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1 NAME OF REPORTING PERSON

I.R.S. IDENTIFICATION NO. OF ABOVE PERSONS (ENTITIES ONLY)
 
Marcato Capital Management LLC

 

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
 
 

(a)  o
(b)  o

3 SEC USE ONLY
 
 

 

4 SOURCE OF FUNDS
 
AF

 

5 CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) or 2(e)
 
 

o

6 CITIZENSHIP OR PLACE OF ORGANIZATION
 
Delaware

 

NUMBER OF
SHARES

BENEFICIALLY
OWNED BY EACH

REPORTING PERSON
WITH

7 SOLE VOTING POWER
 
0

8 SHARED VOTING POWER
 
1,021,486

9 SOLE DISPOSITIVE POWER
 
0

10 SHARED DISPOSITIVE POWER
 
1,021,486

11 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
 
1,021,486

 

12 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
 
 

o

13 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
 
5.5%

 

14 TYPE OF REPORTING PERSON
 
IA
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1 NAME OF REPORTING PERSON

I.R.S. IDENTIFICATION NO. OF ABOVE PERSONS (ENTITIES ONLY)
 
Richard T. McGuire III

 

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
 
 

(a)  o
(b)  o

3 SEC USE ONLY
 
 

 

4 SOURCE OF FUNDS
 
AF

 

5 CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) or 2(e)
 
 

o

6 CITIZENSHIP OR PLACE OF ORGANIZATION
 
United States of America

 

NUMBER OF
SHARES

BENEFICIALLY
OWNED BY EACH

REPORTING PERSON
WITH

7 SOLE VOTING POWER
 
0

8 SHARED VOTING POWER
 
1,021,486

9 SOLE DISPOSITIVE POWER
 
0

10 SHARED DISPOSITIVE POWER
 
1,021,486

11 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
 
1,021,486

 

12 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
 
 

o

13 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
 
5.5%

 

14 TYPE OF REPORTING PERSON
 
IN
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1 NAME OF REPORTING PERSON

I.R.S. IDENTIFICATION NO. OF ABOVE PERSONS (ENTITIES ONLY)
 
Marcato, L.P.

 

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
 
 

(a)  o
(b)  o

3 SEC USE ONLY
 
 

 

4 SOURCE OF FUNDS
 
WC

 

5 CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) or 2(e)
 
 

o

6 CITIZENSHIP OR PLACE OF ORGANIZATION
 
Delaware

 

NUMBER OF
SHARES

BENEFICIALLY
OWNED BY EACH

REPORTING PERSON
WITH

7 SOLE VOTING POWER
 
0

8 SHARED VOTING POWER
 
253,254

9 SOLE DISPOSITIVE POWER
 
0

10 SHARED DISPOSITIVE POWER
 
253,254

11 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
 
253,254

 

12 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
 
 

o

13 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
 
1.4%

 

14 TYPE OF REPORTING PERSON
 
OO
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1 NAME OF REPORTING PERSON

I.R.S. IDENTIFICATION NO. OF ABOVE PERSONS (ENTITIES ONLY)
 
Marcato II, L.P.

 

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
 
 

(a)  o
(b)  o

3 SEC USE ONLY
 
 

 

4 SOURCE OF FUNDS
 
WC

 

5 CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) or 2(e)
 
 

o

6 CITIZENSHIP OR PLACE OF ORGANIZATION
 
Delaware

 

NUMBER OF
SHARES

BENEFICIALLY
OWNED BY EACH

REPORTING PERSON
WITH

7 SOLE VOTING POWER
 
0

8 SHARED VOTING POWER
 
35,657

9 SOLE DISPOSITIVE POWER
 
0

10 SHARED DISPOSITIVE POWER
 
35,657

11 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
 
35,657

 

12 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
 
 

o

13 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
 
0.2%

 

14 TYPE OF REPORTING PERSON
 
OO

 

 

 
 



 
 
CUSIP No. 254423106
 

SCHEDULE 13D Page 6 of 10

 
1 NAME OF REPORTING PERSON

I.R.S. IDENTIFICATION NO. OF ABOVE PERSONS (ENTITIES ONLY)
 
Marcato International Master Fund, Ltd.

 

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP
 
 

(a)  o
(b)  o

3 SEC USE ONLY
 
 

 

4 SOURCE OF FUNDS
 
WC

 

5 CHECK BOX IF DISCLOSURE OF LEGAL PROCEEDINGS IS REQUIRED PURSUANT TO ITEMS 2(d) or 2(e)
 
 

o

6 CITIZENSHIP OR PLACE OF ORGANIZATION
 
Cayman Islands

 

NUMBER OF
SHARES

BENEFICIALLY
OWNED BY EACH

REPORTING PERSON
WITH

7 SOLE VOTING POWER
 
0

8 SHARED VOTING POWER
 
732,575

9 SOLE DISPOSITIVE POWER
 
0

10 SHARED DISPOSITIVE POWER
 
732,575

11 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
 
732,575

 

12 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (11) EXCLUDES CERTAIN SHARES
 
 

o

13 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
 
4.0%

 

14 TYPE OF REPORTING PERSON
 
OO
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Item 1. Security and Issuer.  

 The name of the issuer is DineEquity, Inc., a Delaware corporation (the "Issuer").  The address of the Issuer's principal executive offices
is 450 North Brand Boulevard, Glendale, CA, 91203, United States of America.  This Schedule 13D relates to the Issuer's Common
Stock, par value $0.01 per share (the "Shares").

 

   
 
 
Item 2. Identity and Background.  

 (a), (f) This Schedule 13D is being filed by Marcato Capital Management, LLC, a Delaware limited liability company
("Marcato"), Richard T. McGuire III, a United States citizen, Marcato, L.P., a Delaware limited partnership, Marcato II,
L.P., a Delaware limited partnership, and Marcato International Master Fund, Ltd., a Cayman Islands exempted
company.  Marcato, Mr. McGuire, Marcato, L.P., Marcato II, L.P. and Marcato International Master Fund, Ltd. are each a
"Reporting Person" and are collectively referred to herein as the "Reporting Persons".

 

    
 (b) The principal business address for each of the Reporting Persons is One Montgomery Street, Suite 3250, San Francisco,

CA 94104.
 

    
 (c) Mr. McGuire is the managing member of Marcato, an investment adviser that serves as general partner of Marcato, L.P.

and Marcato II, L.P. and investment manager of Marcato International Master Fund, Ltd.
 

    
 (d) Mr. McGuire has not, during the last five years, been convicted in a criminal proceeding (excluding traffic violations or

similar misdemeanors).
 

    
 (e) None of the Reporting Persons have, during the last five years, been a party to a civil proceeding of a judicial or

administrative body of competent jurisdiction and as a result of such proceeding was or is subject to a judgment, decree or
final order enjoining future violations of, or prohibiting or mandating activities subject to, federal or state securities laws or
finding any violation with respect to such laws.

 

   
 
 
Item 3. Source and Amount of Funds or Other Consideration.  
   
 The net investment costs (including commissions, if any) of the Shares directly owned by the private investment funds advised by

Marcato is approximately $53,766,584.
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Item 4. Purpose of Transaction.  
   
 The acquisitions of these securities were made in the ordinary course of the Reporting Persons' investment activities.

 
The Reporting Persons have engaged, and expect that in the future they will continue to engage in discussions with and/or meet with
management, the Board of Directors of the Issuer, potential acquirers, financing sources and other shareholders and/or formulate plans
or proposals regarding the Issuer or its securities. As part of such activities, the Reporting Persons may take positions or make
proposals with respect to, among other things, the Issuer's capital structure and policies regarding returning capital to shareholders,
operations, management, Board of Directors composition, strategy and future plans, as a means of enhancing shareholder value. Such
suggestions or positions may include one or more plans or proposals that relate to or would result in any of the actions required to be
reported herein.
 
On December 19, 2012, Marcato sent a Letter and Discussion Materials to Julia Stewart, Chairman, CEO and President of DineEquity,
Inc. A copy of the Letter and Discussion Materials are attached as Exhibits 1 and 2.
 
Except as set forth in this Item 4, the Reporting Persons currently have no plans or proposals that would relate to or would result in: (a)
any extraordinary corporate transaction involving the Issuer; (b) a sale or transfer of a material amount of assets of the Issuer; (c) any
change in the present Board of Directors or management of the Issuer; (d) any material change in the present capitalization or dividend
policy of the Issuer; (e) any material change in the operating policies or corporate structure of the Issuer; (f) any change in the Issuer's
charter or by-laws; (g) the Shares ceasing to be authorized to be quoted in the over-the-counter security markets; or (h) causing a class of
equity securities of the Issuer to become eligible for termination of registration pursuant to Section 12(g)(4) of the Securities Exchange Act
of 1934.
 
The Reporting Persons reserve the right, at a later date, to effect one or more of such changes or transactions in the number of Shares
they may be deemed to beneficially own.

 

   

Item 5. Interest in Securities of the Issuer.  
   
 (a) - (e) As of the date hereof, (i) Marcato and Mr. McGuire may be deemed to be the beneficial owners of 1,021,486 Shares (the

"Marcato Shares"), constituting 5.5% of the Shares, (ii) Marcato, L.P. may be deemed to be the beneficial owner
of 253,254 Shares, constituting 1.4% of the Shares, (iii) Marcato II, L.P. may be deemed to be the beneficial owner of
35,657 Shares, constituting 0.2% of the Shares and (iii) Marcato International Master Fund, Ltd. may be deemed to be the
beneficial owner of 732,575 Shares, constituting 4.0% of the Shares, each based upon 18,429,500 Shares outstanding as
of October 26, 2012.
 
Marcato, L.P. may be deemed to have the shared power to vote or direct the vote of (and the shared power to dispose or
direct the disposition of) 253,254 Shares.  Marcato II, L.P. may be deemed to have the shared power to vote or direct the
vote of (and the shared power to dispose or direct the disposition of) 35,657 Shares.  Marcato International Master Fund,
Ltd. may be deemed to have the shared power to vote or direct the vote of (and the shared power to dispose or direct the
disposition of) 732,575 Shares.  Marcato, as the general partner of Marcato, L.P. and Marcato II, L.P. and the investment
manager of Marcato International Master Fund, Ltd., may be deemed to have the shared power to vote or direct the vote of
(and the shared power to dispose or direct the disposition of) the Marcato Shares.  By virtue of Mr. McGuire's position as
the managing member of Marcato, Mr. McGuire may be deemed to have the shared power to vote or direct the vote of (and
the shared power to dispose or direct the disposition of) the Marcato Shares and, therefore, Mr. McGuire may be deemed to
be the beneficial owner of the Marcato Shares.
 
The transactions by the Reporting Persons in the securities of the Issuer during the past sixty days (or since the Reporting
Persons' most recent report, if shorter) are set forth in Exhibit 3.
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Item 6. Contracts, Arrangements, Understandings or Relationships with Respect to Securities of the Issuer.  
   
 None.  
   

Item 7. Material to be Filed as Exhibits.  

 Exhibit 1:  Letter to Julia Stewart from Marcato
Exhibit 2:  Discussion Materials
Exhibit 3:  Schedule of Transactions in Shares
Exhibit 4:  Joint Filing Agreement
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SIGNATURE

After reasonable inquiry and to the best of my knowledge and belief, I certify that the information set forth in this statement is true, complete and correct.

  December 20, 2012  
  (Date)  

  Marcato Capital Management LLC*
   
  By: /s/ Richard T. McGuire III  
        Richard T. McGuire III, Managing Member
     
 
  /s/ Richard T. McGuire III*  
       Richard T. McGuire III
    
    
  Marcato, L.P.

  By: Marcato Capital Management LLC, its Managing Member
   
  By: /s/ Richard T. McGuire III  
        Richard T. McGuire III, Managing Member
     

  Marcato International Master Fund, Ltd.

  By: /s/ Richard T. McGuire III  
        Richard T. McGuire III, Director
     

* This reporting person disclaims beneficial ownership of these reported securities except to the extent of its pecuniary interest therein, and this report shall not
be deemed an admission that any such person is the beneficial owner of these securities for purposes of Section 16 of the U.S. Securities Exchange Act of
1934, as amended, or for any other purpose.

Attention:  Intentional misstatements or omissions of fact constitute Federal criminal violations (see 18 U.S.C. 1001).

 
 
 



EXHIBIT 1
 
 

 
 
 

 
 
 
 
December 19, 2012
 
 
Julia Stewart
Chairman, CEO, and President
DineEquity, Inc.
450 North Brand Boulevard, 7 th Floor
Glendale, California 91203
 
cc:
Richard Dahl, Lead Director
Howard Berk
Daniel Brestle
H. Frederick Christie
Michael Gordon
Stephen Joyce
Larry Kay
Caroline Nahas
Gilbert Ray
Patrick Rose
 
 
Dear Julia,
 
We enjoyed meeting with you and your team in your offices last week. I have reflected on our discussion and wanted to follow up with more detailed thoughts
on specific steps that we think can create significant value for the owners of the Company. These are steps that can be readily executed by the Board and
management with no disruption to the important task of supporting your franchisees and driving improved performance across the franchise system.
 
As we discussed with you during our meeting, we believe that the Company is at a very important moment in its strategic life.  The refranchising campaign
associated with the Company’s 2007 acquisition of Applebee’s, and the related debt reduction effort, is now complete. The Company has successfully
transitioned its business model to that of a pure royalty collector that creates value for its network of franchisees by providing brand and menu management
expertise. In our view, this business model is very attractive.  It produces a stream of cash flow that is extremely stable and grows without capital as
 
 
 

 



 
 
franchisees add new units and work to increase same-store-sales. The critical questions that the Company must now answer are: 1) What is the best
way to capitalize the business to maximize equity value; and 2) What is the most appropriate use for the Company's generous and growing free
cash flow (again in order to maximize equity value)?
 
We have a clear point of view on this and believe that our view, or slight variations of our view, is shared by many of the Company’s largest shareholders.
Below I summarize the key points that we believe are important for you, the Board, and management to understand and incorporate into your planning for
2013 and beyond.  We have also included a series of slides that provide more detail on both our rationale as well as the implications for value.
 
I. Maintain a target leverage ratio of 5.0x Net Debt / EBITDA
 
The Company has reduced its debt levels significantly over the past five years. The current business has high margins, minimal capital requirements,
minimal earnings volatility, and moderate growth – fueled primarily through franchisee unit growth and improvements in same-store-sales. This type of
business is well-suited to carry a healthy amount of low cost borrowing to minimize the Company’s overall cost of capital. Our analysis of the current
borrowings shows that coverage ratios are healthy at the current level and further payments to reduce borrowings would only represent a very low return on
investment of the Company’s free cash flow.
 
II. Return Free Cash Flow to Shareholders
 
The Company generates substantial free cash flow in relation to its market value. With little need to reinvest capital into its operations, and a debt level that is
already appropriate, the Company should return these profits to owners. With the stock trading at a 10% free cash flow yield, the repurchase of shares would
certainly create more value than further paying down debt.  However, in this persistent low-yield environment, we believe that investors will place a significant
premium on the Company’s shares if it pays out its free cash flow in the form of an ongoing dividend.  We suggest an annual dividend of $6/share.  This
dividend is likely to grow through 1) new franchisee unit growth; 2) improved revenue performance across the franchise system; and 3) reduced interest
expense from the refinancing of high-coupon bonds that are callable in late-2014. We expect that a stable and growing dividend will attract many new investors
and reward the Company with a much higher valuation, more consistent with that afforded similar high-margin royalty businesses.
 
III. Amend or Refinance Existing Borrowings To Provide Maximum Capital Flexibility
 
The Company has two primary sources of debt, a senior bank facility and bonds. The bonds carry a 9.5% coupon and currently trade at a 4.3% yield. These
bonds are callable in October 2014 and we strongly urge the Company to refinance these bonds with lower cost borrowings when they become callable. The
potential interest savings and free cash flow growth is substantial. The bank facility should be an immediate priority for the Company. It is the most
important project that the Company can undertake to create shareholder value.  Currently, borrowings under the bank facility represent less than
2.0x run-rate EBITDA, yet the agreement carries terms that require the Company to continue to
 
 
 
 
 

 



 
 
pay down the borrowings by at least 50% of the free cash flow generated during the course of a year. These mandatory payments may have made sense several
years ago when the Company’s leverage levels were much higher and earnings were more volatile due to the higher level of restaurant ownership. However, with
the successful completion of the Company’s refranchising initiative, the current picture is much different and the current credit environment has improved as
well. Fortunately, the bank facility is pre-payable at any time without penalty. The Company should immediately embark on a parallel process to
refinance the bank facility with new lenders on market terms or reach an agreement  with the existing lenders to eliminate the mandatory
cash flow sweep.  We have already spoken with financial advisors who feel that this is readily achievable and we would be happy to make those
introductions to the Company. We feel that it would be in the Company’s and shareholders’ best interest if the Company promptly engaged sophisticated
financial advisors to help develop, negotiate, and execute this refinancing plan. With a business of this quality, we expect that this could be
accomplished in the first quarter of 2013, positioning the Company to declare and begin paying a regular dividend by the third quarter at the latest.
 
Points I and II, above, represent “what” the Company needs to do in order to receive a full and fair value in the market. Point III is “how” the Company can
create the capital flexibility that it deserves and enables it to execute this plan. In the course of our discussions, some shareholders have pointed to low levels of
stock ownership by you, the Board, and management as a source of concern as to whether the Company will take the appropriate steps, even simple ones as
outlined here, to improve the Company’s value in the market. This is an opportunity to demonstrate that your interests are aligned with those of owners.
 
I recognize that the Company is entering its quiet period and will be limited in its ability to interact with investors. This is the primary reason for sending these
materials to you, the Board, and other shareholders. We remain interested in entering into a confidentiality agreement that would allow us to assist the
Company and Board in determining the best course of action.
 
 
 
Regards,  
  
/s/ Mick McGuire  
  
Mick McGuire  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



EXHIBIT 2 
 
 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  D E C E M B E R  2 0 1 2

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  1  >  D i s c l o s u r e s  F i g u r e s  p r o v i d e d  h e r e i n  a r e  r o u n d e d  a s  a p p l i c a b l e  .  I n f o r m a t i o n  c o n t a i n e d  h e r e i n  i s  b e l i e v e d  t o  b e  a c c u r a t e  a n d / o r  d e r i v e d  f r o m  s o u r c e s  w h i c h  M a r c a t o  b e l i e v e s  t o  b e  r e l i a b l e  ;  h o w e v e r  M a r c a t o  d i s c l a i m s  a n y  a n d  a l l  l i a b i l i t y  a s  t o  t h e  c o m p l e t e n e s s  o r  a c c u r a c y  o f  t h e  i n f o r m a t i o n  c o n t a i n e d  h e r e i n  a n d  f o r  a n y  o m i s s i o n s  o f  m a t e r i a l  f a c t s  .  M a r c a t o  m a y ,  a t  a n y  t i m e ,  r e e v a l u a t e  i t s  h o l d i n g s  i n  a n y  s u c h  p o s i t i o n s  .

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  2  >  I .  I n t r o d u c t i o n  I I .  A  R e v i e w  o f  D i n e E q u i t y  I I I .  C a p i t a l  A l l o c a t i o n  P r o p o s a l  I V .  T h o u g h t s  o n  E x e c u t i o n  V .  S u m m a r y  T a b l e  o f  C o n t e n t s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  3  >  I .  I n t r o d u c t i o n

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  I n t r o d u c t i o n  <  4  >  W e  a p p r e c i a t e  t h e  o p p o r t u n i t y  t o  s h a r e  o u r  t h o u g h t s  o n  D i n e E q u i t y  ( “ D I N ”  o r  “ t h e  C o m p a n y ” )  M a r c a t o  h a s  b e e n  a n  i n v e s t o r  i n  D I N  f o r  o v e r  2  y e a r s  ( s i n c e  M a r c a t o ’ s  i n c e p t i o n ,  O c t o b e r ,  2 0 1 0 )  T o d a y  M a r c a t o  o w n s  5 . 5 %  o f  D I N ’ s  o u t s t a n d i n g  c o m m o n  s h a r e s ,  m a k i n g  M a r c a t o  t h e  C o m p a n y ’ s  f o u r t h  l a r g e s t  s h a r e h o l d e r

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  V a l u e  -  o r i e n t e d  s t r a t e g y  i n c l u d e s  t a k i n g  l a r g e  o w n e r s h i p  s t a k e s  i n  b u s i n e s s e s  w e  b e l i e v e  i n  L o n g  -  t e r m  i n v e s t m e n t  h o r i z o n  t y p i f i e d  b y  m u l t i  -  y e a r  h o l d i n g  p e r i o d s  C o n c e n t r a t e d  p o r t f o l i o  a p p r o a c h  w i t h  f e w  i n v e s t m e n t s  a t  a n y  g i v e n  t i m e  a l l o w s  u s  t o  c o n d u c t  h e a v y  d i l i g e n c e  a n d  f o c u s  o u r  f u l l  e n e r g y  o n  e a c h  i n v e s t m e n t  S i g n i f i c a n t  e x p e r i e n c e  i n v e s t i n g  i n  a n d  a c t i v e l y  e n g a g i n g  w i t h  r e s t a u r a n t  f r a n c h i s i n g  c o m p a n i e s  t o  c r e a t e  s h a r e h o l d e r  v a l u e  O v e r v i e w  o f  M a r c a t o  <  5  >  M a r c a t o  a n d  i t s  i n v e s t m e n t  p r o f e s s i o n a l s  h a v e  s i g n i f i c a n t  e x p e r i e n c e  w o r k i n g  w i t h  m a n a g e m e n t  t e a m s  t o  u n l o c k  a n d  i n c r e a s e  v a l u e  f o r  s h a r e h o l d e r s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  E x e c u t i v e  S u m m a r y  A t t r a c t i v e  B u s i n e s s  H i g h  q u a l i t y  f r a n c h i s e d  b u s i n e s s  m o d e l  r e s u l t s  i n  s t a b l e ,  p r e d i c t a b l e  r o y a l t y  s t r e a m  H i g h  m a r g i n s  +  l o w  c a p i t a l  r e q u i r e m e n t s  =  s i g n i f i c a n t  f r e e  c a s h  f l o w  g e n e r a t i o n  U n d e r v a l u e d  b y  t h e  M a r k e t  E q u i t y  t r a d i n g  a t  s i g n i f i c a n t  d i s c o u n t  t o  p u r e  -  p l a y  f r a n c h i s e d  p e e r s  C o n s e r v a t i v e  C a p i t a l  S t r u c t u r e  N o w  u n d e r  5 x  l e v e r a g e  t a r g e t  N o  n e a r  -  t e r m  m a t u r i t i e s  a n d  o p p o r t u n i t y  t o  r e f i n a n c e  b o n d s  a t  l o w e r  i n t e r e s t  r a t e  i n  2 0 1 4  H o w  C a n  t h e  C o m p a n y  C r e a t e  t h e  M a x i m u m  V a l u e  f r o m  t h i s  O p p o r t u n i t y ?  P a y  o u t  a l l  f r e e  c a s h  f l o w  a s  d i v i d e n d s  S t a b l e ,  p r e d i c t a b l e  a n n u a l  d i v i d e n d  w o u l d  a t t r a c t  n e w  i n v e s t o r s  a n d  b e  h i g h l y  p r i z e d  i n  p e r s i s t e n t  l o w  i n t e r e s t  r a t e  e n v i r o n m e n t  W e  b e l i e v e  t h i s  w i l l  l e a d  t o  s i g n i f i c a n t  l o n g  -  t e r m  v a l u e  c r e a t i o n  <  6 >

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  7  >  I I .  A  R e v i e w  o f  D i n e E q u i t y

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  D i n e E q u i t y ,  I n c .  D i n e E q u i t y  i s  t h e  l a r g e s t  f u l l  -  s e r v i c e  r e s t a u r a n t  c o m p a n y  i n  t h e  w o r l d  O p e r a t e s  o r  f r a n c h i s e s  1 , 5 6 5  I H O P  r e s t a u r a n t s  a n d  2 , 0 1 6  A p p l e b e e ’ s  r e s t a u r a n t s  S y s t e m  w i l l  b e  9 9 %  f r a n c h i s e d  b y  y e a r  -  e n d  2 0 1 2  C a p i t a l i z a t i o n :  E q u i t y  m a r k e t  v a l u e :  $ 1 . 2  b i l l i o n  E n t e r p r i s e  V a l u e :  $ 2 . 6  b i l l i o n  O p e r a t i n g  S t a t i s t i c s :  2 0 1 3 E  R e v e n u e :  $ 6 6 5  m i l l i o n  2 0 1 3 E  E B I T D A :  $ 2 8 7  m i l l i o n  2 0 1 3 E  C a p E x :  $ 1 5  m i l l i o n  2 0 1 3 E  F r e e  C a s h  F l o w :  $ 1 1 6  m i l l i o n  <  8  >  T i c k e r :  “ D I N ”  R e c e n t  S t o c k  P r i c e :  $ 6 3 . 0 0  V a l u a t i o n  M u l t i p l e s :  E V  /  E B I T D A :  8 . 9 x  E V  /  E B I T D A  –  C a p E x  :  9 . 4 x  F C F  Y i e l d :  9 . 7 %  S o u r c e :  C o m p a n y  d o c u m e n t s ,  M a r c a t o  e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  D o m i n a n t  M a r k e t  P o s i t i o n  D i n e E q u i t y  o p e r a t e s  a n d  f r a n c h i s e s  r e s t a u r a n t s  u n d e r  t w o  b r a n d s :  < 9  >  A m e r i c a ’ s  l a r g e s t  F a m i l y  D i n i n g  r e s t a u r a n t  c h a i n  A m e r i c a ’ s  l a r g e s t  C a s u a l  D i n i n g  r e s t a u r a n t  c h a i n  S o u r c e :  T e c h n o m i c  ,  M a r c a t o  e s t i m a t e s  T o p  U . S .  F a m i l y  D i n i n g  C o n c e p t s ,  b y  S y s t e m  S a l e s  E s t i m a t e d  %  o f  T o p  1 0 0  1 .  I H O P  1 1 %  2 .  D e n n y ' s  9 %  3 .  C r a c k e r  B a r r e l  8 %  4 .  B o b  E v a n s  6 %  5 .  W a f f l e  H o u s e  5 %  T o p  U . S .  C a s u a l  D i n i n g  C o n c e p t s ,  b y  S y s t e m  S a l e s  E s t i m a t e d  %  o f  T o p  1 0 0  1 .  A p p l e b e e ' s  1 1 %  2 .  C h i l i ' s  9 %  3 .  O l i v e  G a r d e n  8 %  4 .  R e d  L o b s t e r  6 %  5 .  O u t b a c k  S t e a k h o u s e  5 %

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C a s e  S t u d y  o f  O l d  I H O P :  R e f r a n c h i s i n g  C r e a t e s  V a l u e  <  1 0  >  I n  J a n u a r y  2 0 0 3 ,  I H O P  a n n o u n c e d  i t s  s t r a t e g y  t o  t r a n s i t i o n  t o  a  f r a n c h i s e  -  o n l y  b u s i n e s s  m o d e l  F r a n c h i s e  M i x  =  M a r g i n  =  R O I C  =  M u l t i p l e  2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  C o m p a n y - O p e r a t e d  S t o r e s  7 6  4 4  1 0  7 1 0  F r a n c h i s e d  S t o r e s  1 , 0 2 7  1 , 1 2 1  1 , 1 7 6  1 , 2 3 5  1 , 2 9 2  %  F r a n c h i s e d  9 3 . 1 %  9 6 . 2 %  9 9 . 2 %  9 9 . 4 %  9 9 . 2 %  R e v e n u e  $ 3 6 5 . 9  $ 4 0 4 . 8  $ 3 5 9 . 0  $ 3 4 8 . 0  $ 3 4 9 . 6  E B I T D A  8 1 . 8  8 8 . 7  8 7 . 0  1 0 0 . 0  1 0 0 . 8  %  E B I T D A  M a r g i n  2 2 . 4 %  2 1 . 9 %  2 4 . 2 %  2 8 . 7 %  2 8 . 8 %  C a p E x  ( 1 4 1 . 7 )  ( 8 0 . 5 )  ( 1 6 . 6 )  ( 7 . 4 )  ( 9 . 4 )  C a p E x  %  o f  S a l e s  3 8 . 7 %  1 9 . 9 %  4 . 6 %  2 . 1 %  2 . 7 %  R e t u r n  o n  I n v e s t e d  C a p i t a l  1 3 . 9 %  1 0 . 6 %  1 4 . 0 %  1 7 . 1 %  1 8 . 1 %  E P S  $ 1 . 9 2  $ 1 . 7 0  $ 1 . 9 6  $ 2 . 2 4  $ 2 . 4 3  A v g  S t o c k  P r i c e  $ 2 8 . 1 3  $ 3 0 . 2 5  $ 3 7 . 1 1  $ 4 4 . 4 4  $ 4 8 . 9 2  A v g  P / E  M u l t i p l e  1 4 . 6 x  1 7 . 8 x  1 8 . 9 x  1 9 . 8 x  2 0 . 1 x  ( 4 0 )  ( 2 0 )  0  2 0  4 0  6 0  8 0  1 0 0  1 2 0  2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  I n d e x e d
S t o c k  P r i c e  P e r f o r m a n c e  S o u r c e :  C o m p a n y  d o c u m e n t s ,  C a p i t a l  I Q

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C a s e  S t u d y  o f  O l d  I H O P :  R e f r a n c h i s i n g  D r i v e s  M u l t i p l e  E x p a n s i o n  <  1 1  >  I H O P ’ s  t r a d i n g  m u l t i p l e s  e x p a n d e d  m o r e  t h a n  t h o s e  o f  i t s  p e e r s  a s  i t  c o m p l e t e d  i t s  r e f r a n c h i s i n g  i n i t i a t i v e  E V  /  E B I T D A  M u l t i p l e s  N o t e :  P e e r  g r o u p  i n c l u d e s  E A T ,  D R I ,  B O B E ,  a n d  C B R L  4 x  5 x  6 x  7 x  8 x  9 x  1 0 x  1 1 x  1 2 x  1 3 x  2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  I H O P  C a s u a l  a n d  F a m i l y  D i n i n g  S o u r c e :  C a p i t a l  I Q

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  I n  2 0 0 7 ,  I H O P  a c q u i r e d  A p p l e b e e ’ s  ( r o u g h l y  7 4 %  f r a n c h i s e d  a t  t h e  t i m e )  w i t h  t h e  s t a t e d  g o a l  o f  r e p l i c a t i n g  i t s  s t r a t e g y  a n d  t r a n s i t i o n i n g  A p p l e b e e ’ s  t o  a  f r a n c h i s e  -  o n l y  b u s i n e s s  m o d e l  T h e  C o m p a n y  r e c e n t l y  c o m p l e t e d  t h i s  r e f r a n c h i s i n g  i n i t i a t i v e ,  a n d  b a s e d  o n  a n n o u n c e d  s a l e s ,  t h e  A p p l e b e e ’ s  s y s t e m  w i l l  b e  9 9 %  f r a n c h i s e d  b y  t h e  e n d  o f  t h i s  y e a r  D i n e E q u i t y :  A p p l e b e e ’ s  =  I H O P  ( T h e  S e q u e l )  <  1 2  >  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2 0 1 1  2 0 1 2 E  F r a n c h i s e d  A p p l e b e e ' s  1 , 4 6 5  1 , 5 9 8  1 , 6 0 9  1 , 7 0 1  1 , 8 4 2  2 , 0 1 6  C o m p a n y - O p e r a t e d  A p p l e b e e ' s  5 1 1  4 0 6  3 9 9  3 0 9  1 7 7  2 3  %  F r a n c h i s e d  7 4 %  8 0 %  8 0 %  8 5 %  9 1 %  9 9 %  R e f r a n c h i s i n g s  0  1 0 3  7  8 3  1 3 2  1 5 4  S o u r c e :  C o m p a n y  d o c u m e n t s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  H i g h  Q u a l i t y  F r a n c h i s e d  B u s i n e s s  M o d e l  D i n e E q u i t y  =  a  h i g h  m a r g i n  r o y a l t y  s t r e a m  t h a t  g r o w s  w i t h o u t  c a p i t a l  < 1 3  >  R e s t a u r a n t  O p e r a t o r  R e s t a u r a n t  F r a n c h i s o r  C o n t r i b u t i o n  M a r g i n s  M i d  -  t e e n s  9 0 % +  E a r n i n g s  S e n s i t i v i t y  t o  C h a n g e s  i n  S S S  H i g h  M i n i m a l  E f f e c t  o f  C o s t  I n f l a t i o n  P r e s s u r e s  M a r g i n s  ↑  F r a n c h i s e  F e e s  M a i n t e n a n c e  C a p E x  H i g h  N o n e  U n i t  G r o w t h  C a p i t a l  I n t e n s i v e  R e q u i r e s  N o  C a p i t a l

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C o m p a n y  F r a n c h i s e e  S t o r e s  S t o r e s  L T M  L T M  A v e r a g e  U n i t  V o l u m e s  $ 2 , 2 0 0  $ 2 , 4 0 0  2 0 1 2 E  %  S S S  G u i d a n c e  0 . 5 %  -  2 . 5 %  0 . 5 %  -  2 . 5 %  F o o d  a n d  B e v e r a g e  ( 5 7 2 )  %  o f  S a l e s  2 6 . 0 %  L a b o r  ( 7 0 8 )  %  o f  S a l e s  3 2 . 2 %  D i r e c t  a n d  O c c u p a n c y  ( 5 6 1 )  %  o f  S a l e s  2 5 . 5 %  T o t a l  R e s t a u r a n t  e x p e n s e s  ( 1 , 8 4 1 )  %  o f  S a l e s  8 3 . 7 %  4 - W a l l  R e s t a u r a n t  O p e r a t i n g  P r o f i t  ( 1 )  $ 3 5 9  >  $ 3 9 2  %  M a r g i n  1 6 . 3 %  >  1 6 . 3 %  F r a n c h i s e e s  a r e  H e a l t h y  <  1 4  >  C o m p a n y  -  o p e r a t e d  A p p l e b e e ’ s  r e s t a u r a n t s  a r e  s o l i d l y  p r o f i t a b l e ,  a n d  f r a n c h i s e e  -  o p e r a t e d  s t o r e s  h a v e  h i g h e r  u n i t  v o l u m e s ,  h i g h e r  4  -  w a l l  o p e r a t i n g  m a r g i n s ,  a n d  h a v e  h a d  c o n s i s t e n t l y  b e t t e r  S S S  p e r f o r m a n c e  N o t e :  D o l l a r s  i n  t h o u s a n d s  ( 1 )  A n a l y s i s  s h o w s  f r a n c h i s e e  p r o f i t s  e x c l u d i n g  f r a n c h i s e  f e e s  ( 4 %  o f  s a l e s ) ,  a d v e r t i s i n g  c o n t r i b u t i o n s  ( 3 . 7 5 %  o f  s a l e s ) ,  a n d  o v e r h e a d  S o u r c e :  C o m p a n y  d o c u m e n t s ,  M a r c a t o
e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  G r o w t h  O p p o r t u n i t i e s  D o  N o t  R e q u i r e  C a p i t a l  I n v e s t m e n t  <  1 5  >  I m p r o v e d  b r a n d  m a n a g e m e n t  a n d  e x e c u t i o n  S S S  r e c o v e r y  a s  e c o n o m y  i m p r o v e s  a n d  u n e m p l o y m e n t  d e c l i n e s  A p p l e b e e ’ s  a n d  I H O P  A U V s  1 0 %  a n d  7 %  b e l o w  p e a k ,  r e s p e c t i v e l y  U n i t  c o u n t  i n c r e a s e s  i n  n e w l y  r e f r a n c h i s e d  t e r r i t o r i e s  I n t e r n a t i o n a l  e x p a n s i o n  R o y a l t i e s  f r o m  f o o d  p r o d u c t  s a l e s  i n  n a t i o n a l  r e t a i l  o u t l e t s  S o u r c e :  C o m p a n y  d o c u m e n t s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  D i n e E q u i t y  i s  c u r r e n t l y  t r a d i n g  a t  a  s i g n i f i c a n t  d i s c o u n t  t o  o t h e r  s i m i l a r ,  f u l l y  -  f r a n c h i s e d  b u s i n e s s e s  D i n e E q u i t y  C h o i c e  H o t e l s  D o m i n o ' s  P i z z a  D u n k i n '  B r a n d s  B u r g e r  K i n g  T i m  H o r t o n s  %  F r a n c h i s e d  9 9 . 0 %  1 0 0 . 0 %  9 6 . 1 %  9 9 . 8 %  9 5 . 3 %  9 9 . 4 %  S t o c k  P r i c e  $ 6 3 . 0 0  $ 3 2 . 5 3  $ 4 1 . 7 7  $ 3 1 . 4 4  $ 1 7 . 0 9  $ 4 6 . 7 5  M a r k e t  C a p  $ 1 , 2 0 6 . 6  $ 1 , 8 8 8 . 5  $ 2 , 3 7 1 . 2  $ 3 , 3 1 8 . 8  $ 5 , 9 8 3 . 4  $ 7 , 2 0 8 . 6  T o t a l  E n t e r p r i s e  V a l u e  $ 2 , 5 5 8 . 8  $ 2 , 5 9 2 . 4  $ 3 , 9 0 3 . 6  $ 5 , 0 1 0 . 3  $ 8 , 5 5 9 . 1  $ 7 , 5 4 1 . 5  A v e r a g e  T E V  /  2 0 1 3 E  E B I T D A  8 . 9 x  1 2 . 1 x  1 2 . 0 x  1 3 . 5 x  1 2 . 9 x  9 . 4 x  1 2 . 0 x  T E V  /  2 0 1 3 E  E B I T D A  -  C a p E x  9 . 4 x  1 3 . 0 x  1 3 . 1 x  1 4 . 2 x  1 4 . 6 x  1 3 . 3 x  1 3 . 6 x  2 0 1 3 E  F C F  Y i e l d  %  9 . 7 %  5 . 6 %  6 . 0 %  5 . 8 %  4 . 9 %  4 . 9 %  5 . 4 %  P r i c e  /  2 0 1 3 E  F C F  p e r  S h a r e  1 0 . 4 x  1 8 . 0 x  1 6 . 8 x  1 7 . 3 x  2 0 . 3 x  2 0 . 4 x  1 8 . 5 x  U n d e r v a l u e d  b y  t h e  M a r k e t  <  1 6  >  S o u r c e :  C a p i t a l  I Q ,  M a r c a t o  e s t i m a t e s  1 )  W h y ?  2 )  W h a t
c a n  b e  d o n e  t o  n a r r o w  t h i s  g a p ?

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  1 7  >  I I I .  C a p i t a l  A l l o c a t i o n  P r o p o s a l

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C a p i t a l  A l l o c a t i o n  A l t e r n a t i v e s  1 )  P a y  d o w n  d e b t  W e  s t r o n g l y  b e l i e v e  f u r t h e r  d e b t  r e d u c t i o n  i s  u n n e c e s s a r y  g i v e n  c u r r e n t  c o v e r a g e  r a t i o s  a n d  l a c k  o f  o p e r a t i n g  l e v e r a g e  i n  t h e  b u s i n e s s  2 )  R e i n v e s t  i n  t h e  e x i s t i n g  b u s i n e s s  M i n i m a l  o p p o r t u n i t i e s  e x i s t  g i v e n  p u r e  -  p l a y  f r a n c h i s o r  b u s i n e s s  m o d e l  3 )  M a k e  a c q u i s i t i o n s  W e  w o u l d  n o t  b e  s u p p o r t i v e  o f  a n o t h e r  a c q u i s i t i o n  a t  t h i s  t i m e  4 )  R e t u r n  c a s h  t o  s h a r e h o l d e r s  W e  b e l i e v e  p a y i n g  o u t  1 0 0 %  o f  F r e e  C a s h  F l o w  a s  d i v i d e n d s  w i l l  c r e a t e  m a x i m u m  v a l u e  f o r  s h a r e h o l d e r s  <  1 8  >  D I N  h a s  o n l y  f o u r  o p t i o n s  f o r  d e p l o y i n g  i t s  F r e e  C a s h  F l o w :

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  T h e  C o m p a n y  h a s  u s e d  i t s  s i g n i f i c a n t  f r e e  c a s h  f l o w  a n d  p r o c e e d s  f r o m  r e f r a n c h i s i n g s  t o  r e d u c e  i t s  d e b t  $ 2 , 2 7 3  $ 2 , 1 6 0  $ 1 , 9 9 5  $ 1 , 8 1 6  $ 1 , 5 6 5  $ 1 , 2 2 5  $ 0  $ 5 0 0  $ 1 , 0 0 0  $ 1 , 5 0 0  $ 2 , 0 0 0  $ 2 , 5 0 0  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2 0 1 1  2 0 1 2 E  N e t  D e b t  +  P r e f e r r e d  D I N  H a s  D e  -  L e v e r e d  S i g n i f i c a n t l y  S i n c e  T h e  A p p l e b e e ’ s  A c q u i s i t i o n  < 1 9  >  S o u r c e :  C o m p a n y  d o c u m e n t s  N o t e :  E x c l u d e s  l o n g  -  t e r m  c a p i t a l  l e a s e

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  2 0 1 3 E  E B I T D A  $ 2 8 7  C a s h  I n t e r e s t  ( 1 1 1 )  C a s h  T a x e s  ( 4 6 )  C a p E x  ( 1 5 )  L T  R e c e i v a b l e s  R u n - o f f  1 3  W o r k i n g  C a p i t a l  /  O t h e r  ( 1 2 )  E x c e s s  C a s h  F l o w  C u s h i o n  $ 1 1 6  C o v e r a g e  R a t i o s  N e t  D e b t  /  E B I T D A  4 . 7 x  E B I T D A  /  I n t e r e s t  2 . 6 x  ( E B I T D A  -  C a p E x )  /  I n t e r e s t  2 . 5 x  C o v e r a g e  R a t i o s  A t  C u r r e n t  L e v e r a g e  L e v e l s  A r e  E x c e l l e n t  <  2 0  >  W i t h  s u c h  a m p l e  c o v e r a g e  r a t i o s  a n d  m i n i m a l  o p e r a t i n g  l e v e r a g e ,  w e  b e l i e v e  t h e  C o m p a n y ’ s  c u r r e n t  c a p i t a l  s t r u c t u r e  i s  h i g h l y  s u s t a i n a b l e .  D i n e E q u i t y ’ s  l e v e r a g e  c r e a t e s  v a l u e  f o r  e q u i t y  h o l d e r s ,  a n d  we s t r o n g l y  b e l i e v e  t h a t  f u r t h e r  d e b t  r e d u c t i o n  i s  u n n e c e s s a r y .  S o u r c e :  M a r c a t o  e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  9 . 5 %  S r  U n s e c  N o t e s  d u e  2 0 1 8  -  C u r r e n t  A m o u n t  O u t s t a n d i n g  $ 7 6 1  C u r r e n t  T r a d i n g  P r i c e  1 1 3 . 5 5  C u r r e n t  Y i e l d - t o - W o r s t  4 . 3 %  P r o  F o r m a  A s s u m i n g  T o d a y  B o n d s  R e f i ' d  @  7 %  I n c r e a s e  /  ( D e c r e a s e )  A n n u a l  I n t e r e s t  o n  B o n d s  $ 7 2  $ 5 3  ( $ 1 9 )  T o t a l  C o m p a n y  I n t e r e s t  P a y m e n t s  1 1 1  9 2  ( 1 9 )  A n n u a l  E B I T D A  $ 2 8 7  $ 2 8 7  $ 0  A n n u a l  E x c e s s  F r e e  C a s h  F l o w  C u s h i o n  1 1 6  1 2 9  1 2  E B I T D A  /  I n t e r e s t  2 . 6 x  3 . 1 x  0 . 5 x  D I N ’ s  9 . 5 %  b o n d s  a r e  c u r r e n t l y  t r a d i n g  a b o v e  1 1 3 ,  a t  a  4 . 3 %  y i e l d  T h e  C o m p a n y  h a s  a n  o p p o r t u n i t y  t o  c a l l  t h e s e  b o n d s  i n  2 0 1 4 ,  a n d  s h o u l d  b e  a b l e  t o  r e a l i z e  s i g n i f i c a n t  i n t e r e s t  s a v i n g s ,  f u r t h e r  i m p r o v i n g  c o v e r a g e  r a t i o s  a n d  a v a i l a b l e  a n n u a l  f r e e  c a s h  f l o w  B o n d  R e f i n a n c i n g  W i l l  I m p r o v e  C o v e r a g e  R a t i o s  F u r t h e r  <  2 1  >  S o u r c e :  T r a c e ,  M a r c a t o  e s t i m a t e s  A s s u m e s  N O  g r o w t h  f r o m  n e w  u n i t s  o r  i m p r o v e d  S S S

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  G i v e n  t h e  l o n g  d u r a t i o n  o f  i t s  d e b t ,  D I N  h a s  n o  l i q u i d i t y  c o n c e r n s  C a p i t a l  S t r u c t u r e  i s  a n  A s s e t  f o r  E q u i t y  H o l d e r s  <  2 2  >  S o u r c e :  C o m p a n y  d o c u m e n t s  $ 0  $ 0  $ 0  $ 0  $ 0  $ 5 0 4  $ 7 6 1  $ 0  $ 2 5 0  $ 5 0 0  $ 7 5 0  $ 1 , 0 0 0  2 0 1 2  2 0 1 3  2 0 1 4  2 0 1 5  2 0 1 6  2 0 1 7  2 0 1 8  D e b t  M a t u r i t i e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  E v e n  a f t e r  s p e n d i n g  s i g n i f i c a n t l y  t o  r e m o d e l  t h e n  -  o w n e d  A p p l e b e e ’ s  r e s t a u r a n t s ,  D I N  w a s  o n l y  s p e n d i n g  ~ $ 2 0 m  /  y e a r  i n  C a p E x  s i n c e  t h e  2 0 0 7  a c q u i s i t i o n  E x i s t i n g  B u s i n e s s  R e q u i r e s  M i n i m a l  C a p i t a l  <  2 3  >  S o u r c e :  C o m p a n y  d o c u m e n t s  ' 0 7  -  ' 1 1  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2 0 1 1  L T M  A v e r a g e  C a p i t a l  E x p e n d i t u r e s  $ 1 2  $ 3 2  $ 1 5  $ 1 9  $ 2 6  $ 1 9  $ 2 1

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  M a n a g e m e n t  A g r e e s  T h e r e  i s  N o  N e e d  F o r  C a p i t a l  <  2 4  >  “ W e ' l l  a l w a y s  h a v e  a  c o u p l e  m i l l i o n  d o l l a r s  i n v e s t e d  i n  I T ,  b u t  I ' v e  a l w a y s  s a i d  i n  s t e a d y  s t a t e ,  I  d o n ' t  k n o w  h o w  t o  s p e n d  $ 1 0  m i l l i o n ,  b e c a u s e  y o u ' r e  9 9 %  f r a n c h i s e d .  T h e r e  j u s t  w o n ' t  b e  a  c a p i t a l  n e e d  l o n g  -  t e r m  o f  a n y  s u b s t a n c e . ”  –  J u l i a  S t e w a r t ,  D i n e E q u i t y  C h a i r m a n  a n d  C E O ,  G o l d m a n  S a c h s  R e s t a u r a n t  C o n f e r e n c e ,  J u n e  2 0 1 0  S o u r c e :  B l o o m b e r g

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  O n  7 / 1 6 / 2 0 0 7 ,  t h e  d a y  t h e  C o m p a n y  a n n o u n c e d  t h e  A p p l e b e e ’ s  a c q u i s i t i o n ,  t h e  s t o c k  c l o s e d  a t  $ 6 1 . 2 4 .  T h e  c u m u l a t i v e  r e t u r n  o f  t h e  s t o c k  i n  t h e  n e a r l y  5 . 5  y e a r s  s i n c e  h a s  b e e n  2 . 2 %  A s  s u c h ,  w e  w o u l d  n o t  b e  s u p p o r t i v e  o f  a n o t h e r  a c q u i s i t i o n  a t  t h i s  t i m e  A c q u i s i t i o n s  H a v e  F a i l e d  t o  C r e a t e  V a l u e  f o r  t h e  C o m p a n y ’ s  S h a r e h o l d e r s  <  2 5  >  S o u r c e :  C a p i t a l  I Q  $ 0  $ 1 0  $ 2 0  $ 3 0  $ 4 0  $ 5 0  $ 6 0  $ 7 0  $ 8 0  J u l - 1 6 - 2 0 0 7  J u l - 1 6 - 2 0 0 8  J u l - 1 6 - 2 0 0 9  J u l - 1 6 - 2 0 1 0  J u l - 1 6 - 2 0 1 1  J u l - 1 6 - 2 0 1 2  C u m u l a t i v e  r e t u r n  s i n c e  7 / 1 6 / 0 7 :  2 . 2 %

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  M a r k e t  N e t  D e b t  /  C a p E x  %  ' 1 3 E  E P S  P a y o u t  D i v i d e n d  S t o c k  P r i c e  C a p  T E V  E B I T D A o f  E B I T D A  G r o w t h  R a t i o  Y i e l d  Y u m !  B r a n d s ,  I n c .  $ 6 6 . 3 0  $ 2 9 , 9 5 5  $ 3 2 , 1 7 6  0 . 8 x  2 8 . 1 %  1 2 . 3 %  4 1 . 1 %  2 . 0 %  T i m  H o r t o n s  I n c .  4 6 . 7 5  7 , 2 0 9  7 , 5 4 2  0 . 5 x  2 2 . 5 %  1 1 . 9 %  3 1 . 3 %  1 . 8 %  D a r d e n  R e s t a u r a n t s ,  I n c .  4 6 . 6 6  6 , 0 0 1  8 , 1 0 3  1 . 9 x  5 0 . 3 %  3 . 6 %  5 6 . 0 %  4 . 3 %  B u r g e r  K i n g  W o r l d w i d e ,  I n c .  1 7 . 0 9  5 , 9 8 3  8 , 5 5 9  4 . 0 x  1 2 . 0 %  2 0 . 8 %  2 7 . 1 %  0 . 9 %  D u n k i n '  B r a n d s  G r o u p ,  I n c .  3 1 . 4 4  3 , 3 1 9  5 , 0 1 0  5 . 1 x  5 . 4 %  1 8 . 1 %  4 7 . 2 %  1 . 9 %  B r i n k e r  I n t e r n a t i o n a l ,  I n c .  3 0 . 5 8  2 , 2 3 7  2 , 8 7 1  1 . 7 x  2 9 . 8 %  2 1 . 4 %  3 9 . 2 %  2 . 6 %  T h e  C h e e s e c a k e  F a c t o r y  I n c o r p o r a t e d  3 3 . 0 9  1 , 7 3 8  1 , 7 3 8  0 . 0 x  3 2 . 3 %  1 3 . 2 %  2 5 . 3 %  1 . 5 %  T h e  W e n d y ' s  C o m p a n y  4 . 7 1  1 , 8 4 2  2 , 8 4 6  3 . 1 x  4 2 . 4 %  3 0 . 8 %  1 2 3 . 1 %  3 . 4 %  C r a c k e r  B a r r e l  O l d  C o u n t r y  S t o r e ,  I n c .  6 1 . 3 4  1 , 4 5 3  1 , 8 8 8  1 . 7 x  2 9 . 5 %  1 3 . 4 %  4 5 . 5 %  3 . 3 %  T e x a s
R o a d h o u s e ,  I n c .  1 6 . 1 1  1 , 1 3 8  1 , 1 1 5  - 0 . 1 x  5 0 . 3 %  9 . 8 %  3 5 . 3 %  2 . 2 %  B o b  E v a n s  F a r m s ,  I n c .  4 0 . 1 6  1 , 1 2 8  1 , 3 2 1  1 . 0 x  3 9 . 8 %  1 8 . 8 %  4 5 . 7 %  2 . 7 %  C E C  E n t e r t a i n m e n t  I n c .  3 1 . 7 1  5 5 0  9 2 7  2 . 3 x  5 3 . 3 %  6 . 3 %  3 5 . 4 %  3 . 0 %  E i n s t e i n  N o a h  R e s t a u r a n t  G r o u p ,  I n c .  1 5 . 7 7  2 6 8  3 2 3  1 . 1 x  3 6 . 4 %  1 2 . 6 %  5 2 . 6 %  3 . 2 %  A v e r a g e  1 . 8 x  3 3 . 2 %  1 4 . 8 %  4 6 . 5 %  2 . 5 %  M e d i a n  1 . 7 x  3 2 . 3 %  1 3 . 2 %  4 1 . 1 %  2 . 6 %  R e s t a u r a n t  C o m p a n i e s  T h a t  P a y  D i v i d e n d s  T r a d e  a t  2  –  3 %  D i v i d e n d  Y i e l d s  <  2 6  >  R e s t a u r a n t  c o m p a n i e s  t h a t  p a y  d i v i d e n d s  c u r r e n t l y  t r a d e  a t  2  –  3 %  d i v i d e n d  y i e l d s .  A l l  o f  t h e s e  c o m p a n i e s  h a v e  e i t h e r  s i g n i f i c a n t l y  h i g h e r  c a p i t a l  r e q u i r e m e n t s  o r  g r o w t h  o p p o r t u n i t i e s  t h a n  D I N ,  a n d  t h e  a v e r a g e  p a y o u t  r a t i o  a m o n g  t h e m  i s  s t i l l  > 4 5 % .  S o u r c e :  C a p i t a l  I Q ,  M a r c a t o  e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  M a r k e t  N e t  D e b t  /  P  /  E  ' 1 3 E  E P S  P a y o u t  D i v i d e n d  S t o c k  P r i c e  C a p  T E V  E B I T D A  2 0 1 2 E  2 0 1 3 E  G r o w t h  R a t i o  Y i e l d  V e r i z o n  C o m m u n i c a t i o n s  I n c .  $ 4 4 . 4 1 $ 1 2 6 , 7 4 6  $ 2 2 4 , 2 0 6  2 . 5 x  1 8 . 1 x  1 5 . 5 x  1 6 . 7 %  8 4 . 1 %  4 . 6 %  D u k e  E n e r g y  C o r p o r a t i o n  6 4 . 3 2  4 5 , 2 9 7  8 3 , 0 7 3  5 . 5 x  1 5 . 0 x  1 4 . 6 x  3 . 0 %  7 1 . 5 %  4 . 8 %  S o u t h e r n  C o m p a n y  4 3 . 7 3  3 8 , 2 2 5  5 9 , 8 0 0  3 . 5 x  1 6 . 7 x  1 5 . 7 x  6 . 5 %  7 4 . 8 %  4 . 5 %  W i l l i a m s  C o m p a n i e s ,  I n c .  3 1 . 2 2  1 9 , 5 8 5  3 1 , 5 6 7  4 . 8 x  2 7 . 1 x  2 5 . 4 x  7 . 0 %  1 1 3 . 0 %  4 . 2 %  S p e c t r a  E n e r g y  C o r p .  2 7 . 3 2  1 7 , 8 4 0  3 1 , 2 6 4  4 . 9 x  1 8 . 2 x  1 6 . 1 x  1 3 . 3 %  8 1 . 3 %  4 . 5 %  P a y c h e x ,  I n c .  3 3 . 1 9  1 2 , 0 6 3  1 1 , 6 7 2  - 0 . 4 x  2 0 . 7 x  1 9 . 3 x  7 . 5 %  8 2 . 5 %  4 . 0 %  I r o n  M o u n t a i n  I n c .  3 1 . 3 4  5 , 9 4 1  9 , 3 5 7  3 . 7 x  2 5 . 1 x  2 5 . 3 x  - 0 . 8 %  8 6 . 4 %  3 . 4 %  P e p c o  H o l d i n g s ,  I n c .  1 9 . 5 1  4 , 4 7 7  9 , 7 9 0  4 . 8 x  1 6 . 3 x  1 5 . 4 x  5 . 8 %  9 0 . 0 %  5 . 5 %  I n t e g r y s  E n e r g y  G r o u p ,  I n c .  5 3 . 3 7  4 , 1 5 8  6 , 6 9 6  3 . 9 x  1 6 . 4 x  1 5 . 5 x
5 . 8 %  8 3 . 4 %  5 . 1 %  L e g g e t t  &  P l a t t ,  I n c o r p o r a t e d  2 6 . 8 6  3 , 7 9 5  4 , 6 0 4  1 . 7 x  1 8 . 0 x  1 6 . 4 x  1 0 . 1 %  7 7 . 9 %  4 . 3 %  R e g a l  E n t e r t a i n m e n t  G r o u p  1 4 . 4 0  2 , 2 2 1  3 , 9 8 6  3 . 3 x  1 6 . 4 x  1 5 . 2 x  8 . 0 %  9 5 . 5 %  5 . 8 %  A v e r a g e  3 . 5 x  1 8 . 9 x  1 7 . 7 x  7 . 5 %  8 5 . 5 %  4 . 6 %  M e d i a n  3 . 7 x  1 8 . 0 x  1 5 . 7 x  7 . 0 %  8 3 . 4 %  4 . 5 %  N u m e r o u s  C o m p a n i e s  W i t h  H i g h  P a y o u t  R a t i o s  T r a d e  a t  T i g h t  Y i e l d s  <  2 7  >  T h e s e  c o m p a n i e s  g e n e r a t e  s t a b l e  c a s h  f l o w s  a n d  p a r t i c i p a t e  i n  m a t u r e  i n d u s t r i e s  ( u t i l i t i e s ,  m o v i e  t h e a t e r s ,  f u r n i t u r e ,  d o c u m e n t  s t o r a g e ) .  W e  b e l i e v e  t h e  s t a b i l i t y  a n d  p r e d i c t a b i l i t y  o f  t h e  l a r g e  a n n u a l  d i v i d e n d s  o f f e r e d  b y  t h e s e  c o m p a n i e s  w i t h  v e r y  h i g h  p a y o u t  r a t i o s  a r e  h i g h l y  p r i z e d  b y  i n v e s t o r s .  S o u r c e :  C a p i t a l  I Q ,  M a r c a t o  e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  M a r k e t  P  /  E  E B I T D A  C a p E x  %  E B I T D A  E P S  P a y o u t  D i v i d e n d  S t o c k  P r i c e  C a p  T E V  2 0 1 2 E  2 0 1 3 E  M a r g i n o f  E B I T D A  G r o w t h  G r o w t h  R a t i o  Y i e l d  A l t r i a  G r o u p  I n c .  $ 3 3 . 4 7  $ 6 8 , 1 4 5  $ 7 9 , 8 7 2  1 5 . 1 x  1 4 . 1 x  4 4 . 2 %  2 . 2 %  3 . 3 %  7 . 2 %  7 9 . 6 %  5 . 3 %  R e y n o l d s  A m e r i c a n  I n c .  4 3 . 0 3  2 4 , 0 5 2  2 6 , 6 7 4  1 4 . 6 x  1 3 . 8 x  3 6 . 8 %  4 . 7 %  4 . 1 %  5 . 8 %  8 0 . 0 %  5 . 5 %  L o r i l l a r d ,  I n c .  1 2 1 . 4 8  1 5 , 7 2 5  1 7 , 1 1 6  1 4 . 5 x  1 3 . 3 x  4 1 . 8 %  3 . 0 %  5 . 2 %  8 . 5 %  7 3 . 9 %  5 . 1 %  A v e r a g e  1 4 . 7 x  1 3 . 8 x  4 0 . 9 %  3 . 3 %  4 . 2 %  7 . 2 %  7 7 . 8 %  5 . 3 %  M e d i a n  1 4 . 6 x  1 3 . 8 x  4 1 . 8 %  3 . 0 %  4 . 1 %  7 . 2 %  7 9 . 6 %  5 . 3 %  A  p u r e l y  f r a n c h i s e d  D I N  i s  s i m i l a r  t o  a  t o b a c c o  c o m p a n y  g i v e n  i t s  s t a b l e ,  r e c u r r i n g  r e v e n u e ,  h i g h  m a r g i n s ,  m i n i m a l  c a p i t a l  r e q u i r e m e n t s ,  a n d  l i m i t e d  o r g a n i c  g r o w t h  o p p o r t u n i t i e s  W e  n o t e  t h e  t o b a c c o  c o m p a n i e s  p a y  o u t  ~ 8 0 %  o f  t h e i r  e a r n i n g s  a s  d i v i d e n d s ,  c o n s i s t e n t l y  u s e  t h e  r e s t  t o  b u y  b a c k
s h a r e s ,  a n d  a l l  t r a d e  u n d e r  5 . 5 %  d i v i d e n d  y i e l d s  D I N  d o e s  n o t  f a c e  t h e  r i s k  o f  s e c u l a r  d e c l i n e  o r  u n k n o w n  l i t i g a t i o n  e x p o s u r e  t h a t  t h e  t o b a c c o  c o m p a n i e s  d o  D I N  i s  S i m i l a r  t o  a  T o b a c c o  C o m p a n y ,  b u t  B E T T E R  <  2 8  >  S o u r c e :  C a p i t a l  I Q ,  M a r c a t o  e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  P a y o u t  R a t i o  M u s t  B e  B a s e d  o n  F r e e  C a s h  F l o w ,  N o t  N e t  I n c o m e  <  2 9  >  D I N ’ s  F r e e  C a s h  F l o w  s i g n i f i c a n t l y  e x c e e d s  i t s  N e t  I n c o m e  d u e  t o  n o n  -  c a s h  a m o r t i z a t i o n  c h a r g e s  a n d  n o n  -  c a s h  i n t e r e s t  e x p e n s e .  A s  a  r e s u l t ,  w e  h i g h l y  e n c o u r a g e  t h e  C o m p a n y  t o  t h i n k  a b o u t  i t s  p a y o u t  r a t i o  i n  t e r m s  o f  i t s  F r e e  C a s h  F l o w ,  n o t  i t s  N e t  I n c o m e .  2 0 1 3 E  N e t  I n c o m e  $ 8 5  D & A  4 0  C a p E x  ( 1 5 )  N o n - C a s h  I n t e r e s t  6  F r e e  C a s h  F l o w  $ 1 1 6  %  o f  N e t  I n c o m e  1 3 6 %  S o u r c e :  M a r c a t o  e s t i m a t e s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  W e  B e l i e v e  A  H i g h  P a y o u t  R a t i o  W i l l  C r e a t e  S i g n i f i c a n t  E q u i t y  V a l u e  <  3 0  >  W e  b e l i e v e  t h e  e q u i t y  w o u l d  t r a d e  a t  a  m i d  -  s i n g l e  -  d i g i t  d i v i d e n d  y i e l d ,  c r e a t i n g  s i g n i f i c a n t  l o n g  -  t e r m  v a l u e  f o r  e q u i t y  h o l d e r s  S o u r c e :  M a r c a t o  e s t i m a t e s  ( 1 )  A s s u m i n g  t h e  9 . 5 %  b o n d s  a r e  r e f i n a n c e d  a t  a  c o s t  o f  7 %  2 0 1 3 E  F r e e  C a s h  F l o w  $ 1 1 6  A s s u m e d  P a y o u t  R a t i o  1 0 0 %  I m p l i e d  D i v i d e n d  $ 1 1 6  P e r  S h a r e  $ 6 . 0 8  A s s u m e d  D i v i d e n d  Y i e l d  5 %  I m p l i e d  S t o c k  P r i c e  $ 1 2 1 . 6 3  %  P r e m i u m  t o  C u r r e n t  9 3 . 1 %  I m p l i e d  T r a d i n g  M u l t i p l e s  T E V  /  E B I T D A  1 2 . 8 x  T E V  /  E B I T D A  -  C a p E x  1 3 . 5 x  %  E q u i t y  F C F  Y i e l d  5 . 0 %  P r i c e  /  F C F  p e r  S h a r e  2 0 . 0 x  %  E q u i t y  F C F  Y i e l d  P F  f o r  R e f i  ( 1 )  5 . 5 %  P r i c e  /  F C F  p e r  S h a r e  P F  f o r  R e f i  ( 1 )  1 8 . 1 x

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  W e  B e l i e v e  A  H i g h  P a y o u t  R a t i o  W i l l  C r e a t e  S i g n i f i c a n t  E q u i t y  V a l u e  ( C o n t ’ d )  <  3 1  >  W e  b e l i e v e  i f  t h e  C o m p a n y  a n n o u n c e s  a  p o l i c y  o f  p a y i n g  o u t  1 0 0 %  o f  i t s  a n n u a l  F r e e  C a s h  F l o w ,  a  s t o c k  p r i c e  o v e r  $ 1 0 0  i s  h i g h l y  l i k e l y  S o u r c e :  M a r c a t o  e s t i m a t e s  S t o c k  P r i c e  a t  D i f f e r e n t  D i v i d e n d  P a y o u t s  a n d  Y i e l d s  F C F  P a y o u t  R a t i o  8 0 %  9 0 %  1 0 0 %  1 1 0 %  3 %  $ 1 6 2 . 1 7  $ 1 8 2 . 4 4  $ 2 0 2 . 7 1  $ 2 2 2 . 9 9  D i v i d e n d  4 %  1 2 1 . 6 3  1 3 6 . 8 3  1 5 2 . 0 4  1 6 7 . 2 4  Y i e l d  5 %  9 7 . 3 0  1 0 9 . 4 7  1 2 1 . 6 3  1 3 3 . 7 9  6 %  8 1 . 0 9  9 1 . 2 2  1 0 1 . 3 6  1 1 1 . 4 9

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2 0 1 1  2 0 1 2 E  S p e c i a l  D i v i d e n d s  $ 1 8 8  $ 0  $ 0  $ 0  $ 8 9 7  $ 0  $ 0  $ 0  $ 0  $ 1 7 1  S h a r e  R e p u r c h a s e s  2 0 1  1 1  7 5  1 4 5  5 5  4 3  0  5  1 6 5  7 9  F C F  G e n e r a t e d  $ 7 4  $ 7 2  $ 1 1 2  $ 1 1 3  $ 4 2  $ 5 6  $ 7 8  $ 1 0 3  $ 5 7  $ 1 2 5  C u m u l a t i v e  S i n c e  I P O  ( 2 0 0 4 )  $ 7 2  $ 1 8 5  $ 2 9 8  $ 3 4 0  $ 3 9 5  $ 4 7 4  $ 5 7 7  $ 6 3 4  $ 7 5 9  C u m u l a t i v e  D i v i d e n d s  P a i d  O u t  S i n c e  I P O  $ 0  $ 0  $ 0  $ 8 9 7  $ 8 9 7  $ 8 9 7  $ 8 9 7  $ 8 9 7  $ 1 , 0 6 8  %  o f  F C F  G e n e r a t e d  ( " C u m u l a t i v e  P a y o u t  R a t i o " )  0 %  0 %  0 %  2 6 4 %  2 2 7 %  1 8 9 %  1 5 5 %  1 4 2 %  1 4 1 %  I n c l u d i n g  S h a r e  R e p u r c h a s e s  1 4 %  4 6 %  7 7 %  3 4 8 %  3 1 0 %  2 5 9 %  2 1 3 %  2 2 0 %  2 1 7 %  O v e r  t i m e ,  D o m i n o ’ s ,  a n o t h e r  p u r e  -  p l a y  f r a n c h i s o r ,  h a s  c o n t i n u a l l y  r e  -  l e v e r e d  a n d  r e t u r n e d  c a p i t a l  t o  s h a r e h o l d e r s  D o m i n o ’ s  h a s  b e e n  c o m f o r t a b l e  s u s t a i n i n g  e v e n  h i g h e r  l e v e r a g e  l e v e l s  ( 7 x  –  8 x )  g i v e n  i t s  h i g h l y  f r a n c h i s e d  b u s i n e s s  W h i l e  D o m i n o ’ s  h a s  f a v o r e d  s p e c i a l  d i v i d e n d s  a n d  s h a r e
r e p u r c h a s e s  o v e r  r e g u l a r  d i v i d e n d s ,  t h e y  h a v e  p a i d  o u t  1 4 0 %  o f  t h e i r  c u m u l a t i v e  F r e e  C a s h  F l o w  s i n c e  I P O  C a p i t a l  A l l o c a t i o n  C a s e  S t u d y :  D o m i n o ’ s  P i z z a  <  3 2  >  7 . 8 x  4 . 9 x  4 . 5 x  3 . 9 x  3 . 1 x  4 . 9 x  3 . 6 x  2 . 9 x  2 . 9 x  7 . 4 x  6 . 9 x  6 . 9 x  5 . 4 x  4 . 8 x  5 . 1 x  0 . 0 x  1 . 0 x  2 . 0 x  3 . 0 x  4 . 0 x  5 . 0 x  6 . 0 x  7 . 0 x  8 . 0 x  9 . 0 x  1 9 9 8  1 9 9 9  2 0 0 0  2 0 0 1  2 0 0 2  2 0 0 3  2 0 0 4  2 0 0 5  2 0 0 6  2 0 0 7  2 0 0 8  2 0 0 9  2 0 1 0  2 0 1 1  2 0 1 2 E  D o m i n o ' s  N e t  D e b t  /  L T M  E B I T D A  S o u r c e :  P u b l i c  d o c u m e n t s ,  C a p i t a l  I Q ,  M a r c a t o  e s t i m a t e s  A v e r a g e :  5 . 0 x

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C a p i t a l  A l l o c a t i o n  C a s e  S t u d y :  D o m i n o ’ s  P i z z a  ( C o n t ’ d )  <  3 3  >  D P Z  h a s  b e e n  r i c h l y  r e w a r d e d  b y  t h e  m a r k e t  f o r  t h i s  p o l i c y ,  a s  i t s  s t o c k  h a s  a p p r e c i a t e d  4 9 5 %  s i n c e  i t s  2 0 0 4  I P O  $ 0  $ 5  $ 1 0  $ 1 5  $ 2 0  $ 2 5  $ 3 0  $ 3 5  $ 4 0  $ 4 5  J u l - 2 0 0 4  J u l - 2 0 0 5  J u l - 2 0 0 6  J u l - 2 0 0 7  J u l - 2 0 0 8  J u l - 2 0 0 9  J u l - 2 0 1 0  J u l - 2 0 1 1  J u l - 2 0 1 2  D o m i n o ' s  -  D i v i d e n d  A d j u s t e d  S h a r e  P r i c e  + 4 9 5 %  S o u r c e :  C a p i t a l  I Q

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  A n a l y s t s  T h i n k  D o m i n o ’ s  W o u l d  H a v e  D o n e  E v e n  B e t t e r  P a y i n g  R e g u l a r  D i v i d e n d s  <  3 4  >  “ A  h i g h e r  p a y o u t  r a t i o  i s  a p p r o p r i a t e  g i v e n  D o m i n o ’ s  h i g h l y  f r a n c h i s e d  b u s i n e s s  m o d e l  t h a t  r e q u i r e s  r e l a t i v e l y  l o w  r a t e s  o f  c a p i t a l  i n v e s t m e n t .  B u t  w e  q u e s t i o n  w h e t h e r  a  m o r e  d e f i n e d  a n n u a l  d i v i d e n d  p a y o u t  c o u l d  h a v e  a c c o m p l i s h e d  a  s i m i l a r  t o t a l  t i m e  a d j u s t e d  p a y o u t  w i t h o u t  t h e  d r a m a  a n d  r i s k  a r o u n d  a  r e c a p i t a l i z a t i o n  a n d  i n  a  m o r e  d e f i n e d ,  t r a n s p a r e n t  w a y . ”  –  J o s e p h  B u c k l e y ,  B a n k  o f  A m e r i c a  M e r r i l l  L y n c h  R e s t a u r a n t  A n a l y s t ,  3 / 2 0 / 2 0 1 2  S o u r c e :  B a n k  o f  A m e r i c a  M e r r i l l  L y n c h

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  D I N  S h o u l d  M a i n t a i n  a  M i n i m u m  o f  5 x  L e v e r a g e  a n d  P a y  O u t  1 0 0 %  o f  F C F  <  3 5  >  D I N ’ s  c u r r e n t  l e v e r a g e  r a t i o  o f  4 . 7 x  i s  a r g u a b l y  c o n s e r v a t i v e  g i v e n  a m p l e  l i q u i d i t y  a n d  c o v e r a g e  r a t i o s ,  a n d  l a c k  o f  o p e r a t i n g  l e v e r a g e  D P Z ’ s  m o s t  r e c e n t  r e f i n a n c i n g ,  i n  M a r c h  2 0 1 2 ,  w a s  d o n e  a t  5 . 7 x  n e t  l e v e r a g e  a n d  a  5 . 2 %  r a t e  T h i s  i s  e s p e c i a l l y  t r u e  g i v e n  a b i l i t y  t o  c a l l  b o n d s  i n  2 0 1 4 ,  w h i c h  s h o u l d  l o w e r  i n t e r e s t  e x p e n s e  a n d  t a k e  e x c e s s  F C F  f r o m  ~ $ 1 1 6 m  t o  ~ $ 1 2 9 m  o r  m o r e  ( 1 )  G i v e n  t h e s e  f a c t s ,  w e  b e l i e v e  t h a t  D I N  s h o u l d  a n n o u n c e  a n d  p a y  a n  a n n u a l  d i v i d e n d  o f  $ 6  /  s h a r e ,  w h i c h  w o u l d  r e p r e s e n t  a  ~ 1 0 0 %  p a y o u t  r a t i o  o n  2 0 1 3 E  F C F ,  a n d  s e t  a n  e x p l i c i t  l e v e r a g e  t a r g e t  o f  5 . 0 x  –  5 . 5 x  N e t  D e b t  /  E B I T D A ,  p a y i n g  p e r i o d i c  s p e c i a l  d i v i d e n d s  i n  a d d i t i o n  t o  o r g a n i c  d i v i d e n d  g r o w t h  S o u r c e :  M a r c a t o  e s t i m a t e s  ( 1 )  A s s u m i n g  t h e  9 . 5 %  b o n d s  a r e  r e f i n a n c e d  a t  a
c o s t  o f  7 %

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  W e  B e l i e v e  a  7 5 %  P a y o u t  R a t i o  W o u l d  B e  T o o  L o w  <  3 6  >  W e  b e l i e v e  a  7 5 %  p a y o u t  r a t i o  w o u l d  q u i c k l y  l e a d  t o  s u b  -  o p t i m a l  l e v e r a g e  S o u r c e :  M a r c a t o  e s t i m a t e s  N o t e :  A n a l y s i s  i s  i l l u s t r a t i v e  a n d  a s s u m e s  9 . 5 %  b o n d s  a r e  r e f i n a n c e d  a t  7 %  d u r i n g  2 0 1 4  2 0 1 2  2 0 1 3 E  2 0 1 4 E  2 0 1 5 E  2 0 1 6 E  T o t a l  R e v e n u e  $ 6 6 5  $ 6 8 5  $ 7 0 5  $ 7 2 7  %  G r o w t h  3 %  3 %  3 %  E B I T D A  $ 2 8 7  $ 2 9 7  $ 3 0 8  $ 3 1 9  %  M a r g i n  4 3 . 2 %  4 3 . 4 %  4 3 . 7 %  4 3 . 9 %  C a s h  I n t e r e s t  ( 1 1 1 )  ( 9 8 )  ( 8 7 )  ( 8 6 )  C a s h  T a x e s  ( 4 6 )  ( 5 7 )  ( 6 5 )  ( 6 9 )  C a p E x  ( 1 5 )  ( 1 5 )  ( 1 5 )  ( 1 5 )  L T  R e c e i v a b l e s  R u n - o f f  1 3  1 3  1 3  1 3  W o r k i n g  C a p i t a l  /  O t h e r  ( 1 2 )  ( 1 0 )  ( 8 )  ( 8 )  F r e e  C a s h  F l o w  $ 1 1 6  $ 1 3 1  $ 1 4 6  $ 1 5 4  %  P a y o u t  7 5 %  7 5 %  7 5 %  7 5 %  D i v i d e n d  P a i d  O u t  $ 8 7  $ 9 8  $ 1 0 9  $ 1 1 5  C a s h  L e f t  O v e r  $ 2 9  $ 3 3  $ 3 6  $ 3 8  1 2 / 3 1 / 2 0 1 2 E 1 2 / 3 1 / 2 0 1 3 E 1 2 / 3 1 / 2 0 1 4 E 1 2 / 3 1 / 2 0 1 5 E 1 2 / 3 1 / 2 0 1 6 E  N e t  D e b t  $ 1 , 3 5 2  $ 1 , 3 2 3  $ 1 , 2 9 0  $ 1 , 2 5 4  $ 1 , 2 1 5  E B I T D A  /  I n t e r e s t
2 . 6 x  3 . 0 x  3 . 5 x  3 . 7 x  N e t  D e b t  /  T r a i l i n g  E B I T D A  4 . 6 x  4 . 3 x  4 . 1 x  3 . 8 x  N e t  D e b t  /  F o r w a r d  E B I T D A  4 . 7 x  4 . 4 x  4 . 2 x  3 . 9 x  3 . 7 x

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  W h y  N o w ?  L e v e r a g e  N o w  U n d e r  5 x  a n d  D e c l i n i n g  C o v e r a g e  r a t i o s  a r e  e x c e l l e n t  a n d  w i l l  i m p r o v e  w i t h  b o n d  r e f i n a n c i n g  i n  2 0 1 4  C a p i t a l  s t r u c t u r e  h i g h l y  s u s t a i n a b l e  a n d  a r g u a b l y  c o n s e r v a t i v e  T r a n s i t i o n a l  P o i n t  i n  C o m p a n y ’ s  H i s t o r y  W i t h  t h e  m u l t i  -  y e a r  r e f r a n c h i s i n g  e f f o r t  f i n a l l y  c o m p l e t e d ,  i t  i s  t i m e  t o  d e f i n e  y o u r  f u t u r e  p r i o r i t i e s  Y i e l d  -  S t a r v e d  W o r l d  W e  b e l i e v e  s u c h  a  l a r g e ,  s t a b l e ,  r e c u r r i n g  a n n u a l  d i v i d e n d  w o u l d  b e  h i g h l y  p r i z e d  b y  i n v e s t o r s  W e  b e l i e v e  i t  w o u l d  a t t r a c t  a n  e n t i r e l y  n e w  g r o u p  o f  i n c o m e  -  o r i e n t e d  i n v e s t o r s ,  l e a d i n g  t o  s i g n i f i c a n t  a n d  p e r m a n e n t  v a l u e  c r e a t i o n  <  3 7  >

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  3 8  >  I V .  T h o u g h t s  o n  E x e c u t i o n

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  P r o p o s a l  i s  R e a d i l y  E x e c u t a b l e  U n d e r  C u r r e n t  C r e d i t  D o c u m e n t s  A f t e r  r e v i e w i n g  t h e  c r e d i t  a g r e e m e n t  g o v e r n i n g  t h e  C o m p a n y ’ s  b a n k  d e b t  a n d  t h e  i n d e n t u r e  g o v e r n i n g  t h e  C o m p a n y ’ s  b o n d s ,  w e  b e l i e v e  t h e  c a p i t a l  a l l o c a t i o n  p r o p o s a l  w e ’ v e  o u t l i n e d  i s  r e a d i l y  e x e c u t a b l e  T h e  m o s t  r e s t r i c t i v e  p r o v i s i o n  i n  t h e  c r e d i t  d o c u m e n t s  i s  t h e  m a n d a t o r y  p r e p a y m e n t  c l a u s e  i n  t h e  b a n k  d e b t  a g r e e m e n t ,  a  p r o v i s i o n  w e  s t r o n g l y  b e l i e v e  i s  u n n e c e s s a r y  f o r  l e n d e r s  t o  r e q u i r e  g i v e n  t h e  C o m p a n y ’ s  c u r r e n t  c r e d i t  p r o f i l e .  A s  s u c h ,  w e  h i g h l y  r e c o m m e n d  t h a t  t h e  C o m p a n y :  1 )  S e e k  a n  a m e n d m e n t  t o  i t s  b a n k  d e b t  a g r e e m e n t  e l i m i n a t i n g  t h e  r e q u i r e m e n t  t h a t  5 0 %  o f  e a c h  f i s c a l  y e a r ’ s  E x c e s s  C a s h  F l o w  b e  u s e d  t o  p r e p a y  b a n k  d e b t  2 )  S i m u l t a n e o u s l y  l o o k  t o  o t h e r  b a n k s  t o  r e f i n a n c e  t h e  b a n k  d e b t  o n  s i m i l a r  t e r m s  t o  t h e  e x i s t i n g
f a c i l i t y ,  w i t h o u t  t h i s  r e s t r i c t i v e  E x c e s s  C a s h  F l o w  p a y m e n t  r e q u i r e m e n t ,  g i v e n  t h a t  t h e  c u r r e n t  b a n k  d e b t  i s  p r e p a y a b l e  a t  p a r  a t  a n y  t i m e  w i t h o u t  p e n a l t y  W e  b e l i e v e  t h a t  t h e  C o m p a n y  s h o u l d  a n n o u n c e  i t s  d i v i d e n d  p o l i c y  w h i l e  p u r s u i n g  t h e  a b o v e  i n i t i a t i v e s  r e l a t e d  t o  i t s  b a n k  d e b t  W e  b e l i e v e  t h a t  i f  t h e  C o m p a n y  a n n o u n c e s  i t s  d i v i d e n d  p o l i c y  n o w  b u t  w a i t s  u n t i l  Q 3  2 0 1 3  t o  b e g i n  p a y i n g  i t s  d i v i d e n d ,  i t  w i l l  h a v e  u n t i l  e a r l y  2 0 1 5  t o  c o m p l e t e  a n  a m e n d m e n t  o r  r e f i n a n c i n g  o f  i t s  b a n k  d e b t  w i t h o u t  v i o l a t i n g  t h e  m a n d a t o r y  p r e p a y m e n t  c l a u s e  i n  t h e  f a c i l i t y ’ s  c r e d i t  a g r e e m e n t  <  3 9  >

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C o m p a n y  S h o u l d  A m e n d  o r  R e f i n a n c e  I t s  B a n k  D e b t  A s  S o o n  A s  P o s s i b l e  W e  b e l i e v e  t h e  m o s t  r e s t r i c t i v e  t e r m  i n  D I N ’ s  c r e d i t  d o c u m e n t s  i s  t h e  m a n d a t o r y  p r e p a y m e n t s  c l a u s e  i n  i t s  b a n k  d e b t  a g r e e m e n t  -  s p e c i f i c a l l y ,  S e c t i o n  2 . 0 5 ( b ) (  i  )  T h i s  r e q u i r e s  t h a t  t h e  C o m p a n y  u s e  5 0 %  o f  i t s  E x c e s s  C a s h  F l o w  i n  a n y  g i v e n  y e a r  t o  p r e p a y  i t s  t e r m  l o a n  W e  s t r o n g l y  b e l i e v e  t h a t  t h i s  p r o v i s i o n  i s  u n n e c e s s a r y  f o r  a  l o a n  o f  t h i s  s i z e  t o  a  b u s i n e s s  o f  t h i s  q u a l i t y  W i t h  j u s t  o v e r  $ 5 0 0 m  o u t s t a n d i n g ,  t h i s  l o a n  i s  < 2 x  l e v e r e d  a n d  s h o u l d  n o  l o n g e r  r e q u i r e  s u c h  m a n d a t o r y  p r e p a y m e n t  G i v e n  t h a t  t h e  t e r m  l o a n  i s  n o w  p r e  -  p a y a b l e  a t  p a r  a t  a n y  t i m e  w i t h o u t  p e n a l t y ,  w e  b e l i e v e  t h a t  t h e  s i n g l e  m o s t  i m p o r t a n t  t h i n g  t h e  C o m p a n y  c a n  d o  a t  t h i s  t i m e  i s  s i m u l t a n e o u s l y :  <  40  > 1 .  S e e k  a n  a m e n d m e n t  t o  i t s  b a n k  d e b t  f a c i l i t y  e l i m i n a t i n g  t h i s
5 0 %  E x c e s s  C a s h  F l o w  “ S w e e p ”  2 .  I n  p a r a l l e l ,  l o o k  t o  o t h e r  b a n k s  t o  r e f i n a n c e  t h i s  s e n i o r  c r e d i t  f a c i l i t y  o n  s i m i l a r  t e r m s ,  b u t  w i t h o u t  t h i s  5 0 %  E x c e s s  C a s h  F l o w  “ S w e e p ”  ( 1 )  ( 2 )  ( 1 )  T h i s  w i l l  e f f e c t i v e l y  g i v e  e x i s t i n g  l e n d e r s  t h e  o p t i o n  o f  a c c e p t i n g  a  f e e  t o  a m e n d  t h i s  t e r m ,  o r  b e i n g  r e f i n a n c e d  o u t  o f  t h e i r  i n v e s t m e n t  ( 2 )  M a r c a t o  w o u l d  b e  h a p p y  t o  f a c i l i t a t e  i n t r o d u c t i o n  t o  s e v e r a l  o t h e r  b a n k s  n o t  p a r t i c i p a t i n g  i n  t h e  e x i s t i n g  c r e d i t  f a c i l i t y  w h o  w o u l d  b e  i n t e r e s t e d  i n  c o m p e t i n g  t o  w i n  t h i s  b u s i n e s s

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  C o m p a n y  S h o u l d  A n n o u n c e  D i v i d e n d  P o l i c y  a n d  B e g i n  P a y m e n t  i n  Q 3  2 0 1 3  A c c o r d i n g  t o  t h e  c r e d i t  a g r e e m e n t ,  t h e  p a y m e n t  o f  5 0 %  o f  e a c h  f i s c a l  y e a r ’ s  E x c e s s  C a s h  F l o w  ( “ E C F  P a y m e n t ” )  i s  d u e  t o  b a n k  d e b t  h o l d e r s  f i v e  b u s i n e s s  d a y s  a f t e r  t h e  f i n a n c i a l  s t a t e m e n t s  f o r  t h a t  y e a r  h a v e  b e e n  d e l i v e r e d  F o r  e x a m p l e ,  2 0 1 2 ’ s  E C F  P a y m e n t  w i l l  b e  d u e  i n  e a r l y  2 0 1 3 ,  2 0 1 3 ’ s  E C F  P a y m e n t  w i l l  b e  d u e  i n  e a r l y  2 0 1 4 ,  e t c .  T h e  C o m p a n y  h a s  c o n f i r m e d  t h a t  n o  E C F  P a y m e n t  w i l l  n e e d  t o  b e  m a d e  f o r  F Y  2 0 1 2  i n  e a r l y  2 0 1 3 ,  s i n c e  t h e  C o m p a n y  a l r e a d y  u s e d  n e a r l y  a l l  o f  i t s  c a s h  f l o w  d u r i n g  2 0 1 2  t o  p a y  d o w n  b a n k  d e b t  I f  t h e  C o m p a n y  w e r e  t o  w a i t  u n t i l  Q 3  2 0 1 3  t o  b e g i n  p a y i n g  i t s  r e g u l a r  d i v i d e n d ,  i t  c o u l d  r e t a i n  i t s  F r e e  C a s h  F l o w  d u r i n g  Q 1  a n d  Q 2  2 0 1 3  a n d  b e  p o s i t i o n e d  t o  m a k e  i t s  2 0 1 3  E C F  P a y m e n t  i n  e a r l y  2 0 1 4  i n  t h e  u n l i k e l y  e v e n t  i t
c a n n o t  r e f i n a n c e  o r  a m e n d  i t s  b a n k  d e b t  b y  t h e n  W i t h  t h i s  a p p r o a c h ,  t h e  C o m p a n y  c a n  a n n o u n c e  i t s  d i v i d e n d  p o l i c y  n o w ,  b e g i n  p a y i n g  i t s  r e g u l a r  d i v i d e n d  i n  Q 3  2 0 1 3 ,  a n d  n o t  h a v e  t o  w o r r y  a b o u t  c o v e r i n g  a n o t h e r  E C F  P a y m e n t  u n t i l  e a r l y  2 0 1 5  T h i s  w o u l d  g i v e  t h e  C o m p a n y  m o r e  t h a n  t w o  y e a r s  t o  r e f i n a n c e  o r  a m e n d  i t s  b a n k  d e b t  f a c i l i t y ,  i n  a  f a v o r a b l e  c r e d i t  m a r k e t  e n v i r o n m e n t  ( 1 )  <  4 1  >  ( 1 )  W e  n o t e  t h a t  t h e  C o m p a n y  h a s  a l r e a d y  s u g g e s t e d  i t  i s  p l a n n i n g  t o  r e f i n a n c e  i t s  b o n d s  p r i o r  t o  t h a t  d a t e ,  i n  f a l l  2 0 1 4 ,  a n d  m i g h t  w a n t  t o  c o n s i d e r  a  f r a n c h i s e  s e c u r i t i z a t i o n  t o  r e p l a c e  a l l  o f  i t s  b o r r o w i n g s  a t  t h a t  p o i n t  i n  t i m e

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  F i n a n c i a l  C o v e n a n t s  N o t  a  P r o b l e m  <  4 2  >  S o u r c e :  C o m p a n y  d o c u m e n t s ,  M a r c a t o  e s t i m a t e s  ( 1 )  A s s u m e s  a  d i v i d e n d  p a y o u t  r a t i o  e q u a l  t o 1 0 0 %  o f  F r e e  C a s h  F l o w  a n n u a l l y ,  a n d  a  r e f i n a n c i n g  o f  t h e  9 . 5 %  b o n d s  i n  2 0 1 4  a t  a  7 %  i n t e r e s t  r a t e  N o n e  2 0 1 3 E  2 0 1 4 E  2 0 1 5 E  2 0 1 6 E  I n t e r e s t  C o v e r a g e  -  C o v e n a n t  1 . 7 5 x  1 . 7 5 x  1 . 7 5 x  2 . 0 0 x  I n t e r e s t  C o v e r a g e  -  M a r c a t o  E s t i m a t e  ( 1 )  2 . 5 9 x  2 . 9 9 x  3 . 4 2 x  3 . 5 4 x  2 0 1 3 E  2 0 1 4 E  2 0 1 5 E  2 0 1 6 E  L e v e r a g e  R a t i o  -  C o v e n a n t  7 . 0 0 x  6 . 7 5 x  6 . 5 0 x  6 . 0 0 x  L e v e r a g e  R a t i o  -  M a r c a t o  E s t i m a t e  ( 1 )  4 . 7 1 x  4 . 5 5 x  4 . 3 9 x  4 . 2 4 x  F i n a n c i a l  C o v e n a n t s :  B a n k  D e b t  A g r e e m e n t  F i n a n c i a l  C o v e n a n t s :  B o n d  I n d e n t u r e

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  A s s u m i n g  a  r e f i n a n c i n g  o f  t h e  b o n d s  a n d  b a n k  d e b t  b y  e a r l y  2 0 1 5 ,  t h e r e  s h o u l d  b e  a m p l e  r o o m  i n  t h e  R e s t r i c t e d  P a y m e n t s  b a s k e t s  t o  p a y  o u t  1 0 0 %  o f  F r e e  C a s h  F l o w  a s  d i v i d e n d s ,  b e g i n n i n g  i n  Q 3  2 0 1 3  2 0 1 2 E  2 0 1 3 E  2 0 1 4 E  R e s t r i c t e d  P a y m e n t s  B a s k e t  ( 3 )  B e g i n n i n g  o f  Y e a r  $ 1 2 3  $ 1 2 6  D i v i d e n d s  P a i d  ( 2 )  ( 5 8 )  ( 1 3 0 )  A d d i t i o n a l  C a p a c i t y  E a r n e d  ( 3 )  6 0  6 6  E n d  o f  Y e a r  $ 1 2 3  $ 1 2 6  $ 6 2  2 0 1 2 E  2 0 1 3 E  2 0 1 4 E  R e s t r i c t e d  P a y m e n t s  B a s k e t  ( 1 )  B e g i n n i n g  o f  Y e a r  $ 1 1 2  $ 1 1 2  D i v i d e n d s  P a i d  ( 2 )  ( 5 8 )  ( 1 3 0 )  A d d i t i o n a l  C a p a c i t y  E a r n e d  ( 1 )  5 8  6 5  E n d  o f  Y e a r  $ 1 1 2  $ 1 1 2  $ 4 7  R e s t r i c t e d  P a y m e n t s  B a s k e t s  N o t  a  P r o b l e m  <  4 3  >  S o u r c e :  C o m p a n y  d o c u m e n t s ,  M a r c a t o  e s t i m a t e s  ( 1 )  C a l c u l a t e d  a s  $ 3 5 m  p l u s  a g g r e g a t e  c u m u l a t i v e  E x c e s s  C a s h  F l o w  n o t  r e q u i r e d  f o r  m a n d a t o r y  p r e p a y m e n t s  f o r  a l l  f u l l  f i s c a l  y e a r  s  a  f t e r  t h e  C l o s i n g  D a t e ,
a s  d e f i n e d  i n  t h e  s e n i o r  c r e d i t  a g r e e m e n t  ( 2 )  A s s u m e s  a  d i v i d e n d  p a y o u t  r a t i o  e q u a l  t o 1 0 0 %  o f  F r e e  C a s h  F l o w  a n n u a l l y ,  b e g i n n i n g  i n  Q 3  2 0 1 3 ,  a n d  a  r e f i n a n c i n g  o f  t h e  9 . 5 %  b o n  d s  i n  2 0 1 4  a t  a  7 %  i n t e r e s t  r a t e  ( 3 )  C a l c u l a t e d  a s  $ 3 5 m  p l u s  5 0 %  o f  a g g r e g a t e  c u m u l a t i v e  C o n s o l i d a t e d  N e t  I n c o m e  f o r  a l l  f i s c a l  q u a r t e r s  b e g i n n i n g  i n  t h e  q u a r t e r  i n  w h i c h  t h e  I s s u e  D a t e  o c c u r r e d ,  a s  d e f i n e d  i n  t h e  b o n d  i n d e n t u r e  R e s t r i c t e d  P a y m e n t s :  B a n k  D e b t  A g r e e m e n t  R e s t r i c t e d  P a y m e n t s :  B o n d  I n d e n t u r e

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  I l l u s t r a t i v e  T i m e l i n e  <  4 4  >  N o w  :  C o m p a n y  s h o u l d :  1 )  S e e k  t o  a m e n d  i t s  b a n k  d e b t  f a c i l i t y ,  r e m o v i n g  5 0 %  E x c e s s  C a s h  F l o w  S w e e p  2 )  L o o k  t o  o t h e r  b a n k s  t o  r e f i n a n c e  i t s  b a n k  d e b t  f a c i l i t y  w i t h o u t  a n  E x c e s s  C a s h  F l o w  S w e e p  3 )  A n n o u n c e  a n  a n n u a l  d i v i d e n d  o f  $ 6  /  s h a r e ,  t o  b e  p a i d  q u a r t e r l y  b e g i n n i n g  i n  Q 3  2 0 1 2  Q 1  a n d  Q 2 ,  2 0 1 3  :  C o m p a n y  c a n  h o l d  o n t o  i t s  F r e e  C a s h  F l o w  t o  c o v e r  i t s  2 0 1 3  E C F  P a y m e n t ,  t o  b e  m a d e  i n  e a r l y  2 0 1 4 ,  i n  t h e  u n l i k e l y  e v e n t  i t  c a n n o t  a m e n d  o r  r e f i n a n c e  i t s  b a n k  d e b t  f a c i l i t y  b y  t h e n  1 / 1 / 2 0 1 3  E a r l y  2 0 1 4  :  E C F  P a y m e n t  d u e  f o r  2 0 1 3 ,  i n  t h e  u n l i k e l y  e v e n t  t h e  C o m p a n y  h a s  n o t  y e t  a m e n d e d  o r  r e f i n a n c e d  i t s  b a n k  d e b t  f a c i l i t y  O c t o b e r ,  2 0 1 4  :  9 . 5 %  b o n d s  a r e  c a l l a b l e ;  C o m p a n y  s h o u l d  r e f i n a n c e  a t  a  l o w e r  i n t e r e s t  r a t e  a n d  c o n s i d e r  r e p l a c i n g  a l l  o f  i t s  b o r r o w i n g s  w i t h  a  f r a n c h i s e  s e c u r i t i z a t i o n  Q 3
2 0 1 3  :  B e g i n  p a y i n g  $ 6  /  s h a r e  a n n u a l i z e d  d i v i d e n d  E a r l y  2 0 1 3  :  N o  E C F  P a y m e n t  d u e  f o r  2 0 1 2  d u e  t o  o p t i o n a l  p r e p a y m e n t s  m a d e  d u r i n g  t h e  y e a r  1 / 1 / 2 0 1 5  1 / 1 / 2 0 1 4  E a r l y  2 0 1 5  :  F i r s t  E C F  P a y m e n t  d a t e  t h e  C o m p a n y  w o u l d  h a v e  t o  w o r r y  a b o u t  i f  i t  r e t a i n s  i t s  F r e e  C a s h  F l o w  f o r  Q 1  a n d  Q 2  2 0 1 3 .  C o m p a n y  w o u l d  h a v e  u n t i l  n o w  t o  a m e n d  o r  r e f i n a n c e  i t s  b a n k  d e b t  f a c i l i t y  i f  i t  w a i t s  u n t i l  Q 3  2 0 1 3  t o  b e g i n  p a y i n g  i t s  r e g u l a r  d i v i d e n d .

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  <  45  >  V .  S u m m a r y

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  E x e c u t i v e  S u m m a r y  A t t r a c t i v e  B u s i n e s s  H i g h  q u a l i t y  f r a n c h i s e d  b u s i n e s s  m o d e l  r e s u l t s  i n  s t a b l e ,  p r e d i c t a b l e  r o y a l t y  s t r e a m  H i g h  m a r g i n s  +  l o w  c a p i t a l  r e q u i r e m e n t s  =  s i g n i f i c a n t  f r e e  c a s h  f l o w  g e n e r a t i o n  U n d e r v a l u e d  b y  t h e  M a r k e t  E q u i t y  t r a d i n g  a t  s i g n i f i c a n t  d i s c o u n t  t o  p u r e  -  p l a y  f r a n c h i s e d  p e e r s  C o n s e r v a t i v e  C a p i t a l  S t r u c t u r e  N o w  u n d e r  5 x  l e v e r a g e  t a r g e t  N o  n e a r  -  t e r m  m a t u r i t i e s  a n d  o p p o r t u n i t y  t o  r e f i n a n c e  b o n d s  a t  l o w e r  i n t e r e s t  r a t e  i n  2 0 1 4  H o w  C a n  t h e  C o m p a n y  C r e a t e  t h e  M a x i m u m  V a l u e  f r o m  t h i s  O p p o r t u n i t y ?  P a y  o u t  a l l  f r e e  c a s h  f l o w  a s  d i v i d e n d s  S t a b l e ,  p r e d i c t a b l e  a n n u a l  d i v i d e n d  w o u l d  a t t r a c t  n e w  i n v e s t o r s  a n d  b e  h i g h l y  p r i z e d  i n  p e r s i s t e n t  l o w  i n t e r e s t  r a t e  e n v i r o n m e n t  W e  b e l i e v e  t h i s  w i l l  l e a d  t o  s i g n i f i c a n t  l o n g  -  t e r m  v a l u e  c r e a t i o n  <  4 6  >

 



 

Q 1  2 0 1 0  I n v e s t o r  P r e s e n t a t i o n  W e  B e l i e v e  A  H i g h  P a y o u t  R a t i o  W i l l  C r e a t e  S i g n i f i c a n t  E q u i t y  V a l u e  <  4 7  >  W e  b e l i e v e  i f  t h e  C o m p a n y  a n n o u n c e s  a  p o l i c y  o f  p a y i n g  o u t  1 0 0 %  o f  i t s  a n n u a l  F r e e  C a s h  F l o w ,  a  s t o c k  p r i c e  o v e r  $ 1 0 0  i s  h i g h l y  l i k e l y  S o u r c e :  M a r c a t o  e s t i m a t e s  S t o c k  P r i c e  a t  D i f f e r e n t  D i v i d e n d  P a y o u t s  a n d  Y i e l d s  F C F  P a y o u t  R a t i o  8 0 %  9 0 %  1 0 0 %  1 1 0 %  3 %  $ 1 6 2 . 1 7  $ 1 8 2 . 4 4  $ 2 0 2 . 7 1  $ 2 2 2 . 9 9  D i v i d e n d  4 %  1 2 1 . 6 3  1 3 6 . 8 3  1 5 2 . 0 4  1 6 7 . 2 4  Y i e l d  5 %  9 7 . 3 0  1 0 9 . 4 7  1 2 1 . 6 3  1 3 3 . 7 9  6 %  8 1 . 0 9  9 1 . 2 2  1 0 1 . 3 6  1 1 1 . 4 9

 



 
 
 
 



EXHIBIT 3

Schedule of Transactions in Shares
 

Marcato, L.P., Marcato and Richard T. McGuire III

 
Date of Transaction  

 
Title of Class  

Number of
Shares

Acquired  Number of Shares Disposed  
Price Per

Share  
 December 3, 2012  Common Stock, par value $0.01  21,756    $63.05  

Marcato II, L.P., Marcato and Richard T. McGuire III

 
Date of Transaction  

 
Title of Class  

Number of
Shares

Acquired  Number of Shares Disposed  
Price Per

Share  
December 3, 2012   Common Stock, par value $0.01    5,128  $63.05  

Marcato International Master Fund, Ltd., Marcato and Richard T. McGuire III

 
Date of Transaction  

 
Title of Class  

Number of
Shares

Acquired  Number of Shares Disposed  
Price Per

Share  
December 3, 2012  Common Stock, par value $0.01    16,628  $63.05  

 
 

 

 



EXHIBIT 4

AGREEMENT

The undersigned agree that this Schedule 13D, relating to the Common Stock, par value $0.01 per share of DineEquity, Inc. shall be jointly filed on behalf of
the undersigned.

  December 20, 2012  
  (Date)  

  Marcato Capital Management LLC

  By: /s/ Richard T. McGuire III  
        Richard T. McGuire III, Managing Member
     
 
  /s/ Richard T. McGuire III*  
       Richard T. McGuire III
    

  Marcato, L.P.

  By: Marcato Capital Management LLC, its Managing Member
   
  By: /s/ Richard T. McGuire III  
        Richard T. McGuire III, Managing Member
     

  Marcato International Master Fund, Ltd.
   
  By: /s/ Richard T. McGuire III  
        Richard T. McGuire III, Director
     

 
 
 
 


