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A recipe for
SLICCESS

Richard Beddard samples the culinary - and share price -
delights of Italian food chain Carluccio’s, and finds that when it
comes to investing, it is a short-term risk that is worth taking

SHARE
SLEUTH

ne of the most enjoyable
things about buying shares
in a restaurant chain is sit-
ting in one of its restaurants
weighing up the pros and
cons. Although it’s dangerous to draw
generalisations from observations about
an individual restaurant at a particular
time of day, it beats sitting at a desk.

A disconcerting thing about restau-
rants now is that diners are deserting
them. Accountancy firm Pricewater-
houseCoopers says a third more restau-
rants went bust last year than in 2007
and if a restaurant doesn’t offer value for
money and a ‘unique dining experience’
it’s toast, apparently.

As 1 sit in Carluccio’s (CARL) on a
snowbound Tuesday in February wait-
ing for a hot chocolate — or Cioccolata —

|
If a restaurant

Credit lunch: Carluccio’s is defying the recession

produce. And despite the time and the
weather, it’s quite busy.

Buying shares in Carluc-
cio’s because it’s fresh and
original is not necessarily a

T'm thinking that could be good news for doesn’t O-H:er good idea, but it’s reassuring
the Ttalian restaurant and deli chain. that the words in its annual

Carluccio’s is different. The Ciocco- Value for reports and on its website
lata is as thick as mousse. Half the seats money it’s are more than just marketing
are outside. It’s open all hours, alter- toaS t hype. The Carluccio’s they

nating between café, restaurant and
the store, which sells imported Italian

Key stats Cluesinthe figures

James Montier, a strategist at Société Générale,
proposes that the ratio of current profits (earnings
per share) to the 10-year average is a measure of
earnings risk. If a company’s latest eps figure is
more than twice its average, its earnings are most at
risk. Although Carluccio’s is not old enough for this
calculation, comparing its 2008 eps of 6.2p to its
five-year average of 4.9p, gives a ratio of 1.3.

Update: Education Development International
(EDI) (Share Sleuth, August 2008) announced its
interim results in January and the shares are up
strongly. A £1,000 investment in EDI on 1 August
2008, would be worth more than £1,500 now - a
much quicker return than | expected. For an update
see: http://blog.iii.co.uk/EDlupdate

More Information
wwwiiii.co.uk/LSE/CARL, http://blog.iii.co.uk/tag/carl/
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describe actually exists.

Latching on to a new restaurant con-
cept as it expands across the country is
an established growth-investing strat-
egy. What works in London is likely to
work in Leeds and Liverpool, so there’s a
level of certainty, except, perhaps in the
teeth of a recession, or in cities such as
Dublin and Dubai, where Carluccio’s is
set to open more franchises.

Although profits are slowing and
could fall next year, chairman Stephen
Gee said in January’s annual report:
‘It is not our intention to change our
approach in any way despite the current
pressure on consumer spending.

He opened six stores last year, and has
aminimum target of five in 2009. If rents
fall, he may open more, financed from
the cash profit Carluccio’s generates
on existing 41 stores. Gee thinks it will
emerge bigger and stronger, but in the
short term, at least, the stock market has

decided otherwise. Shares have fallen
from a high of about 230p to around 60p,
so potential investors must understand
the risks. But with no debt, and stores
profitable enough to pay for new open-
ings and increase the cash balance, the
risk of insolvency appears remote. The
collapse in the share price reduces the
risk that an investor is paying too much
for the shares now. At 60p, they cost less
than 13 times average earnings — not
cheap, but not expensive either.

Excessive optimism

The biggest risk, perhaps, is that Gee’s
defiant stance is optimistic. Excessive
optimism afflicts bosses and investors
equally. It’s so prevalent there’s a psy-
chological term for one of its causes:
‘anchoring’ is the tendency to give undue
weight to information, such as recent
growth rates, in making decisions.

Carluccio’s is so young that it has
never experienced recession. But its
management team has run restaurants
since the 1980s. My Kinda Town, the
group Gee ran with two other directors
of Carluccio’s, survived the recession
in 1991 and floated on the stock market
in 1994. They sold it in 1996, reportedly
for £57 million or 24 times earnings —
the kind of price a first-class business
fetches. Not only are they experienced,
they own more than 12 per cent of Car-
luccio’s, which gives them a big incentive
to use that experience wisely.

Although Carluccio’s profits are at
risk, especially in the short term, includ-
ing it in a portfolio of strong companies is
probably a risk worth taking. @

More Information
www.iii.co.uk/LSE/CARL and http://blog.iii.
co.uk/tag/carl/
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