
We recommend a HOLD for Chipotle because of its 
strong relative positioning, overall positive industry 
outlook, and continued store growth opportunities.

Drivers of Thesis
• Strong Brand: Chipotle is dominant in the quick-

service restaurant space specializing in healthier 
food options. Chipotle has strong brand positioning 
and for many is the top quick-service food option 
with Mexican food.

• Technological Innovation: Technology is creating 
opportunities for innovation within the restaurant 
space as AI and technology can increase 
operational efficiency within these companies. 
Chipotle is embracing robots and tech to improve 
in-store operations, reduce labor costs, and 
improve the efficiency and speed of its stores.

• Store Growth and Expansion: Chipotle 
management has outlined ambitious expansion 
plans in the next few years and a new focus on 
expanding overseas operations.

Risks to Thesis
• Competition: Chipotle operates in a highly 

competitive environment with consumers having 
many different quick-service options and easily 
available substitutes. This means consumers can be 
highly elastic to changes in prices or Chipotle’s 
overall experience.

• Public Scrutiny: Chipotle recently came under 
public scrutiny for suspicions of shrinking portion 
sizes. An internal survey found that about 10% of 
meals were too small. Scrutiny over portion sizes, 
ingredients, and food quality/quantity could present 
a risk to Chipotle.

Investment Thesis

Company Overview
Chipotle Mexican Grill, Inc. engages in the business of developing and operating restaurants that serve a 
wide menu of burritos, burrito bowls, quesadillas, tacos and salads made using fresh, high-quality 
ingredients. The company was founded by Steve Ells in 1993 and is head quartered in Newport Beach, CA.
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Chipotle Mexican Grill (NYSE: CMG) is a 
Mexican quick-service restaurant in the consumer 
discretionary sector.

We recommend a HOLD rating as Chipotle is a 
strong performing and young company with a 
great growth profile. Its ability to operate without 
debt, embrace technology to improve operations, 
expand rapidly, and its prioritization of quality 
and fresh ingredients will drive this growth.

Executive Summary

Company Analysis
Business Profile & Corporate Strategy:
Chipotle Mexican Grill distinguishes itself by serving 
high-quality and sustainably sourced ingredients. Their 
goal is to provide customers with great-tasting sizeable, 
and customizable meals using fresh, organic, and 
responsibly sourced ingredients. The quality of their 
ingredients and the highly customizable nature of their 
food is what sets them apart from other quick-service 
restaurants. Chipotle aims to use technology to enhance 
its operations and drive growth and productivity to best 
serve their customers delicious and healthy meals in a 
quick and efficient manner. 
It currently has over 3,600 restaurants throughout the 
United States and 70 international stores. Chipotle 
executives have said the company expects to open 285 to 
315 stores by the end of 2024 which would be about a 
10% increase from opening 271 in 2023. The company 
owns all of its stores and does not operate in a franchise 
model like some of its competitors. Chipotle strategically 
prioritizes full-price sales and believes the quality of its 
food encourages consumers to get Chipotle without 
relying on discounts to attract customers showcasing 
strong brand position and loyalty. By focusing on the 
quality and consistency of its food over all else it 
differentiates itself from the competition. 
Catalysts for Growth:
There are several potential catalysts and opportunities for 
growth for Chipotle including amplifying and incorporating 
new technology to improve operational efficiency and 
reduce costs, investing into its digital and mobile ordering 
service, along with restaurant expansions, particularly 
internationally. Chipotle has recently started using robots as 
a test in a couple of its stores for making and seasoning 
tortilla chips, prepping avocados for guacamole, and making 
bowls. If this is successful and sees significant expansion it 
could help improve speed of service and reduce labor costs 
for Chipotle. This is one of many potential technological 
innovations Chipotle could incorporate to improve its 
operations.

Along with technological change is the potential for 
further expansion. Currently about 98% of 
Chipotle’s 3600 locations are in the United States. 
The company has historically experienced slow 
growth outside of the United States, but this is 
intentional from a management perspective to 
ensure that their international growth while slow, is 
thought out and successful. Just this year, they 
opened their first location in Kuwait which displays 
their ambition for international growth. Chipotle 
plans to open between 315 and 345 stores in 2025 
which would be a company record and several of 
those are expected to be in locations outside of the 
United States. 

A further growth catalyst could be digital orders. In 
2023, Chipotle received around 37% of its revenue 
from mobile/digital orders, this number has 
increased YOY for the past 3 years and will likely 
continue to do so. This could continue to be a 
significant growth focus for the company. 

Revenue Analysis:

Chipotle’s main source of revenue is from food and 
beverage sales with the second source being from 
delivery sales through third party apps like 
DoorDash. Common purchases include items such 
as burritos, tacos, burrito bowls, chips and queso, 
quesadillas, and salad. In the third quarter of 2024, 
approximately 99.4% of Chipotle’s revenue came 
through food and beverage with delivery being 
responsible for 0.6% of revenue. We believe the 
delivery service revenue will continue to decline in 
revenue share as it has since the country began to 
open back up after Covid-19 and have forecasted a 
decline of 7% for 2024 and a continuous decline of 
4% per year in delivery revenue after 2026. 
Delivery service revenue experiences negative 
growth in both 2022 and 2023. A significant portion 
of food and beverage revenue comes through digital 
sales which made up 37.4% of that revenue in 2023. 
Unlike some of its competitors in the quick-service 
industry, Chipotle does not invest much in 
promotions or discounts. It prioritizes full-price 
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sales and believes that it has the required brand 
positioning to leverage strong sale growth without the 
heavy use of discounts that competitors such as 
McDonalds employs.

Chipotle. We are forecasting total revenue growth 
hovering around 15% for the next several years 
with it reaching around 16.5% growth in 2025.

Expense and Earnings Analysis:

The largest expense item for Chipotle is food, 
beverage, and packaging costs which made up 
approximately 29.5% of sales in 2023. The net 
largest is labor which made up 24.7% of sales in 
2023. Other operating costs made up approximately 
20% of sales including occupancy and other costs. 
At the end of fiscal year 2023, Chipotle experienced 
a profit margin of 12.4% which was a 2% increase 
from the previous year. We forecast a profit margin 
around 12-13% for the next several years until 2029 
where we expect it to reach around 13.2%.

We are forecasting that as Chipotle expands it will 
successfully lower operating costs as a % of sales 
and improve its margins. We used a 3-year 
historical average to forecast operating costs as a % 
of sales. We believe this timespan offers the most 
accurate representation of future costs for Chipotle 
along with small decreases to adjust for 
improvements in operations to reduce costs such as 
technology helping lower labor costs and inflation 
lowering to improve product costs. 

We have forecasted operating costs such as food, 
beverage, and packaging cost to make up 
approximately 29% of sales in the future using a 3-
year historical average and expectations about 
lowering food inflation and technological 
innovation helping to improve operational 
efficiency. We have forecasted future labor costs to 
make up about 25.2% of sales using a 3-year 
historical average. These are by far the most 
significant operating cost categories for Chipotle. 
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Chipotle has experienced steady revenue growth 
since 2017, and we expect this to continue fueled by 
an increase in both same-store sales and store 
expansions. The above chart displays sales growth 
from 2020-2023. While some of their revenue 
growth has come through post-Covid inflation, it is 
still a sign of strong growth for the company. In 
2022 and 2023 revenue by store experienced growth 
of between 6 and 7%, prices were increased about 
10-15% between 2020 and 2023 driving a lot of this 
revenue growth. An increase in prices goes straight 
to the bottom line and is healthy for profitability if it 
can be pulled off without losing sales. Revenue by 
store has increased in each of the last 9 years and we 
forecast it to continue to increase at around a 7.5% 
rate in the next years.

We expect store growth to remain strong as Chipotle 
management has cited store growth as a strong priority in 
the coming years. As mentioned earlier, Chipotle plans 
on opening between 315 to 345 new stores in 2025 which 
would represent a growth of around 9-10%. International 
expansion is seen as an opportunity for growth and the 
opening of a store in Kuwait this year, the company’s 
first in Asia, displays their intentions for growth both 
domestically in the U.S. and abroad. New store growth 
will help to drive strong overall revenue growth for
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We believe labor costs will not increase significantly 
for Chipotle. They have piloted a couple of new 
technologies in California stores that could help 
improve operational efficiency and cut labor costs. 
While wage growth is still outpacing inflation, the 
rapid rate at which it was occurring post-Covid is



slowing down which should allow Chipotle to keep it at a 
steady rate and help keep overall costs from growing to 
protect their margins. The current job market favors 
employers which also helps to keep wage costs lower. 
We have forecasted future labor costs to make up 
approximately 25.2% of sales using recent historical 
averages and management guidance.

Capital Expenditures:
In 2024, Chipotle will likely open between 285 and 315 
new stores followed by a projected 315 to 345 new stores 
in 2025 which would represent around a 9-10% increase 
in store count each year. Chipotle spent approximately 
$561 million in capital expenditures in 2023 which 
represents a 17% YOY increase from 2022. We project 
capital expenditures to continue to increase as Chipotle 
pursues expansion and store growth. We used historical 
averages of CapEx along with management guidance on 
future store openings to forecast future capital 
expenditures. We have a forecasted CapEx of $660m for 
2025 which would represent about a 18% increase from 
the previous year. This is driven by the previously 
mentioned growth in new store openings as Chipotle is 
expected to add more stores in 2024 and 2025 than in 
2023 to pursue aggressive growth.  
Capital Structure:
Chipotle is rare among the restaurant industry in that it 
does not carry any debt on their balance sheet apart from 
lease liabilities which are just rent payments on their 
stores. Chipotle sources its capital for operations from 
equity and reinvestment of profits and has not taken on 
any loans or issued any bonds for debt-sourced capital. 
Due to this, the company has a strong credit profile with 
not having debt and operating with strong margins and 
positive growth. Chipotle underwent a 50/1 stock split in 
June 2024 making their shares more affordable for their 
average investor with typical prices hovering around $43-
$69 this past year instead of being around $2400 
previously. The company does not pay out any dividends 
to shareholders and we do not see this changing in the 
near future. They do however engage in share 
repurchases to boost shareholder value.

Industry Analysis
Industry Description

The restaurant industry is typically segmented according 
to the level of service customers receive. This results in 4 
general segments: quick service, fast casual, casual 
dining, and fine dining. The quicker the service tends to 
be, the cheaper the products that the restaurants sell also 
tend to be. Industry revenue is measured across several 
product and service lines which would include American, 
Italian/pizza, Seafood, Asian (Chinese, Japanese, Tai), 
and more. American chains tend to appeal to the broadest 
market in the United States. American chains tend to sell 
food items such as burgers, steaks, salads, fires, and 
more. These foods are so pervasive in American culture

that they have been the main driver of growth in 
chain restaurants over the past 50 years.

Firms in this industry typically make money 
through food and beverage sales. Drinks 
represent a low-cost and high margin 
opportunity for restaurants across classifications 
to make money. However, there are many 
different possible revenue streams for 
restaurants including: food and beverage sales, 
alcohol sales, online ordering and delivering 
services, loyalty programs, catering services, 
special events and private dining, and 
merchandise sales. Most restaurants buy their 
ingredients wholesale and for reduced prices 
since they are not buying from expensive 
grocery stores for the most part. They then cook 
and sell their products at a marked-up price to 
make a profit all while dealing with high 
overhead costs. There are several cost sources 
for restaurants but some of the major ones 
include ingredients (COGS), rent/property costs, 
insurance, and labor. This industry is a crucial 
aspect of the American economy. 

Recent Developments and Industry Trends:

Currently there have been some changes and 
developments in the restaurant industry in 2024. 
Owners and operators are benefiting from 
declining inflation, recovering supply chains, and 
easing labor shortages. For a while high inflation 
had caused food and wage prices to drastically 
increase but that inflationary setting seems to be 
ending. Prices had been challenging restaurant 
sales, but overall consumer enthusiasm seems 
strong according to a Bank of America analyst 
report. A KPMG industry report also offered a 
perspective of “cautious optimism” for the 
restaurant industry even with headwinds from 
labor, interest rates, and inflation. The post-
pandemic restaurant industry has faced significant 
challenges with less consumers going out to eat 
and the following inflation causing price challenges 
on both the sales side and the supply chain side. 
Delivery times and freight rates have recently

Source: restaurant.org



improved, easing some cost pressures. Most of the 
industry experienced positive unit growth in 2023. 
Since 2023 consumers have displayed a notable 
preference towards spending on experiences rather 
than things and restaurants can fall into the 
experience category in some cases. Restaurants are 
also trying to do things differently themselves. Some 
notable overall trends for restaurants include 
expanding digital ordering options, improving loyalty 
programs and CRM capabilities, and investing in new 
point of sale technologies to streamline operations. 
Some are identifying future investment opportunities 
in AI and are using technology to actively transform 
their accounting, FP&A, and HR functions.

Technological Innovation

The restaurants likely to benefit the most from these 
trends and changes would be quick service 
restaurants who rely on the speed and convenience of 
their operations to attract customers. New 
technological innovation that can continue to improve 
speed of service will continue to benefit restaurants 
whose primary offering to customers is the speed at 
which they can order and receive their food. Quick 
service restaurants have also seemed to be the first to 
start embracing AI with a KPMG report stating that 
about 30% of QSR’s in a piloting and adopting stage. 
Fast casuals seem to be far behind in this category 
with almost none at the piloting stage and still 
exploring options.

Quick-Service Restaurant Porter’s Five Forces

Threat of New Entrants: Low-Moderate

Compared to other industries, the upfront capital 
required to start a restaurant is not too intensive. 
Oftentimes it is made easier by franchises. In that case, 
a franchisee would need to come up with the money 
but would have a lot of help in knowing how to set up 
the restaurant after putting up the capital if they are 
opening a franchise. There is an existing standardized 
business model already in place. Many competitors in 
the quick-service category are franchises so this 
constitutes a threat. Strong brand identity and loyalty 
of existing competitors can provide a barrier to entry 
for new competitors.

It would be difficult for a new Mexican restaurant to 
take customers away from Chipotle which has such a 
high level of brand recognition already. Regulatory 
requirements can also pose a challenge as health and 
safety standards are high in this industry. 

Bargaining Power of Suppliers: Low

There are many suppliers available for quick service 
restaurants. While quality is still an important 
consideration, price is often #1 for quick-service 
restaurants because they tend to sell food cheaper than 
restaurants that have a higher level of service. 
Suppliers are numerous for many standard ingredients 
and provide low-cost products which reduces 
bargaining power. This can be different for unique or 
specialized ingredients, but oftentimes large restaurant 
chains will vertically integrate their suppliers for those 
rendering that challenge redundant. Large chains will 
also often negotiate bulk deals to keep prices low. 

Bargaining Power of Buyers: Moderate-High

Bargaining power of consumers in this industry is 
relatively high due to high competition, abundance of 
substitutes, and the importance of price. Customers are 
highly price-sensitive in this industry and even minor 
changes in price can cause significant changes in 
customer retention and acquisition. Convenience is 
also important; customers choose restaurants based on 
how quickly they get their food. Quicker service can 
lead to more customers.

Threat of Substitute Products: High 

The threat of substitutes is high in this industry 
because many chain and quick-service restaurants 
already offer similar menus. There are a plurality of 
quick-service restaurants that offer items such as 
burgers, fries, shakes, and sandwiches. Customers can 
easily switch between different restaurants products 
according to their preferences. There is also always a 
risk of competitors expanding their menus to include 
the same products as each other if they do not do so 
already. 

Industry Rivalry Among Competitors: High

There is intense competition among competitors in this 
industry. Chipotle has competitors such as Starbucks, 
McDonalds, and more that offer quick-service food at 
a similar price point. These rivalries force company’s 
to continuously improve their operations to deliver the 
best value to consumers. New companies enter the 
industry each year and there is constant jousting in 
terms of price, speed, and service to beat each other.

Source: KPMG



Source: FactSet, $mn

Peer Comparisons

Chipotle has many competitors in the quick-service 
restaurant industry, notable competitors are listed in 
the table above along with their market cap, revenue, 
and net income. Chipotle ranks 4th in net income and  
3rd in market cap and revenue. All dollar amounts are 
in millions.

Many of Chipotle’s competitors have debt as a major 
source of capital. Chipotle does not carry any debt on 
the balance sheet which allows them to retain a larger 
portion of sales since they do not pay interest 
expense. 
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Chipotle ranks 3rd amongst its competitors in net 
income % of sales. This ratio is effectively measuring 
how well each company retains their sales at profit. 
The quick-service restaurant industry has tight margins 
due to high labor costs and inputs, turning sales into 
profit is an important measure for the industry.

Source: Bloomberg

Source: Bloomberg

Operational Metrics

Comparing the currently opened store locations of 
each of Chipotle’s competitors along with 
comparing revenue per store shows how effectively 
their operations are performing. Chipotle is unique 
compared to its competitors, 98% of the locations 
are located in the United States and almost all the 
stores are in North America. Chipotle also does not 
franchise their stores; the corporation retains 100% 
control over all active store. The only other 
competitor with no franchisees is Darden. Retaining 
ownership over stores can increases COGS expense 
for the corporation, however we argue that it is a 
benefit for Chipotle since they can deliver better 
value to consumers.

Chipotle ranks 5th in revenue per store compared to 
its peers while also ranking 5th in store locations. We 
expect Chipotle to keep growing moving forward 
and invest in opening more store locations in both 
the U.S and  venturing into the international market.
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Current Dividend Yield

A key part in any valuation model is analyzing the 
dividend yield and factoring dividends into the expected 
return. Chipotle does not pay out a dividend yet, it is 
not uncommon for a young corporation like Chipotle to 
not pay out a dividend since they are still investing in 
their operations. However, competitors in the quick-
service restaurant industry have a relatively high 
dividend yield. The five competitors above have a 2.2% 
average dividend yield which is considerably larger 
than the S&P 500 average of 1.6%. 
Given Chipotle’s recent 50-1 stock split, it is 
foreseeable that valuation, Chipotle will begin to payout 
a dividend. It is not factored into our valuation, but 
given the high average yield in the industry we believe 
that chipotle will eventually pay out a significant 
dividend. 

Source: Bloomberg

Source: Bloomberg



Macroeconomic Analysis
Interest Rates:
Federal funds interest rates are essentially the cost of 
borrowing money. They are important to the consumer 
discretionary industry because consumer discretionary 
spending depends heavily on how much money 
consumers have available to spend on things they do not 
need. In general, when interest rates are high there is less 
consumer discretionary spending because the cost of 
borrowing money is much higher, and the general 
population tends to be more cautious with spending. 
Federal funds rates impact consumers as they influence 
the money supply beginning with banks which trickles 
down to consumers. The fed lowers them to stimulate 
economic growth and increases them to slow it. When 
interest rates are low, and money is cheaper to borrow, 
discretionary spending tends to increase as consumers 
feel more comfortable with borrowing money at lower 
rates. It also affects companies by increasing their cost of 
debt and can impact financing decisions. 

In the short-term we are forecasting that interest rates will 
decrease by about .25%-.5% from the current 4.75-5% in 
the next 6 months or so as the fed looks to continue to 
stimulate the economy without increasing inflation. In the 
long-term (2 years) we are forecasting that interest rates 
will fall closer to or below their long-term average of 
around 4% as the Fed tries to balance economic growth 
with inflation concerns. The above forecast displays 
interest rates reaching 4% by the end of 2024. This is 
slightly  more ambitious than our forecast. As interest 
rates continue to fall, consumers should begin to feel 
more comfortable again with discretionary spending. We 
foresee a growth in spending in this sector as money 
becomes cheaper and borrowing increases and should 
help Chipotle as consumers have more disposable income 
after treasury and corporate yields fall to follow the fed 
rate.

Source: OECD

Consumer Confidence Sentiment:

Aside from hard economic factors like interest rates 
and unemployment, how consumers feel about the 
economy regardless of its factual performance is 
just as important. If consumer confidence is strong, 
then consumer discretionary spending can persist at 
high levels regardless of other factors. Recessions 
typically occur when consumer confidence is low 
and spending falls. Oftentimes when this happens, 
the consumer discretionary sector is one of the first 
to be affected because, the sector is made up of 
things that consumers do not strictly need. The 
public is likelier to feel comfortable spending 
money to go out to eat in a restaurant if they are 
confident in the economy and comfortable spending 
their income. 

We forecast a slight improvement in 
consumer confidence in the near future. The 
above chart displays a rise in consumer 
expectations for the future in the coming 
years. This is driven by growing confidence 
in the labor market and in the avoidance of a 
recession as inflation continues to fall and 
interest rates are expected to be cut. In the 
long-term we are forecasting an increase as 
well. Our group expects consumer confidence 
to continue to slowly rise if inflation 
continues to come down and the labor market 
recovers. 
This could easily change however if the labor 
market does not heat up or if inflation rises. A 
growth in consumer confidence should result 
in a growth in consumer spending and an 
increase in restaurant visitation. For a 
restaurant chain like Chipotle that relies 
heavily on consumers being able to afford to 
eat out rather than buying on a budget, this 
bodes well for the future.

Source: Conference Board



Unemployment Rate:
Unemployment and the consumer discretionary sector are 
inextricably linked. The companies that supply consumer 
discretionary goods can see their sales drop suddenly in 
response to widespread decreases in consumers' incomes 
or increases in prices. Not surprisingly, their stocks' share 
prices usually follow on this pattern. when people lose 
their jobs, they lose much if not all of their discretionary 
demand, and the restaurant industry, including Chipotle, 
will lose revenue if   customers stop visiting their stores 
due to unemployment. 

Source: Statista

In the short-term (6 months), we are forecasting an 
unemployment rate of 4-4.5% driven by expected 
Federal Funds rate cuts, softened oil prices, and a 
resilient domestic jobs market as the economy aims 
for a “soft-landing”. It was currently at 4.1% in the 
latest jobs report in October 2024.  In the long run 
(2-3 years) we forecast 4.5-5% driven by rising 
commodity prices, tariffs affecting companies bottom 
lines, and an increase in job redundancy due to 
technology. The above chart with a forecast from 
Statista displays a long-run projection of 4.5% 
through 2034 which agrees with our forecast. With 
UE rates projected to be relatively stable our team 
believes that it will not change Chipotle’s current 
situation significantly. If UE does rise, the other side 
of the equation is that labor costs may fall as there 
will be more competition for jobs as there will be 
more people looking for work. There will be less 
people looking to eat at restaurants, but lower labor 
costs could help balance those effects. 

Producers Price Index:
The producers price index is the measure of the final 
selling prices producers get for their goods, useful in 
elucidating the trend for product costs in the 
restaurant industry and the leading indicator for 
consumer price inflation. We believe the Producers 
Price Index will remain relatively stable in the short 
term with a recent decrease in PPI for goods 
balanced out by an increase for services, a trend we 
expect to continue. In the long-term, we project the

United States producers price index to Increase 
by around 1%. This is driven by easing 
disinflation and future tariff impositions that will 
make trade more expensive. PPI is an important 
metric for the consumer discretionary sector as it 
tracks the best with final inflation numbers, and 
any increases in producer costs especially in the 
restaurant or consumer discretionary industry tend 
to get passed down to consumers. 

Inflation
Inflation is a key indicator of our industry 
because it plays a significant role in the pricing 
and profitability of consumer goods. Increasing 
inflation results in higher direct material and 
direct labor costs, which are two of the most 
important costs in the industry. As costs rise and 
prices reflect them, it also impacts customer 
traffic as an increase in prices may cause less 
customers to eat out at restaurants which could 
hurt Chipotle. 

We forecast inflation will continue to cool off 
down to 2-2.5% in the short-run in the United 
States as the Fed continues to carefully monitor 
the money supply by making strategic minimal 
cuts (~25-50 bps) to the federal funds rate. 
Inflation had been high due to supply chain 
disruptions, rising labor costs, and pent-up 
consumer demand after the pandemic and 
Russia’s invasion of Ukraine. It has already been 
falling this fiscal year and is currently at 2.4%. 
We forecast inflation will return to normal levels 
of 2-2.5% in the long run as global supply chains 
recover, oil  prices fall, and consumer demand 
continues to cool as a reaction to previous 
inflation. Potential new fiscal policy changes 
could affect this forecast though. With most of the 
the company’s revenue coming from the United 
States (a handful of operations in Canada, France, 
Germany, the UK, and Kuwait), cooling inflation 
in this country is a positive

Source: Factset



outlook for Chipotle although it may come with 
consumer pressure to lower prices and upward pressure 
on wages if the labor market improves for workers. As a 
caveat however, if across-the-board tariffs are imposed 
by the U.S. than that would adjust our inflation forecasts 
to a rate of around 3% in the next couple of years, 
affecting product and labor costs.

Retail and Food Service Sales:
Retail trade sales and food service sales are correlated 
directly with the growth of our company Chipotle 
Mexican Grill Inc., and the consumer discretionary 
sector. If retail and food service sales are strong across 
the industry, it suggests that sales and revenue should be 
strong for Chipotle. 

Source: Escoffier

We forecast that retail trade sales and food service sales 
will increase 1.5-2% over the coming 6 months. Retail 
trade sales are up 2.6% from last year, and more 
specifically, food services and drinking places are up 
2.9% from last year. Food service and drinking places 
have had higher growth than retail ad should continue 
to grow. 
Over the next 2-3 years we’re expecting growth rates to 
be 4.5-5% per year for the retail trade and food service 
sales industry. Lower inflation rates allow consumers to 
have more spending power and companies to have 
larger profit margins with lower product costs. Our 
forecast shows a healthy, growing retail trade and food 
service sales industry. We expect this trend to positively 
impact Chipotle and lead to revenue growth with 
increased same-store-sales and more new store 
openings.

Valuation Description

Discounted Cash Flow and Economic Profit Model

Estimated Share Price: $61.28

Our DFC and EP model’s are the best and most accurate 
projection of Chipotle’s true value. These specific 
valuation methods best allow for incorporating Chipotle’s

unique operating model and brand such as 
operating without debt. These models involve 
discounting the company’s future cash flows and 
expected economic profit to derive a share price. 

This model is a 7-year projection after which we 
anticipate steady state growth. During the process 
of forecasting the free cash flows and economic 
profits used in these valuations we were best able 
to consider important factors such as revenue 
growth, operating profit, invested capital, and 
potential risks to the business. We are confident 
in our assumptions used in these valuations and 
believe that the DCF and EP models are the most 
accurate way to value Chipotle using publicly 
available information. The reasoning and 
assumptions behind revenues and expenses 
forecasts are included in their respective 
decompositions in the company description 
section, however other major items and 
assumptions that went into these models are 
described below.

Balance Sheet

For most of our major balance sheet items we 
were able to forecast them using historical 
averages of their % of revenue on the income 
statement. Doing so allowed our forecasts to use 
growth rates similar to actual historical growth 
rates of those items. Specific balance sheet 
assumptions were also created for major accounts 
when forecasting them using historical averages 
of revenue % was not appropriate. For example, 
net Property Plant and Equipment (PPE) was 
forecasted as a function of projected Capital 
Expenditures less deprecation. Our CAPEX 
projection came from management notes for the 
2024 expected CAPEX increasing year over year 
by inflation. Operating Lease assets increase year 
over year % growth of PPE, Chipotle participates 
in sale-leasebacks for a large portion of their PPE. 
Operating Lease liabilities are forecasted by the 
lease liability ratio, which is calculated as the 
historical average of lease liabilities divided by 
historical average of lease assets.

Cost of Equity and Debt

We calculated the cost of equity using the Capital 
Asset Pricing Model (CAPM). We used a 10-year 
treasury bond yield of 4.3% as the risk-free rate, a 
Bloomberg 5 year weekly average raw beta for 
beta, and used the 1928-2022 geometric average 
premium over the 10-year treasury bond for the 
equity risk premium. With these assumptions we 
calculated a 9.51% cost of equity. 



For the cost of debt, we used the same 10-year treasury 
bond rate of 4.3% as the the risk-free rate and an implied 
default premium of 1.23%. We used the YTM on 
McDonald’s 10-year treasury bond to find a pre-tax cost 
of debt of 5.53%. We used McDonalds as they are a peer 
of Chipotle and Chipotle does not issue their own bonds. 
After applying a marginal tax rate of 24.15% we 
calculated an after-tax cost of debt of 4.19%.

WACC

When calculating the WACC we found the weight of 
equity in Chipotle’s capital structure to be 95.49% and 
the weight of debt to be 4.51%. We multiplied these 
weights by their respective costs of equity and after-tax 
cost of debt of 9.51% and 4.19% to arrive at a WACC of 
9.27%. We then used this WACC to discount our 
forecasted free cash flows from 2024-2030 to arrive at a 
present value of future cash flows that would be used in 
our DCF and EP valuations. 

Relative Valuation to Peers

Estimated Share Price Range: $24.87 - $88.21

We found the most comparable competitors to use as peer 
comparisons to be McDonalds, Starbucks, YUM! Brands, 
Restaurant Brands Int, Papa John’s, Wendy’s, and 
Domino’s Pizza. 
We used relative valuation ratios such as P/E for 2024 
and 2025 along with PEG for 2024 and 2025. When 
examining Chipotle’s operations and capital structure it is 
apparent that relative valuation is not a reliable or 
accurate method of valuing the company. Chipotle has 
significant differences from its industry peers such as 
operating without debt and focusing on different 
priorities. For example, competitor’s such as McDonalds 
focus on speed of service, Domino’s focuses on its 
delivery business, and Starbuck’s main focus area is 
coffee and not food. These differences leave Chipotle 
with a very different P/E and PEG than many of its peers. 
We decided relative valuation is not a reliable method of 
valuing Chipotle due to these differences and the wide 
range of peer P/E and PEG ratios. 

Dividend Discount Model

Estimated Share Price: $39.12

As Chipotle does not pay out dividends to its 
shareholders we see the dividend discount model as the 
least reliable method of valuation for Chipotle. The DDM 
was just done through discounting a future stock price 
without intermediate dividends. We do not predict the 
company will pay dividends in the future. 

In this table we tested what effects changing the 
risk-free rate and the beta would have on the final 
DCF and EP valuation price. Changing the beta 
seemed to have a more significant effect on the final 
stock price than changing the risk-free rate with 
more drastic changes in the price. Both variables are 
used in calculating the WACC and it seems that 
changing the beta would have a greater effect on the 
final WACC than changing the risk-free rate. These 
variables could potentially be affected by interest 
rate changes by the federal reserve macroeconomic 
shocks.

Equity Risk Premium vs Pre-Tax Cost of Debt

In this table we tested what effects changing the 
equity risk premium and the pre-tax cost of debt 
would have on the final DCF and EP valuation 
price. Changing the equity risk premium seemed to 
affect the final stock price significantly more than 
the pre-tax cost of debt. This is because Chipotle’s 
capital structure is so heavily weighted on the equity 
side that changes that affect the cost of equity will 
have a larger affect than changes that affect the cost 
of debt because Chipotle essentially operates 
without debt. 

Food and Beverage Revenue Growth Rates 
(2024-2030) vs Delivery Revenue Growth 
(2024-2030)

In this table we tested what effects changing the 
steady-state food and beverage revenue growth rate 
and the steady-state delivery revenue growth rate 
would have on the final valuation price. Changing 
the food and beverage revenue growth rate had a

Sensitivity Tables

Risk-Free Rate vs Beta



much higher impact on the final stock price. This is 
because Chipotle gets less than 1% of it’s revenue 
from deliveries. In-store and mobile order sales make 
up a much higher portion of Chipotle’s revenue. These 
factors could be affected by price changes, shifts in 
consumer preferences, and menu changes among other 
things. 

Food, Beverage, Packaging Costs as a % of Sales 
(2024-2030) vs Labor Costs as % of Sales (2024-
2030)

In this table we tested what effects changing the food, 
beverage, and packaging costs as a % of sales and the 
labor costs as a % of sales would have on the final 
valuation stock price. The two variables seemed to have 
a similar affect to the final valuation price as they are 
both categories of Chipotle’s COGS. However, food, 
beverage, and packaging costs seemed to have a slightly 
larger effect. This is because they make up a larger 
portion of Chipotle’s costs than labor by a small 
amount. Inflation, wage growth, unemployment, and 
other factors could affect these variables. 

Steady-State Store Growth (2028-2030) vs 
Revenue per Store Growth (2024-2030)

In this table we tested what effects changing the 
steady-state new store growth and the revenue per 
store forecasts would have on the final valuations 
stock price. The two variables seemed to have nearly 
an identical effect on the final stock price. This is 
likely because total revenue growth forecasts were 
developed using a combination of the two growth 
rates, so both have a very similar effect on revenue 
growth. These factors could be affected by 
management ambitions, menu items, price changes, 
regulatory and geopolitical variables that could affect 
international expansion.

Important Disclaimer
This report was created by students enrolled in the 
Security Analysis (6F:112) class at the University of 
Iowa. The report was originally created to offer an 
internal investment recommendation for the 
University of Iowa Krause Fund and its advisory 
board. The report also provides potential
employers and other interested parties an example of 
the students’ skills, knowledge and abilities. 
Members of the Krause Fund are not registered 
investment advisors, brokers or officially licensed 
financial professionals. The investment
advice contained in this report does not represent an 
offer or solicitation to buy or sell any of the 
securities mentioned. Unless otherwise noted, facts 
and figures included in this report are from publicly 
available sources. This report is not a complete 
compilation of data, and its accuracy is not
guaranteed. From time to time, the University of 
Iowa, its faculty, staff, students, or the Krause Fund 
may hold a financial interest in the companies 
mentioned in this report.

Conclusion
In conclusion, we recommend a HOLD rating for 
Chipotle as we expect continued growth driven by 
strong brand positioning, technological innovation,  

and new store expansion and growth. Our analysis 
supports a hold rating on Chipotle as we expect to 
see a continued rise in their valuation supported by 
our DCF and EP target price of $61.28
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