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Operator:   Greetings, and welcome to the Diversified Restaurant Holdings Fourth Quarter and Full Year 
2016 Financial Results Conference Call.  At this time, all participants are in a listen-only mode.   
An interactive question-and-answer session will follow the formal presentation.  If anyone should require 
Operator assistance during the conference, please press star, zero on your telephone keypad.    
As a reminder, this conference is being recorded. 

Now I’d like to turn the conference over to your host, Ms. Deborah Pawlowski, Investor Relations for 
Diversified Restaurant Holdings.  Thank you.  You may begin. 

Deborah Pawlowski:  Thanks, Matt, and good afternoon, everyone.  We certainly appreciate your time 
today and your interest in Diversified Restaurant Holdings.   

Joining me on the call is David Burke, our President and Chief Executive Officer, and Phyllis Knight,  
our new Chief Financial Officer and Treasurer.  David is going to provide a brief overview of the year.  
Phyllis will review our financials, and then David will close with an update on our strategic progress and 
outlook.  After that, we'll open the call for questions. 

You should have a copy of the financial results that were released this morning.  If not, you can access 
the release on our website www.diversifiedrestaurantholdings.com.  We also have a slide presentation 
posted on the website that we will refer to during today's call, so, if you would, please refer to slide two. 

As you are aware, we may make some forward-looking statements on this call during the formal 
discussion, as well as during the Q&A.  These statements apply to future events that are subject to risks 
and uncertainties, as well as other factors that could cause actual results to differ materially from what is 
stated on today's call.  These risks and uncertainties, and other factors are provided in the earnings 
release, as well as with our documents filed by the Company with the Securities and Exchange 
Commission.  These documents can be found on our website or at www.sec.gov. 

Also, during today's call, we will discuss some non-GAAP measures, which we believe will be useful in 
evaluating our performance.  The presentation of this additional information should not be considered in 
isolation or as a substitute for results prepared in accordance with GAAP.  Reconciliations of non-GAAP 
to comparable GAAP measures are provided in the tables accompanying the earnings release, as well as 
the presentation. 

So, with that, I will turn the call over to David to begin. 

David Burke:  Thank you, Debbie, and good morning everyone.  2016 was a year of transformation for 
our Company.  Having completed the spin-off of Bagger Dave's, we are now exclusively focused on 
driving strong performance and growth with our Buffalo Wild Wings franchise stores.  We made significant 
improvements in our cost structure as a result of the spin-off, and other efficiency initiatives that are 
driving improved operating profitability.  We used our strong positive cash flow to reduce debt and 
strengthen our balance sheet, providing greater financial flexibility and enhancing our future growth 
potential. 

While the environment has been difficult for all restaurants, we believe we've taken aggressive steps to 
combat these headwinds.  We rolled out a number of initiatives and sales promotions during the past year 
to improve our capacity utilization.  They are proving quite successful, and I'll go into these in more detail 
after Phyllis provides an overview of our financials. 

We're very fortunate to have one of the best brands in the business, and we are confident that we will not 
only weather the storm, but we'll also come out stronger and more competitive than we were just a few 
years ago.   

With that, I'll turn it over to Phyllis. 

Phyllis Knight:  Thanks, David.  The dashboard on slide four gives you a snapshot of our financial trends 
in 2016.  As David noted, we're now solely focused on operating Buffalo Wild Wings restaurants, as the 
largest franchisee in the system.  We ended the quarter with 64 locations across five states.  All financial 
results and information related to the Bagger Dave's restaurants that were spun off have been 
categorized as discontinued operations and are not included in these comparisons. 

http://www.diversifiedrestaurantholdings.com/
http://www.sec.gov/
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Total revenue for the year was $166.5 million, up 15% versus the prior year.  Same-store sales were 
down 3%.  90 basis points of that can be attributed to a conscious decision to cluster certain of our 
restaurant locations, which while driving overall growth, causes some same-store sales cannibalization.  
For the quarter, total revenue was $40.8 million, down 3.6% from the same period last year. 

Same-store sales were down 5.4%, as we experienced both a calendar shift and a severe snowstorm in 
the Midwest, which negatively impacted our December sales.  After adjusting for the holiday calendar 
shift, as demonstrated in our slides on page six, our fourth quarter same-store sales were down closer to 
3.5% for the quarter.   

While our overall top line growth has been strong, like many in our industry, we're focused on 
understanding the driving factors behind the negative trend in our same-store sales and taking the right 
actions in response.  It's clear from the data on slide seven, that traffic at our comparable stores turned 
negative in mid-2015 and has been down generally in a range of 2% to 3% on a consistent basis since.  
Through 2014 and most of 2015, we took price increases which drove positive net same-store sales. 
However, we took very little price in 2016.  We believe the data suggests that our price increases likely 
had very little to do with the traffic decline.  Those are for the most part consistent with industry trends.  
As such, we do believe that there is room for price increases in 2017, as we battle, among other things, 
higher chicken wing prices.  Beyond industry trends, including the impacts of overcapacity and declining 
retail food traffic, it's also not unreasonable that after 22 consecutive quarters of positive same-store sales 
growth, at some point, that trend would slow. 

Operating margin for the year expanded to 4.4% from 2% last year, and was a positive 3.2% in the fourth 
quarter versus a loss of 1.4% in the same period last year.  Restaurant level EBITDA increased 8.7% for 
the year to $32.3 million, representing an EBITDA margin of 19.4%.  On an adjusted basis, EBITDA was 
up 8% for the year to $23.3 million. 

For the last three years, our restaurant-level EBITDA has grown at an annual rate of nearly 20%, while 
Adjusted EBITDA has grown at a rate of 17%.  EBITDA and operating profit were impacted in part by the 
inclusion of a full year of operations for the 18 restaurants acquired in mid-2015, in addition to three new 
unit openings and one unit closing in 2015, and two new unit openings in 2016.  For the quarter, 
restaurant-level EBITDA was $6.7 million, which translates to a margin of 16.5%.  On an adjusted basis, 
EBITDA in the quarter declined 29.8% to $4.5 million.  The factors previously mentioned had a significant 
negative impact on the EBITDA margin for the quarter. 

As shown on slide nine, over time, we've consistently produced annual restaurant-level EBITDA margins 
in the area of 20%, even across different sales environments.  We expect to return to historical levels, 
with a sharp focus on cost management and without the distractions posed by also managing the Bagger 
Dave's concept.  We break out the components of our restaurant-level EBITDA on slide nine to provide a 
clear picture of how that margin breaks down, with tight labor and controllable expense management, 
coupled with maintaining a cost-of-sales ratio in the area of 28%.  Our margins remain among the highest 
in the industry, and we're committed to continuing that focus and resolve, going forward.   

Speaking of cost-of-sales, on slides ten and eleven, we provide a picture of how chicken wing prices have 
impacted our margins historically, noting that we're currently at or near record high prices. 

Then on slide twelve, you can see the trend in our labor costs.  Clearly, there are headwinds in the 
market, and battling wage inflation will continue to be a focus, as labor is one of our single largest cost 
component.  Successful management of hourly labor remains a primary focus throughout the 
organization.  The productivity of our team members is key to offsetting labor cost pressures, and 
providing them with the tools and the technologies they need to be better managers is an ongoing priority. 

Let me shift to a particularly important topic for us as we move forward, which is generating strong free 
cash flow and reducing our leverage.  On slide thirteen, we walk you through the free cash flow and net 
debt picture with a view of what we're expecting in 2017.  As you can see, as we focus on our franchise 
Buffalo Wild Wings operation, we will see a significant reduction in our capital spending in the foreseeable 
future, driving stronger free cash flow and lower net debt to EBITDA ratios.  While we cannot control the 
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overall environment, we do believe we're well positioned with our technology, marketing, and remodeling 
strategy to see positive growth in the coming year. 

With that said, we've laid out the guidance on slide fourteen as follows.  We expect revenue for 2017 to 
be in the range of $173 million to $178 million.  Restaurant-level EBITDA is expected to be between  
$33 million and $36 million, with Adjusted EBITDA between $23.5 million and $26.5 million.   
Capital expenditures, which will include one new restaurant that's currently under construction and 
expected to open in the second quarter as well as two to four remodels, is expected to range between  
$4 million and $6 million. 

With that, I'll turn it back to David. 

David Burke:  Thank you, Phyllis.  As I alluded to earlier, in concert with corporate efforts, there are a 
number of initiatives to drive more traffic and higher tickets.  I'll highlight a few of them.  The half-price 
Tuesday promotion was initially tested in the Tampa market, and based on its success, we began offering 
it at all of our locations in early September of 2016.  This promotion replaced the time-honored price per 
wing campaign.  Better messaging using half-price backed with national media has proven to drive 
significant traffic throughout all dayparts.  Following the rollout, we have seen stores achieve high-single 
digit same-store sales growth for that day and importantly, double-digit growth as we moved into 2017.   

On the technology side, we intend to leverage contact with our repeat customer base through a new 
loyalty program.  We began testing the Blazin' Rewards loyalty program in the St. Louis market last 
summer.  Since then we've seen encouraging results, with over 21,000 guests enrolled.  So far in 2017, 
we have added 29 additional locations, with the expectation to roll it out in all of our markets by May of 
this year.  The program not only gives us a valuable insight into customer preferences and time of their 
visits, but the average check of the loyalty member has been approximately 18% higher than a non-
loyalty member.  We have also advanced with remodel of most restaurants to the Stadia design.  It has 
proven to be well received by our sports-minded customers in the 27 locations where it's been 
implemented.  Our goal is to convert the remaining 37 locations to the Stadia concept by 2021. 

Lastly, in the third quarter of 2016, we began to partner with the regional and national delivery services, 
such as GrubHub.  To date, we provide local delivery at 24 locations and expect to add delivery service to 
more locations throughout the year.  Adding delivery appears to be incremental to our sales efforts, and it 
had no apparent impact on carry-out sales.  Encouragingly, the average delivered check is about 13% 
higher than dine-in and about 17% higher than carry-out. 

To close, as we move through 2017, we will continue our efforts on deleveraging the balance sheet, 
achieving operational excellence through productivity improvements, and increasing our capacity 
utilization by driving higher traffic.  Having said that, at our heart, we are a growth Company.  So, we will 
continue to be opportunistic if the right opportunity presents itself. 

With that, let me open it up for questions.  Operator? 

Operator:  Thank you.  We'll now be conducting a question-and-answer session.  If you would like to ask 
a question, please press star, one on your telephone keypad.  A confirmation tone will indicate that your 
line is in the question queue.  You may press star, two if you would like to remove your question from the 
queue.  For participants using speaker equipment, it may be necessary to pick up your handset before 
pressing the star keys.  One moment please while we poll for questions.   

Our first question comes from Greg Badishkanian from Citi.  Please, go ahead. 

Fred Wightman:  Hi, good morning.  This is actually Fred Wightman on the call for Greg.  Just looking at 
traffic and pricing, traffic's been negative for two years.  Could you talk about your expectations for that 
into 2017, and then also give a little bit more detail on what gives you confidence that the market can 
support price increases in 2017? 

David Burke:   Sure, this is David.  Good morning.  Yes, obviously, we feel that the markets had a lot of 
headwinds, particularly in 2016, and it really started in 2015, as you can see from the slide that we 
presented on page seven, where we started seeing some traffic declines.  We've been working on 
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strategies for the last 18 months to try to combat that, using technology, some different promotional 
strategies, as the market is shifting, as the consumer preferences are shifting, as retail is shifting to online 
sales, etc. We’ve been focused on really making it more attractive, a better value proposition.   

We have a great strategy in place and a number of initiatives that support that, and they're being 
executed starting late last year.  We can talk more about that in detail, but this slide presents some of 
these, and we've talked about some of it in our prepared comments. 

From a pricing perspective, we've really taken a lot of price over the years, up through the end of 2015.   
2014 is when we paused and realized that we wanted to let the consumers absorb that a little bit and see 
the reaction.  We did see some negative traffic, which we thought may have been a result of that, but in 
hindsight now, it appears that was really more market-driven than anything else. 

So, we're not going to be overly aggressive with price, as you may have seen back at the end of 2014.   
I believe we still have some room, and we need to be prudent.  This is a strategy we've always had in 
place to combat inflationary pressures with labor.  Even more now, with the wing prices staying at all-time 
high level for this point in time, I think it's something that we need to do, to just stay competitive and keep 
our profitability in line. 

Fred Wightman:  That makes sense.  Related to that, if you look at the restaurant-level margin guidance, 
the midpoint implies a modest improvement after that's been down for a few years.  Is it really just pricing 
and sort of top line momentum that's going to drive that improvement, especially with the backdrop you 
guys were describing for higher wing prices, rising labor?  I mean, it sounds like those would be 
headwinds, so just sort of the puts and takes for that guidance? 

David Burke:   Yes, I think it's a component of it for sure.  I think price is going to be a component, you 
can't rely on traffic alone.  However, we are optimistic about traffic.  We've seen some improvement this 
year with traffic as a result of some of these initiatives that we have in place. 

Fred Wightman:  Thank you. 

Operator:  Our next question comes from Jeremy Hamblin from Dougherty & Company.  Please, go 
ahead. 

Jeremy Hamblin:  Hi, thanks for taking the questions.  It looks like you're seeing some improvement, but 
generally trends have been fairly tough year-to-date for lots of operators.  Where did you say that quarter-
to-date trends are running? 

David Burke:  We did not.  We don't disclose interim information there.  However, I will say that we're 
moving along at the same pace as a lot of what you observed with Buffalo Wild Wings.  February was a 
little softer, but outside of that, we really haven't provided any guidance on a year-to-date basis.   
You should have a little bit of insight on the first couple weeks of January in our presentation. 

Jeremy Hamblin:  Right, in terms of just thinking about the year though, it does look like you're assuming 
a positive comp for the year.  Correct? 

David Burke:  Correct. 

Jeremy Hamblin:  Yes.  I think slide fifteen is really interesting, and really great job on the presentation, 
lots of terrific detail in here.  The half-wing Tuesday, it looks like it's been a very successful campaign.   
Is there a thought to extend that to half-price Thursdays or other potential days, where you just 
incrementally are making your consumer recognize the value proposition in maybe a greater way, or any 
thought to testing that? 

David Burke:  Yes, I've definitely thought about that.  I can't guarantee anything on what's going to 
happen with that.  A lot of these promotions are driven by Buffalo Wild Wings, so I am pretty considerate 
of that, but your assessment is spot on, and it makes a lot of sense just to review that.  Keep in mind that 
we do have a Thursday wing promotion, boneless wing Thursdays, skinless and boneless.  As this has 
become tested, we've rolled out the Tuesday wing promotion, half-off wings throughout the entire system 
since early September.  We’re really analyzing it and understanding the impact of it.  It takes more than a 
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few weeks or even a few months.  You really need to understand how it's impacting the entire week on 
the profitability side of it before you start rolling out into other days.  So, I think it's prudent to get a few 
quarters under our belt with this promotion and truly understand the numbers and the reactions of our 
guests in terms of their frequency of visits, and how the product mix changes, etc. 

However, I do think it's something that we should consider purely from a messaging perspective, because 
it has proven to be highly effective. 

Jeremy Hamblin:  Understood. In terms of the profitability, obviously, at this point you could say it has 
yielded improved profits in addition to the improved comp trends.  Correct? 

David Burke:  Yes, for sure. It's obviously a significant cut on the margin of that particular product, but 
you do see some mix change.  You still have your alcohol that you're pushing as well.  The variable 
contribution is still very high on these products.  We’re well over that breakeven mark on the margin 
perspective, despite the discount. 

Jeremy Hamblin:  Great. In terms of thinking about cash flows, your cap ex looks to be down quite a bit 
this year.  I think that's very prudent, kind of nice growth here on EBITDA.  I’m thinking about your ability 
to pay down debt and your commitment to doing that, because it seems like you have a great opportunity 
here to get your leverage under control to a reasonable level, where if things develop on the Buffalo Wild 
Wings refranchising efforts, it might put you in a very nice position to capitalize on that.  How should we 
be thinking about debt pay down and the commitment to doing that in 2017? Is that primarily where we 
should be thinking about free cash flow and so forth going? 

Phyllis Knight: Yes, it's Phyllis here.  I think it's exactly right.  You saw slide thirteen, which gave our 
base plan for 2017 in terms of debt reduction.  We're looking to try to achieve a minimum of 15 million of 
debt reduction and get the leverage down in the four times range.  I would tell you our priority is debt pay 
down over cap ex.  I think that's obvious from the chart.  We've put a range around the guidance.   
I think our philosophy is that the cap ex is going to be held very tight to the extent it puts at risk hitting our 
debt targets.  So, that's a huge focus for us in 2017 and into 2018. 

David Burke:  Yes, I would say that the cap ex is more dictated by the surplus of cash, so, obviously 
we're putting some boundaries behind that.  We're not going to spend over 6 million, I can assure you 
that, but depending on how the year goes and how much cash we can generate, it's going to be 
dependent on whether we're spending 4 million or 5 million.  The debt pay down is the priority in terms of 
our free cash flow. 

Jeremy Hamblin:  That's great.  I know it's again a little early in what's potentially going on with some 
refranchising, but, obviously, corporate did mention that they've got additional 10% of locations in the 
system that they've targeted for refranchising.  Do you have a sense of how the initial redone valuations 
directionally compare to where things were a couple of years ago, when you looked at St. Louis?   
The fact that it sounds like corporate is out of the bidding process for any acquisitions.  Does that by 
definition, make the market more attractive for you potentially in the future to do deals? 

David Burke:  I think there’s definitely a change in the competitiveness, but you can't count them out 
completely.   I think they've relayed that in some of their presentations that it does make sense for them 
from a portfolio management perspective.  So, we have to keep that in mind.  It's not a free-for-all.  They 
can always jump in whenever they feel it's right and prudent. 

In terms of our multiples, we looked at a lot of deals a year and a half ago, since then, we really haven't 
been looking that closely at them.  So, I don’t want to really comment on what the current valuations are 
for the group, particularly for Buffalo Wild Wings.  I don’t see a substantial change one way or the other 
from what we’ve seen recently.  A lot of it's going to depend on the territory, the region and the profitability 
to decide whether they are more attractive or less attractive to potential buyers. 

Jeremy Hamblin:  Understood.  Last one: in terms of labor, labor's been a challenge for a lot of people.  
You have actually done a pretty nice job of controlling that.  How should we be thinking about that on a 
year-over-year basis in 2017? 
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David Burke:  Like we said, we presented a lot of these things to illustrate that we work very hard to 
control the cost structure despite a variety of volatility in wing prices and sales traffic, etc.   
The pure wage inflation from a statutory standpoint is predictable, so, there's really no surprise there.   
It's really about supply and demand from a labor perspective.  We're doing a much better job with that in 
retention and trying to reduce our turnover.  There's a lot of leakage in the turnover side of things, some 
costs that are not necessarily really hard costs, or they’re difficult to see and find, but they're real.   

So, we’re working with that, and productivity is a key word that we're preaching internally.  We've always 
been very good at it, but I think there’s still room.  That really boils down to how we're managing our 
scheduling.  It’s real-time management of your labor.  You don't schedule the labor when they’re not 
needed.  It's getting the managers involved, and they're tied into that very closely from a compensation 
perspective, which is why we tend to do a very good job at it. 

Jeremy Hamblin:   Great, some nice things to hear in a pretty tough environment.  So, nice job, and 
good luck this year.  Thanks for taking the questions. 

David Burke:  Thank you.  Yes. 

Operator:  Our next question comes from Mark Smith from Feltl & Company.  Please, go ahead. 

Mark Smith:  Hi, good morning, guys. 

David Burke:  Hey, Mark. 

Phyllis Knight:  Good morning.   

Mark Smith:  First off, you guys might have talked about this, but can you just walk through again the 
cadence of the comps in fourth quarter?  Then if you could talk about changes in calendar shift in the first 
quarter that might have an impact. 

David Burke:  Sure.  I don't know if you had a chance to take a look at the slide deck, which provides 
quite a bit of color on slide six, but the fourth quarter was difficult for a couple reasons.  We were trending 
relatively flat to the year.  I mean, it wasn't a great year altogether, but, it really hit us towards the end of 
December, when we had a big Midwest snowstorm, and we had a quite a few stores in Midwest, St. Louis 
or Indiana, everything but Florida, quite frankly.  So, all but 17 stores were impacted from the snowstorm 
in week 50. 

Then there's the holiday calendar shift.  We really can't underestimate the impact of this because the last 
day of the year was Christmas Day, so, we were closed.  Then Christmas Eve is obviously impacted.  
Those are huge days for us from a NCAA Football standpoint.  We effectively lost those days, Saturday 
and Sunday, which typically are huge for us.  When you’re comping over to the prior year, you really have 
to take that in consideration, which is why we presented the next couple of weeks into January to really 
give you some flavor of how that picks up and how it's made up on a rolling basis. 

The point is that we shouldn't overreact or be worried that there's something wrong with the brand or 
anything like that.  It just is what it is.  It's just a shifting of the calendar season.  We just have to move on.  
So obviously, we get a nice pick-up in January.  I’ve mentioned before, February, similar to what Buffalo 
Wild Wings have stated, is a bit of a bump in the road.  It was a little weaker than we would have liked, 
but March Madness is in effect now, so, it's typically a very good few weeks for us. 

I think we talked about the prior year, last year March was a little soft, and particularly around markets up 
here in Michigan, with Michigan State getting blown out the first game.  That did not help when they were 
supposed to win the entire thing.  So, that was a little softer.  I think the viewership was down as well. 

Mark Smith:  Does Easter make a big impact shifting from the first quarter into the second quarter? 

David Burke:  Yes.  You're absolutely right.  Easter Sunday, just for everybody to get onboard with that 
last year, was the last day of the first quarter, which is an anomaly that happens maybe every six years or 
so.  It's typically always well into the second quarter.  So, we're going to pick up that Sunday, which again 
is going to be a March Madness.   
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Mark Smith:  Okay, and then are all of the big remodels for the year that you have in your guidance 
moving to Stadia? 

David Burke:  Yes.  Every remodel we do now is going to be Stadia, for sure. 

Mark Smith:  Okay, and remind us again about the sales lift and return metrics on those remodels. 

David Burke:  Yes, we’re experiencing pretty decent sales lifts.  It varies.  I'm not going to give specifics 
but the range is high.  On average, we're definitely in double-digits. 

Mark Smith:  Okay, and then I want to look back at the St. Louis market again.  If I remember right, when 
you guys acquired this market, it had really pretty solid restaurant-level margins, but the plan was to 
invest back into those restaurants through, call it, labor and marketing, and we would see those margins 
squeezed.  However, once the sales turned we would see an expansion on those restaurant-level 
margins.  Can you tell us if this followed that plan, pattern on restaurant-level margins, and where you are 
in that shift? 

David Burke:  Sure.  You’re exactly right with your assessment.  You've got a good memory.  That was 
precisely the plan, and we're still moving on that plan.  I think a lot of people overestimate how quickly 
you're going to build sales, it doesn't happen overnight.  You have to really change the habits of people 
that have been frequent diners, frequent visitors, people who've never been in there and trying to attract.  
So, that takes a little bit of time.  We're up against a soft market, St. Louis lost their NFL team, so there's 
lot of dynamics there. 

I'm not trying to make excuses, but the plan is still in place.  We're still optimistic that we're going to 
produce on that plan, but it's going to take a few years, not a few months to take place.  The acquisition 
was definitely a win for us.  We're very excited to have that as part of our portfolio. 

Mark Smith:   Can you quantify at all, what type of impact the St. Louis market has had on these system-
wide restaurant-level margins? 

David Burke:  I really can't.  I'd be breaking down region-by-region there.  However, it's not overly dilutive 
or accretive.  It's very similar to the other margins that you're seeing on average. 

Mark Smith:  Okay, and then last question from me.  Are you guys still in all of your restaurants following 
the Guest Experience Captain model, or have you pulled back from that a bit here in the fourth quarter 
into the first quarter? 

David Burke:  We have never implemented it.  I think we tested it in a couple of stores loosely, not 
officially, but no, we don't use it.  We don't do it at all anymore.  That's really more for non-tip regions 
where that could potentially be more effective, but we're not using that at all. 

Mark Smith:  Perfect.  Thank you. 

David Burke:  Yes. 

Operator:  Our next question comes from Eric Gandhi from Boston Partners.  Please, go ahead. 

Eric Gandhi:  Hey, guys.  Thanks for all the detail in the presentation.  It's helpful.  Two quick questions 
from me.  The first one, I was just curious if you can give us an idea of how the parent company might be 
changing its focus, increasing its support to the franchisee base, if you've seen anything over the past few 
months or quarters? 

David Burke:  Yes.  Personally, with my role change, I’ve spent a lot more time with them in personal 
visits and working with them on various conventions, etc.  I found that the environment seems to be a little 
bit more collaborative in nature.  I’ve had a lot more direct time with the new management team coming 
in, and I think that's very positive.  They're very supportive, and we're all dealing with the same issues 
right now.  So, they've been very supportive in reaching out to us, giving some feedback on whether it be 
the sales promotions, Wing Tuesdays, etc. 

On the technology part, we're partnering with them to test some of these technologies like Blazin' 
Rewards, which we did in St. Louis.  We were one of the few franchisees that really helped them in a 
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large market there.  Then, for instance, the value engineering with some of the Stadia remodels, and 
trying to get the costs down and those types of things.  So, they've been very receptive to our feedback, 
and I think it's a stronger partnership. 

Eric Gandhi:  Are there any initiatives or programs you’re running in your stores that the corporate group 
isn't running right now?  Or is it mostly in line? 

David Burke:  Mostly, it's in line.  I will say, for instance, delivery would be one that I know that they're 
working on as well, but it's not a system-wide deliverable.  They're testing some different ideas in how to 
go about it, how to execute it.  We're doing our own tests on how to execute it, other franchisees are 
doing their own things as well.  That's one example where we're communicating, but it's not a system-
wide rollout.  We wanted to get ahead of that and not wait around for something to happen, but, for the 
most part, a lot of the promotions are aligned. 

Eric Gandhi:  Yes.  The numbers and that look great.  Okay.  Then also, now that you guys have done 
your corporate realignment and refocused, with the current infrastructure you have and the team in place, 
do you have an idea of what store base you can handle?  How many stores this current infrastructure can 
support? 

David Burke:  I think, quite a few, actually.  I'd say we could probably double in size.  We can probably 
get up to 120 stores with our current infrastructure.  When you're looking at the G&A line item, over two-
thirds of that is essentially fixed.  I think we can get up to that, well over 100 stores, without having to 
invest in that two-thirds of the G&A.   

The other side of the G&A, a third of that is variable.  That's where really there's some step-ups on 
regional operators, and then marketing falls into that.  So, that's a little bit more of a variable, but, yes, we 
can get a lot of leverage with our current team for sure. 

Eric Gandhi:  Got it, okay.  Great, all right.  Thanks for answering my questions.  Appreciate it, guys.  
Good luck. 

Operator:  Thank you.  Our next question comes from David Carlson from KeyBank.  Please, go ahead. 

David Carlson:  Hi.  Couple of quick questions.  I think a statement was made by a previous participant 
that the 2017 revenue guidance seems to imply a positive comp.  I really do appreciate the commentary 
about the current environment, the acceleration of the comp trend on half-price wing Tuesdays.   
Just hoping to know what else are you guys seeing in the first quarter that gives you confidence in 
generating a positive comp for the full year?  Then I have a follow-up question on delivery. 

David Burke:  Sure.  A lot of the promotions, a couple of which we've outlined, with over 21,000 sign-ups 
on the Blazin' Rewards program in St. Louis market alone over the few months.  You can see the pick-up 
there, in 2017, the slope of the curve changes significantly.  We started introducing a little more of an 
incentive, a bounce-back, if you will, to get them back in.  The key to success is not just signing people up 
and getting them into the process.  So, you sign them up, you give them a bounce-back, say, hey, listen, 
you come back and you use rewards, we'll give you a pre-snack wing.  That gets them into the system.  
They know how to do it now, so, that becomes more of a habit. 

I think that's critical, so we reach out to them, we target promotions, etc.  It remains to be seen exactly 
how long it's going to take get complete traction on that, but, I think it's incrementally moving along very 
well. 

Wing Tuesday has been very successful.  That's just going to gain more and more traction.  We're feeling 
very good about that.  Then, we talked about delivery which we’re working on internally.  You've seeing 
the impact, the trends there that we're seeing, are great.  There’s really no cannibalization on our carry-
out sales.  It’s only going to get better as we can get more stores on-boarded.  That's not really in our 
control, to be honest with you.  We need to rely on some of the delivery service.  We want to make sure 
that they're doing a good job.  So, we don't want to go too quickly and push them so that we are 
delivering bad service or cold food or long wait times, etc. 
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Another initiative that we have in place internally is pushing capacity utilization.  We have a store, we 
have kitchens that can absorb a lot more capacity than they do.  There's probably only about seven or 
eight hours of the week where the kitchens are running at peak capacity.  So how do we get more volume 
into the stores?  It's not about necessarily getting customers to the door.  It's about delivering to 
customers, which we're working on. 

It's also getting the large parties and large groups.  We’re out there and actually do some selling, 
pounding the pavement so to speak.  We’re talking to local businesses.  We’re getting out in the 
community and really pitching and advertising for birthday parties, retirement parties, etc.  That's a big 
opportunity for us.  We do a lot of that already, but, I think if we’re a little more aggressive and more 
active instead of passive at it, we can get a sales lift there.  If we get a little bit of price and all things align, 
then I feel pretty good about the year. 

David Carlson:  Fair enough.  Then just to dig a little bit deeper on delivery.  What drove the decision to 
choose GrubHub over other third-party delivery providers?  Are you still considering other providers as 
well, or is this an exclusive arrangement? 

David Burke:  No, it's not exclusive.  We do use other providers.  They’re just the largest, and they have 
their act together from a technology perspective.  In certain markets where GrubHub may not be present 
or they're a little weaker, we might use others.  There are some incumbents that have been there.  I’m 
going to call them mom and pops, but they’re a little bit more than that.  The technology isn't quite there, 
but we manage it.  It's better than nothing, it is incremental sales.  It's definitely not exclusive.  GrubHub is 
just one of the largest.  They have a nice technology in there that's not fully integrated into our system, 
but it works out pretty well. 

David Carlson:  Thank you so much for the time. 

David Burke:  Anytime. 

Operator:  Once again as a reminder if you would like to ask a question it is star, one.  Our next question 
comes from Corbin Cain from Hawthorn Bank.  Please, go ahead. 

Corbin Cain:  Yes.  Thank you for taking my call.  Just a couple of items.  In the last quarter, you had 
mentioned Bagger would be getting about a $2 million support for operations.  Just wanted to check and 
see if that occurred in 2016, and were there any expenses in 2017 related to Bagger?  Then second, how 
much of your debt structure would be sensitive to an increase in rates, if rate increases this year? 

Phyllis Knight:  Sure.  Hi, it's Phyllis.  We funded $2 million capital distribution for Bagger Dave's right on 
the date of the spin-off, so right at the end of the year.  In terms of the impact in 2017, I mean, it's going to 
be very modest.  There is a transition services agreement in place, so, some human support as we 
transition Bagger, things like human resources and a little bit of accounting, kind of getting through audits 
and filings and those sorts of things.  But, as far as real dollars out of the door incrementally, it should be 
immaterial in 2017. 

In terms of the bank debt, we're largely hedged, say about 80% hedged against rate increases.  So, we 
have really a very small exposure to rate increases. 

Corbin Cain:  Okay.  One last thing.  I noticed the wing costs for 2017 are just slightly higher than 2016.  
What kind of projections are you making for wing costs? 

Phyllis Knight:  We projected in our plans for 2017 that we'd see wing costs right around where they've 
been more recently.  I think our expectation is that they're going to kind of hang in there at a relatively 
high level all year. Those are the forecasts that we've seen and that's what we're expecting.  So, we didn't 
build in a huge increase from where they are today, but we expect kind of stable at today's levels. 

Corbin Cain:  Thank you very much. 

Phyllis Knight:  Yes.  Thank you. 

Operator:  Thank you.  This concludes the question-and-answer session.  I'd like to turn the floor back 
over to management for any closing comments. 
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David Burke:  I just want to thank everybody for joining today.  It was a pleasure talking to you and 
answering some of your questions.  I hope you enjoyed the presentation, and I look forward to talking to 
you again next quarter. 

Operator:  This concludes today's teleconference.  Thank you for your participation.  You may disconnect 
your lines at this time. 

 


