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Headquaftered o Lebano}:l, Tt;}messee, Cracker Barrel is an American chain of a combined
estaurant and gift store that otfers a Sou?hern country theme in both its food and décor. Most
cracker Barrel stores are positioned near interstate highway exits in the Southeast and Midwest
nited States, but the company ha.s expanded across the country. Each Cracker Barrel restau-
 features 2 front porch lined with wooden rocking chairs, a stone fireplace, and decorative
artifacts tailore(.i to the local area such as college football attire for teams in the particular state.
cker Barrel 1s known for its partnerships with country music performers.
All Cracke.r Barrel Sto‘res are owned and operated by the company as opposed to using
2 franchised licensee 'bfxsmess model so common among restaurant chains. The firm has
4 menu based on traditional deep Southern cooking, also known as country cooking, that
ends to be high in calories, fat, sugar, and salt. Much of the food is made to order and serves
preakfast, lunch, and dinner. Popular servings include fried chicken, chicken and dumplings,
country-fried steak, hamburger steak, turkey with dressing, over 10 different vegetables, corn
pread and biscuits, and breakfast foods available throughout the day, plus desserts such as
ecan pie and brownies.

Alcoholic beverages are not sold at Cracker Barrel but are sold at the firm’s relatively new
Holler & Dash Biscuit House restaurants. Cracker Barrel is unique in having a merchandise
sore located in every restaurant; merchandise sales account for about 20 percent of company
revenues. The company’s gift shops offer various decorative items such as rocking chairs,
holiday and seasonal gifts, toys, apparels, music CDs, cookware, and various other gift items,
as well as candies, preserves, pies, combread mixes, coffee, syrups, pancake mixes, and other
food items. As of early 2018, the company operated 649 Cracker Barrel Old Country stores in
45 states.

In fiscal 2017, the firm had sales of nearly $3 billion with a staggering profit margin of
70 percent. Cracker Barrel is listed in Forbes Magazine Top 100 most reputable companies and
ranks number one in the American Customer Satisfaction Index as the best full-service restau-
rant in the United States.

For the second year in a row, at Nashville, Tennessee’s Ascend Amphitheater from June 7
through June 9, 2018, Cracker Barrel and the Country Music Association (CMA) teamed up to
bring hospitality, charm, and an impressive lineup of country music artists to sponsor the annual
CMA Fest’s Country Roads Stage festival. Cracker Barrel flew two lucky fans to Nashville to

experience the CMA Fest in true VIP style.
Copyright by Fred David Books LLC; written by Forest R. David.
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History

Founded by Dan Evins in 1969, Cracker Barrel was originally a single restaurant in Lebanon,
Tennessee. Dan passed away in 2012, but his company expanded to 13 locations by 1977 and
became 5 publicly traded company in 1981. By 2000, the firm had 420 locations. During the
1990s, the company encountered legal problems for its stance on gay rights and minorities and
Was subject to several race and gender discrimination lawsuits. In the years since, the company
has provided scholarships and other contributions to aid people of all races and sexual orientation
fll'ld religions. In 2013, the company began providing supermarkets Cracker Barrel branded foods
Mcluding: bacon, hams, deli meats, and baking products through a partnership with Smithfield.

2016, the firm expan,ded into a fast casual restaurant by introducing its Holler & Dash Biscuit

Ouse. The company continues t0 expand, moving into California in 2018, after opening stores in

Vegas and Portland, Oregon in 2017
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tatements (in thousands USD)

el’s Income S
EXHIBIT 3 Cracker Barr == Percem
Income Statement 7/29/16 0
? 489
R $2,912,351 $2,926,28 I o .
evenues ’293 d i
Cost of Goods Sold 928,176 891 : 2 v
0§ .
G Profit 1,984,175 2,034,996 A 1 %
TOSS i £
ing Expenses 1,703,704 1,721, ;
Operating Exp 280,471 313,158 %+ 11.659
EBIT X :
Internet Expense 14,052 14,271 & 56%
n 266,419 298,887 s 12,199,
EBT 77,120 96,988 iy 25 769
Tax :
0 NA NA
i 0
Non-Recurring Events
189,299 201,899 & 6.66%

Net Income

Source: Based on company documents.

As revealed from studying Exhibit 3, the overall pr(_)ﬁt margin of Cracker Bancl in '20,17 was
70 percent. Darden, by comparison had a profit margin of 22 perf:ent and Dine E.qmty $ ratio
was 60 percent, both without the burden of a retail store. Tl'le firm is healthy financially with no
goodwill on the balance sheet, but surprisingly, the firm did not borrow or pay down any debt
in 2017, as indicated by long-term debt not changing. See the 2017 balance sheet as shown ip
Exhibit 4.

Segment Data
Approximately 80 percent of Cracker Barrel’s revenue is derived from the restaurant with the
remaining 20 percent derived from the store. Exhibit 5 reveals the breakdown of restaurant
sales by time of day. Note that breakfast can be purchased anytime during store hours. Note
also the remarkable even distribution of revenues across the full day indicating the restaurant is
not simply a breakfast, lunch, or dinner establishment. Breakfast items included pancakes, fruit
parfaits, bacon, sausage, grits, biscuits, eggs, juice, and many other options. Lunch and dinner
operate under the same menu and prices with country fried steak, pork chips, fish, steak, soups,
sandwiches, salads, and a litany of vegetables. The firm does offer lunch specials. Most vegeta-
bles are cooked in meat broth or with meat, generally ham, to enhance the flavor. The restaurant
offers low-calorie food options for customers on low-calorie diets. Top restaurant food expenses
for the firm include beef, dair.y, fruits and vegetables, poultry, and pork ranging from 14 to
10 percent of revenues, respectively. Chicken fingers are the single largest expense, accounting
for 5 percent of revenues. The average check price per Cracker Barrel guest was $10.19 in 2017;
the food appears reasonably priced.

Exhibit 6 reveals retail sales by product type. Food in th; i
! . { d in the
retail store, such as candy, and not i P n this table represents food purchase

Holler & Dash Biscuit Hoyse

Cracker Barre] Operated five Holler

Tennessee, and Gegy & Dash restaurants in 2017 located in Alabama, Florid®

gia, With plaﬂS to
smaller, offer no retail Store, and are el ggeﬂ f4 more stores in 2018. The restaurants
€n fro

m breakfast to Junch. Unlike Cracker B




i 4 Cracker Barrel's Balance gheeqs (in th
; . Ousands USD)
s e Shee 7/29/1¢6
f 1/28/17
" Percent Change
s
L‘ Jyand ghort Term Investments $150,966 -
s Receivable 19,389 lS, ) 1 : ki
B 116
i entory 152,308 156,387 $ 1%
Olhi‘r Cuﬂ‘enl ASSCtS 33,077 23‘ ’ 3%
(rent Assets 35 14 $ —29%
To[&l] CU . 51740 358 857
ppetty Plant & BQUPIELE 1,080,189 098097 2 i
Good“'i” 0 0 :A o»
Inlﬂﬂ.‘.-'ib]es 0 0 NA ]
Other LOng-TC[‘ln Assets 61 735 E405s ' NA
’ 5%
ts
otal ASS¢ il B 1LY S 2%
Liabilities
pccounts Payable 37,561 36,725 3 %
i —— ’ _2
other Current Liabilities 331,256 339,103 & I;
. gret 9 2
ol Current Liabilities 368,817 375,328 N 2«;
i o
Long-Term Debt 400,000 400000 o 0%
oo 83450 ! (]
Qiher Long-Term Liabilities 202,404 201,607 3 0%
) 0
Total Liabilities 971,221 977,435 % 1%
Equity
Common Stock 240 241 & 0%
Retained Earnings 488,481 492,836 % 1%
Treasury Stock 0 0 NA NA
paid in Capital & Other 37,722 51,430 % 36%
Total Equity 526,443 544,507 N 3%
Total Liabilities and Equity 1,497,664 1,521,942 4 2%

Source: Based on company documents.

EXHIBIT 5 Sales by Time of Day.

Dinner-4 pm
to close
37%

Breakfast—until
1lam
24%

Lunch-11 to 4 pm
39%

ree-
"*e: Based on 2017 Annual Report.

429



ALYSIS ; Barrel Sales by Retail Products

AN
_.MANAGEMENT CASE
STRATEGIC-MA " S cracke

430

SXHIBIL > : ';prox.m $175,600 \
i sanas m———
(in thou e b Accessories 105,300

Fpp(; 76,000

00
Décor 64,400
46,800
T()ys 3
Bed and Bath \

ri.
Source: Based on 201 7 Annual Repo

chase alcoholic beverages. Th; new restzurgnt concept accoup
can purcha ker Barrel stores, but moving forward, the company jg faceq x
t of total Cracke ds between adding Holler & Dash restaurants jn their pri

s | stores in other parts of the country, o

Or
ith
d

stores, customers

less than 1 percen
a decision how best to a]loc_at o Harse
market of the south, or adding Cra

out west.

Competitors ' '
Cracker Barrel’s industry can best be considered the chain restaurant industry, where CuStOmers
rac

rely on table service, as opposed to the quick service restaurant (QSR) business like MCDOHald’S

hy re customers pay ahead of time and are not normally served at the table. The Us. Chaip
:;stin?rant business is a $110 billion business with revenue grovyth expected of 2 percent throygy
2023, and profits of over $5 billion. There are nearly 800 chain businesses that compete iy, the
industry and countless other mom-and-pop type b-ars anq restauran'ts.

QSR must also be considered serious competitors with ﬁrm.s like Cracker Barre], especig]
DineEquity and Darden, as they compete heavily for lunch business. The two largest chaip res.
taurant brands in the United States are in fact DineEquity and Darden, with Bloomin’ By, &
operators of Qutback Steakhouse, Carrabba’s Italian Grill and Bonefish Grill third, at 3.1 per-
cent market share, and Cracker Barrel fourth with 2.2 percent market share. Perkins & Marie
Callender’s is a privately owned chain that offers a menu similar to Cracker Barrel, and thepe
are thousands of mom-and-pop type restaurants in the United States that specialize in southem.
American style home cooking, Denny’s, Waffle House, and International House of Pancakes
(IHOP, owned by DineEquity) are serious competitors as well,

DineEquity, Inc. (DIN)
Fom?ally known as International House of Pancakes (IHOP)) and founded in 1980 DineEquity

Di i
$ Market Cap 4013M ineEquity Darden
;’: 1Iimployees 73,000k 979M 11,659M
€venue !
% Gross Margi 2,926M 200 178K
i 70% 634M 7,170M
et Income 0 !
8 EPS Ratio 200m 9662;7; 2%
$ P/E Ratio 8.28 : 479M
Soihee; Bl 2020 237 3.90
€’ base, .
on a Variety of SOUrces_\ 10.14 24"2/




CASE 9 s CRACKER BARREL OLD COUNTRY STORE INC.—2018

and employces will naturally be lower as much of these numbers are counted by the franchisee.

The firm divested al! company-owned Applebee’s in 2015 to become a fully franchised opera-

o the exact O_PP_OlS“e of Cracker Barrel’s strategy of owning 100 percent of its stores. [HOP’s

meny is mOfC.Slml; af to Cracker Barrel’s than Applebee’s, providing breakfast all day long as

well a8 providing “‘iers apd a few Southern-style foods, In contrast, Applebee’s is not open for

preakfast and serves American bar-style food with a full bar in every location allowed by law.
oP is performing better of the t

E 4 Wo businesses, opening around 50 stores between 2010 and
2015, while Applebee’s closed 160 during that time period.

parden Restaurants, Inc. (DRI)

Headquaﬂered m Qr]ando, Florida, also home to Disney World, Darden Restaurants became
a public cox.npany in 1996 and employs over 178,000 workers. Like Cracker Barrel, Darden
owns all of its more than 1,700 restaurants except for 8. The firm has an international presence
jn Canada, 'South and Cemra.l America, Middle East, and Malaysia, but over 98 percent of rev-
enue is derived from the Ul?lted States. Popular brands with store numbers include: 840 Olive
Gardens focusing on American-Italian food, 490 LongHorn Steakhouses, 56 Capital Grilles,
37 Bahama Breezes, 41 Seasons 52s, 18 Eddie V’s Prime Seafood, and 3 Wildfish Seafood
Grille establishments. Darden divested its stake in Red Lobster in 2014 to Golden Gate for $2.1
pillion. Darden acquired Cheddar Scratch Kitchen for $780 million in cash in 2017.

perkins & Marie Callender’s LLC

Perkins, as it_is often referred to by the name on the sign, is a direct competitor to Cracker
Barrel—offering a menu close to what Cracker Barrel offers. The firm was founded in 1958 in

Memphis, Tennessee, and currently employs over 25,000 workers. The firm filed for bankruptcy
in February 2017. Perkins operates restaurants and bakeries in the United States and Canada in-
cluding breakfast, lunch, dinner, and snacks. The Marie Callender’s brand manufactures bakery
desserts that can be purchased at most grocery stores across the United States .

Mom-and-Pop Diners

There are countless diners across the South, and United States in general, that offer a menu
based on southern country cooking. Many of these establishments also offer a buffet and
deep-discounted lunches significantly cheaper than Cracker Barrel. Others may offer a principle

product, such as barbecue pork, in conjunction with a country-cooking buffet in an attempt to
attract a wider range of customers.

External Issues
Menu Types

The restaurant business in the United States serves a wide array of foods with American
food accounting for 55 percent of food served and breakfast foods accounting for 17 percent.
ltalian-American food accounts for 9 percent and the balance of 19 percent is derived from
seafood, specialty burgers, Asian food, and other food types. It is important to remember, only
chain restaurants are considered in this data, so slightly different rivals such as McDonald’s and
even mom-and-pops with a menu similar to Cracker Barrel are not included. Cracker Barrel is
well positioned in this market though, taking direct advantage by serving over 70 percent of the
most common food types among chain restaurants, including breakfast all day long.

Healthjer Eating

While Cracker Barrel offers a few healthy food options, the company’s core business is vastly
centered around food high in calories, fat, sugar, and salt. Even the vegetables fit into this mold
of generally being cooked in ham broth with extra salt added for flavor. However, customers in
the United States and around the world are increasingly more conscious about the healthy qual-
ity of food options. Applebee’s even promotes an under 550-calorie menu. While Cracker Barrel
should likely not venture away from its core customer or cut calories in its principle products,
the firm should consider adding a few additional healthier options to the menu and marketing

®M as many diners are with a group and a health conscious diner could rule out Cracker Barrel
* an eating option for the entire group.
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