quality sites for the company's unit growth goals and a change in
consumer preferences and tastes for the company's product.

Company Description
Chipotle Mexican Grill is a leading operator of limited service restaurants in the U.S. with a menu focused on burritos, tacos and
salads featuring fresh, high quality ingredients and fast, friendly service. Chipotle is among the leading emerging concepts in the
growing "fast-casual" segment of the restaurant industry. The first Chipotle restaurant was opened in 1993 in Denver, Colorado by
company founder, Steven Ells.

Chipotle Mexican Grill, Inc.October 22, 2010
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Chipotle Mexican Grill, Inc.—Quarterly Earnings Model

(Dollars in millions, except per-share data.  Fiscal year ends Dec)

3/31/08 3/31/09 3/31/10 6/30/08 6/30/09 6/30/10 9/30/08 9/30/09 9/30/10 12/31/08 12/31/09

2008 2009 2010 % Chg 2008 2009 2010 % Chg 2008 2009 2010 % Chg 2008 2009 2010E % Chg

Revenue

  Restaurant sales $305.3 $354.5 $409.7 15.6% $340.8 $388.8 $466.8 20.1% $340.5 $387.6 $476.9 23.0% $345.3 $387.5 $472.7 22.0%

Total revenues $305.3 $354.5 $409.7 15.6% $340.8 $388.8 $466.8 20.1% $340.5 $387.6 $476.9 23.0% $345.3 $387.5 $472.7 22.0%

Costs and expenses

  Food, beverage and packaging costs 98.9 109.9 123.9 12.8% 109.7 120.2 141.9 18.1% 112.4 119.5 145.7 21.9% 110.9 116.5 142.3 22.2%

  Labor costs 81.4 93.6 104.0 11.2% 88.3 95.4 114.8 20.3% 89.5 96.4 115.2 19.5% 91.8 99.7 119.8 20.2%

  Occupancy costs 21.8 27.0 31.1 15.3% 23.4 28.2 31.8 12.8% 24.5 28.7 32.1 11.9% 28.4 30.4 34.0 11.9%

  Other occupancy costs 38.4 40.7 43.7 7.4% 42.9 43.8 53.0 20.8% 41.4 44.1 52.0 17.8% 41.4 46.0 54.4 18.3%

  Depreciation and amort. 12.2 14.7 16.7 13.7% 12.7 15.2 17.1 12.2% 13.8 15.5 17.3 12.1% 14.1 15.9 17.7 11.2%

Restaurant op. profit 52.6 68.7 90.3 31.5% 63.8 86.0 108.3 25.9% 58.9 83.4 114.6 37.3% 58.8 79.1 104.5 32.1%

Pre-opening expense 2.8 1.9 1.5 (20.7%) 3.4 1.6 1.7 9.9% 2.9 2.5 1.9 (23.4%) 2.5 2.4 4.1 70.1%

Loss on disposal of assets 1.5 1.9 1.3 1.4 1.3 1.5 2.4 1.5 1.5 4.1 1.2 1.5

General & admin. 21.6 23.7 26.2 10.4% 20.7 25.8 30.1 16.8% 22.6 24.6 33.5 36.5% 24.3 25.1 30.0 19.5%

Operating income 26.8 41.2 61.3 48.8% 38.3 57.3 75.0 30.8% 31.0 54.8 77.6 41.6% 27.9 50.4 68.9 36.8%

Interest income 1.3 0.2 0.3 38.9% 0.9 0.3 0.4 45.7% 0.9 0.1 0.4 199.2% 0.3 0.3 0.4 32.5%

Interest expense (0.1) (0.1) (0.1) NM (0.1) (0.2) (0.1) NM (0.1) (0.1) (0.0) NM (0.1) (0.1) (0.0) NM

Pretax income 28.1 41.3 61.5 48.8% 39.2 57.4 75.3 31.1% 31.9 54.9 78.0 42.1% 28.1 50.6 69.3 36.8%

Income taxes (benefit) 10.8 15.9 23.6 48.5% 14.7 22.0 28.8 30.9% 12.4 20.4 29.7 45.7% 11.1 19.0 26.6 39.7%

Net operating income $17.3 $25.4 $37.8 49.1% $24.5 $35.4 $46.5 31.3% $19.5 $34.5 $48.2 39.9% $17.0 $31.6 $42.7 35.1%

Nonrecurring (gain) loss 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net income, reported $17.3 $25.4 $37.8 49.1% $24.5 $35.4 $46.5 31.3% $19.5 $34.5 $48.2 39.9% $17.0 $31.6 $42.7 35.1%

Earnings Per Share

Reported $0.52 $0.78 $1.19 51.6% $0.74 $1.10 $1.46 32.9% $0.59 $1.08 $1.52 41.4% $0.52 $0.99 $1.36 36.9%

Nonrecurring (gain) loss $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Continuing operations $0.52 $0.78 $1.19 51.6% $0.74 $1.10 $1.46 32.9% $0.59 $1.08 $1.52 41.4% $0.52 $0.99 $1.36 36.9%

Wt'd. avg. diluted shares (Mil.) 33.3 32.4 31.8 (1.7%) 33.3 32.2 31.8 (1.2%) 33.2 31.9 31.6 (1.0%) 32.8 31.9 31.5 (1.3%)

Same Restaurant Sales

Chipotle 10.2% 2.2% 4.3% 7.1% 1.7% 8.7% 3.1% 2.7% 11.4% 3.5% 2.0% 10.0%

Margin analysis (as a percent of revenues, except tax rate)

Food and beverage cost 32.39 31.00 30.24 (76) bp 32.19 30.91 30.40 (51) bp 33.01 30.83 30.55 (27) bp 32.13 30.05 30.10 5 bp

Restaurant labor 26.66 26.40 25.39 (101) bp 25.91 24.53 24.59 6 bp 26.29 24.88 24.16 (71) bp 26.58 25.73 25.35 (38) bp

Occupancy costs 7.15 7.61 7.59 (2) bp 6.87 7.24 6.81 (44) bp 7.19 7.40 6.73 (67) bp 8.21 7.85 7.20 (65) bp

Other occupancy costs 12.57 11.47 10.66 (81) bp 12.59 11.28 11.35 7 bp 12.15 11.38 10.90 (48) bp 11.98 11.86 11.50 (36) bp

Depreciation and amort. 3.99 4.15 4.08 (7) bp 3.73 3.91 3.65 (26) bp 4.05 3.99 3.63 (35) bp 4.09 4.11 3.75 (36) bp

Restaurant margin 17.24 19.37 22.03 266 bp 18.71 22.13 23.21 108 bp 17.31 21.53 24.02 249 bp 17.02 20.40 22.10 170 bp

First Quarter Second Quarter Third Quarter Fourth Quarter

Restaurant margin 17.24 19.37 22.03 266 bp 18.71 22.13 23.21 108 bp 17.31 21.53 24.02 249 bp 17.02 20.40 22.10 170 bp

Preopening expense 0.93 0.53 0.37 (17) bp 1.00 0.40 0.37 (3) bp 0.85 0.65 0.41 (25) bp 0.73 0.62 0.87 24 bp

Selling, general & admin. 7.06 6.69 6.39 (30) bp 6.07 6.63 6.46 (18) bp 6.65 6.34 7.03 69 bp 7.03 6.47 6.34 (13) bp

Operating margin 8.78 11.62 14.96 334 bp 11.24 14.74 16.06 131 bp 9.11 14.14 16.27 213 bp 8.07 13.00 14.58 158 bp

Interest expense (0.02) (0.02) (0.02) 0 bp (0.02) (0.05) (0.02) 3 bp (0.02) (0.02) (0.00) 2 bp (0.02) (0.02) (0.01) 1 bp

Pretax margin 9.19 11.66 15.01 335 bp 11.49 14.77 16.13 136 bp 9.36 14.16 16.35 219 bp 8.13 13.06 14.65 159 bp

Net margin 5.66 7.16 9.24 207 bp 7.18 9.10 9.95 85 bp 5.71 8.89 10.11 122 bp 4.91 8.15 9.03 88 bp

Tax rate 38.41 38.54 38.45 (9) bp 37.52 38.37 38.30 (7) bp 39.00 37.19 38.14 96 bp 39.53 37.58 38.35 77 bp

Source:  The company and RBC Capital Markets estimates.

Chipotle Mexican Grill, Inc.October 22, 2010
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Chipotle Mexican Grill, Inc.—Annual Earnings Model

(Dollars in millions, except per-share data.  Fiscal year ends Dec) CAGR

(2010E-

2009 2010E % Chg. 2011E 2012E 2013E 2014E 2015E 2015E)

Revenue

  Sales $1,518.4 $1,826.1 20.3% $2,117.6 $2,462.7 $2,830.8 $3,223.4 $3,641.8 14.8%

Total revenues $1,518.4 $1,826.1 20.3% $2,117.6 $2,462.7 $2,830.8 $3,223.4 $3,641.8 14.8%

Costs and expenses

  Food, beverage and packaging costs 466.0 553.8 18.8% 645.9 746.2 857.7 976.7 1,103.5 14.8%

  Labor costs 385.1 453.9 17.9% 519.9 607.0 695.0 788.1 886.8 14.3%

  Occupancy costs 114.2 129.0 12.9% 148.2 173.6 199.6 227.2 256.7 14.8%

  Other occupancy costs 174.6 203.0 16.3% 232.9 268.4 305.7 344.9 386.0 13.7%

  Depreciation and amort. 61.3 68.8 12.3% 79.4 92.3 106.2 120.9 136.6 14.7%

Restaurant op. profit 317.2 417.6 31.7% 491.3 575.0 666.7 765.6 872.2 15.9%

Pre-opening expense 8.4 9.3 10.2% 9.8 10.5 10.5 10.5 10.5 2.5%

Loss on disposal of assets 6.0 5.8 (2.8%) 6.0 6.0 6.0 6.0 6.0

General & admin. 99.1 119.8 20.9% 134.5 155.1 175.5 196.6 218.5 12.8%

Operating income 203.7 282.7 38.8% 341.0 403.4 474.6 552.4 637.2 17.6%

Interest income 0.9 1.5 1.4 4.8 7.6 9.4 11.8

Interest expense (0.4) (0.2) (0.2) (0.2) (0.2) (0.2) (0.2)

Pretax income 204.2 284.0 39.1% 342.2 408.0 482.1 561.7 648.9 18.0%

Income taxes (benefit) 77.4 108.8 131.4 157.1 185.6 216.3 249.8 18.1%

Net operating income $126.8 $175.2 38.1% $210.8 $250.9 $296.5 $345.4 $399.1 17.9%

Nonrecurring (gain) loss 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net income, reported $126.8 $175.2 38.1% $210.8 $250.9 $296.5 $345.4 $399.1 17.9%

Earnings Per Share

Reported $3.95 $5.53 $6.68 $8.06 $9.77 $11.85 $14.55Reported $3.95 $5.53 $6.68 $8.06 $9.77 $11.85 $14.55

Nonrecurring (gain) loss $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Continuing operations (fully taxed) $3.95 $5.53 40.0% $6.68 $8.06 $9.77 $11.85 $14.55 21.3%

Wt'd. avg. diluted shares (Mil.) 32.1 31.7 (1.3%) 31.5 31.1 30.4 29.2 27.4 (2.8%)

Same Restaurant Sales

Chipotle 2.2% 8.6% 4.0% 5.0% 5.0% 5.0% 5.0%

Margin analysis (as a percent of sales, except tax rate)

Food and beverage cost 30.69 30.33 (36) bp 30.50 30.30 30.30 30.30 30.30

Restaurant labor 25.36 24.85 (51) bp 24.55 24.65 24.55 24.45 24.35

Occupancy costs 7.52 7.06 (46) bp 7.00 7.05 7.05 7.05 7.05

Other occupancy costs 11.50 11.12 (38) bp 11.00 10.90 10.80 10.70 10.60

Depreciation and amort. 4.04 3.77 (27) bp 3.75 3.75 3.75 3.75 3.75

Restaurant margin 20.89 22.87 198 bp 23.20 23.35 23.55 23.75 23.95

Preopening expense 0.55 0.51 (5) bp 0.46 0.43 0.37 0.33 0.29

Selling, general & admin. 6.53 6.56 3 bp 6.35 6.30 6.20 6.10 6.00

Operating margin 13.42 15.48 207 bp 16.10 16.38 16.77 17.14 17.50

Interest expense (0.03) (0.01) 1 bp (0.01) (0.01) (0.01) (0.00) (0.00)

Pretax margin 13.45 15.55 210 bp 16.16 16.57 17.03 17.43 17.82

Net margin 8.35 9.60 124 bp 9.96 10.19 10.47 10.72 10.96

Tax rate 37.89 38.30 41 bp 38.40 38.50 38.50 38.50 38.50

Source:  The company and RBC Capital Markets estimates.
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