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Company Name (Texas Roadhouse) 
Ticker: (NASDAQ: TXRH) 
Price: ($35.87) 
Recommendation: BUY  
 
        

 

 
Investment Summary  

Texas Roadhouse has produced consistent, stable, and even predictable growth over the last five years. We 

believe this is a direct result of the Company’s focus on employee satisfaction, unique atmosphere, and local 

community engagement. 

Stable Growth - Texas Roadhouse has consistently opened just under 30 restaurants for the past three years 

and has stable, high comparable sales growth. Combined with diligent margin efficiency practices, this has led 

to a strong capital position. 

Employee Satisfaction – The Company’s performance-based incentive model requires that all managers be 

invested in positive bottom-line results for the restaurants they oversee, aligning their interests with those of 

the shareholders. In addition, Texas Roadhouse has an advantage over other chains due to the fact that many 

are only open in the evenings, providing a higher quality of life for employees and therefore is more able to 

retain talent. 

Unique Atmosphere - Texas Roadhouse’s competitive advantage is its lively and fun atmosphere. The rustic 

southern-style decor paired with line-dancing staff is unique to Texas Roadhouse, and the Company has 

worked hard to maintain this theme throughout all company and franchise restaurants as it has grown. 

Local Engagement - Each restaurant is committed to its local community by participating in numerous events 

including local fundraisers. The Company markets locally only, and purchases produce, dairy and alcohol from 
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local suppliers. Though it is a chain restaurant, Texas Roadhouse is focused on being the neighborhood go-to, 

unlike its competitors. 

 

Industry Analysis 

Texas Roadhouse is part of the chain restaurant industry, which saw annual growth of 2.4% from 2010-2015 

and is expected to grow at an annual pace of 1.7% from 2015 to 2020. The industry profit margin is 5.1%, but 

is estimated to be slightly lower for chain restaurants serving meals with an average price in the range of $15 

and $25 per customer. The industry is heavily dependent on consumer spending and consumer confidence. 

Over 50% of revenue is attributable to the first and second quintile of income earners in the United States, so 

the industry as a whole relies on households earning $100,000 or more in income annually for a large portion 

of profits.  

As wages account for 32% of revenue in a typical restaurant, the industry is labor intensive and very 

responsive to wage changes and government policy surrounding employment. Cost of food is generally 28-

32% of revenue, so the industry is also dependent on supply costs. The industry is in the mature lifestyle stage 

and faces intense competition. There is a current trend for consumers to choose restaurants that offer fast-

paced service over more expensive and slower full service restaurants. Therefore, the chain restaurant 

industry faces competition from the larger food service industry, particularly from fast food chains and less 

service-oriented retail food locations that have the ability to cut costs and reduce prices more quickly. There is 

also a consumer trend toward healthier lifestyle choices, meaning restaurants with menus that are perceived 

to be healthier have a competitive edge.  

The domestic market is somewhat saturated; therefore, many companies are expanding into emerging and 

high growth countries. Some potential success factors for restaurant chains are the ability to franchise 

operations, make fast adjustments to changing regulations, control stock on hand, maintain proximity to key 

markets, quickly adopt new technology, and have access to multi-skilled and flexible workforce. Marketing and 

technology are becoming increasingly important for restaurant chains, particularly among younger markets.  

 

Products and Services 

Texas Roadhouse focuses on consistency, quality, freshness, and speed of preparation across all restaurants 

with its menu. Management inspects every entrée to confirm that it meets guests’ orders and standards of 

quality, appearance, presentation, and uniformity. All food is tested for compliance with FDA and USDA 

guidelines. Texas Roadhouse offers a focused range of 60 entrees and 90 total menu items. Each time a new 

menu item is introduced, an old one is cut out. The restaurant is adapting to the health-conscious public by 

offering gluten-free choices, vegetarian choices, and detailing nutritional information on the menu. The menu 

is also family friendly, as it offers a kids menu that features smaller portions and lower prices. The menu offers 

Downloaded from www.hvst.com by IP address 172.28.0.10 on 07/26/2025



           

3 
 

a wide variety, serving ribs, fish, chicken, pork, vegetable plates, hamburgers, salad, and over ten steak 

options. All meals are customizable and begin with a bucket of peanuts and buttered rolls. Most restaurants 

also offer a full bar featuring regional and local beer brands, wine, and margaritas. Alcohol comprised 11% of 

total sales in 2014. 

To ensure excellent service, Texas Roadhouse conducts regular customer surveys and employs third party 

individuals who are part of the “secret shopper program” to randomly visit and review restaurants. The 

Company is making a continuous effort to reduce customer wait time. Texas Roadhouse strives for a casual 

atmosphere that appeals to broad range of the population. Juke boxes featuring country music, buckets of 

peanuts, and various décor all contribute to the southern comfort atmosphere. 

Average price per guest check at Texas Roadhouse was $16.02 in 2014, which is less than key competitors such 

as Olive Garden, Buffalo Wild Wings, and Longhorn Steakhouse. Texas Roadhouse prices are heavily 

dependent on supply, particularly beef, so large changes in cost of food sold could impact the Company’s 

profits and pricing strategy. To help reduce the impact of changing supply costs, Texas Roadhouse tries to 

qualify more than one supplier for all key food items. Major menu items are all available at short notice from 

different suppliers. The Company has annual contracts for beef with 4 suppliers, but could face supply 

shortages and higher costs to secure adequate supplies if one of these parties failed to properly fulfill the 

contract. Food supplied is shipped directly to individual restaurants, as there is no central warehouse for food.  

 

Location and Ownership 

Texas Roadhouse owns 372 domestic restaurants and franchises 70 domestic restaurants, totaling to 442 

domestic locations. The restaurants are in 49 of the 50 states: 51 in Texas, 25 in Ohio, 20 in Pennsylvania, 17 in 

North Carolina, and 16 in Florida. The fact that 17% of domestic restaurants are located in Texas exposes the 

Company to some regional risk. Texas Roadhouse owns no foreign restaurants, but has franchises in 9 

locations abroad in UAE, Saudi Arabia, Kuwait and Taiwan. The Company is planning to expand internationally 

with franchised restaurants. This past year, 26 new restaurants were added, bringing the current total 

restaurants to 451. Locations are distributed largely by population and income per capita. Chain restaurants 

are heavily centered in Southeast, West and Mid-Atlantic regions due to population distribution and size.  

Domestic franchises pay a $40,000 initial franchise fee plus a renewal fee specified in each individual contract. 

About 4% of gross sales from franchise restaurants is paid to Texas Roadhouse (the exact portion is defined in 

the franchise agreement). International franchises have very different terms, but the fact that the only 

international locations are franchises reduces currency exposure as well as invested capital. Revenue from 

franchises accounts for only 0.9% of total revenue. 
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Marketing 

Texas Roadhouses utilizes an efficient and strategic marketing plan that focuses on creating a unified brand 

through local and in-restaurant marketing. The marketing strategy is to be a neighborhood destination that 

encourages frequent visits from repeat customers and exposes new customers to the brand. Texas Roadhouse 

does not run any national advertisements, which reduces selling and administrative costs and makes 

advertisements more focused. The Company does community-based marketing to generate specific 

awareness based on local atmosphere. This includes employing local marketing representatives to create local 

campaigns and community events, and weighing the costs and benefits of each effort. Additionally, social 

media is utilized to promote events and awareness about the restaurant. The use of popular country music 

artists in a monthly campaign has also proven to be a successful technique to increase restaurant traffic.  

Within the restaurant, Texas Roadhouse communicates with customers via a permission-based loyalty 

program and the use of special offers and holiday offers. The Company’s eight week holiday gift card campaign 

has led to a large increase in profits and could continue to drive growth in the future through the attraction of 

new customers. Furthermore, the realization of unspent gift card credit works to increase margins. 

 

Financials 

Texas Roadhouse has maintained consistent growth over the past four years, each year a mirror image of the 

year before. Revenue growth has hovered between 10% and 13% year over year, reflecting the fact that Texas 

Roadhouse consistently opens just under 30 stores each year and is focused on driving growth through 

frequent customer visits. Restaurant cost of food for 2014 was roughly 35%, just over the 28-32% industry 

average. This is due to the fact that each Texas Roadhouse buys from local suppliers. However, the Company’s 

cost of labor sits at 29% of sales, below industry average. Labor expenses increased from 2013 and are 

projected to increase in 2015 as a result of the Affordable Care Act, which will place a new population of 

employees under the Company’s healthcare plan. General and administrative costs decreased from 2013 to 

2014 and are held relatively low as the Company does not have any national marketing campaigns. The 

Company’s profit margin for 2014 was 5.4%, above industry averages for casual dining with average check per 

customer between $15 and $25. In addition, the Company has maintained consistent cash levels at around 

$86 million since 2010 and currently has $50 million in debt. Its debt-to-equity ratio is only 0.08, 

demonstrating its excellent capital position.  

 

Notable in the DCF, the Company has negative working capital for multiple years. This is a result of deferred 

gift card revenue and high inventory turnover. 

 

Downloaded from www.hvst.com by IP address 172.28.0.10 on 07/26/2025



           

5 
 

Average unit volume, or the average sales per restaurant, in 2014 was $4.4 million, up from $4.0 million in 

2012. Comparable sales grew at 4.7% in 2014, up from 3.4% the year before. The average cost to open a new 

store was $5.1 million for 2014, up from $4.1 million in 2013. This is the result of land purchases made in 

expensive locations such as Alaska and NYC. Therefore, management expects 2015 averages to be $4.7 

million. In addition, the Company has already purchased or entered into contract for all properties necessary 

for the restaurants to be opened in 2015. Five of these new restaurants will be Bubba’s 33, a new chain the 

Company has added to its portfolio. In 2014, $124 million was spent on capital expenditures, up by about $10 

million from the previous year due to refurbishments. This expenditure was a strategic decision made by 

management to expand restaurants that are close to meeting maximum capacity. Net cash increased in 

lockstep, more than covering expenses; it rose to $192 million in 2014 from $174 million in 2013. It is expected 

that capital expenditures will increase again in 2015 to $135-$145 million for additional openings of 25-30 

stores, and net cash from operating activities will exceed this. The Company will therefore continue to pay a 

dividend, which was recently raised to $0.17. 

 

Management 

The CEO and founder of Texas Roadhouse, W. Kent Taylor, is a dedicated executive with over 25 years of 

experience in the restaurant industry and a 94% approval rating on Glassdoor. He receives an annual salary of 

$525,000 plus an incentive-based bonus. A Compensation Committee on the Board of Directors oversees his 

compensation. Taylor also has a minority interest in over 10% of franchised restaurants. We believe this is 

indicative of his dedication to the brand and the company; he is invested in maintaining a high quality brand 

and reputation through excellent food and service. 

All management positions of individual restaurants are compensated with a salary and a performance based 

bonus. The bonus is a percent of restaurant profits before tax. This encourages management of each 

individual restaurant to be focused on bottom-line results, incentivizing them to grow the business and to 

keep an eye on margins. In addition, management is trained in every position in the restaurant, which allows 

each restaurant to maintain a high level of efficiency, especially during busy times.  

 

Risks  

1. The current consumer trend could switch to faster, convenient locations versus full-service restaurants. 

2. Same store sales could stop increasing at such a high rate because restaurant capacity could be 

reached. 

3. A higher cost of labor can negatively impact bottom lines. 

4. Supply costs, particularly beef, could increase, resulting in tighter margins.  
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5. There is the possibility that the CEO and founder would step down after working with the company 

since 1993. 

 

Valuation 

 

 

 

Downloaded from www.hvst.com by IP address 172.28.0.10 on 07/26/2025



           

7 
 

 

Downloaded from www.hvst.com by IP address 172.28.0.10 on 07/26/2025


