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  Health scare is driving away consumers 

 Legal Trouble 

 Increasing operating cost due to company’s 

transformation 

 Forecasted growth is now entirely uncertain 

 
  

Company Description:   

Chipotle Mexican Grill, Inc. owns and operates quick serve Mexican restaurants. The Company operates restaurants 

throughout the United States.        
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Thesis 

 

Investor confidence and consumer confidence are 

currently taking a severe hit for Chipotle. This is 

because of the E. coli outbreak associated with 

Chipotle which occurred between December and 

February. Chipotle currently market that they serve 

only fresh ingredients. This is largely due to the very 

strict requirements there suppliers must comply with. 

The whole point of Chipotle is that it is clean. And 

recently they have begun to show us that they are not. 

The litigations have also been accruing recently; in 

direct relation to the health concerns. This outbreak 

will continue to hinder growth for the foreseeable 

future due to the direct effects it will have on 

financials. Diminishing the operating and gross 

margins as well as forecasted growth. Because of all of 

these concerns and issues it is likely that if another 

health issue occurred at Chipotle, then a highly 

unfavorable situation would most likely come about 

for Chipotle. 

 

Current Business Strategy 

 

Chipotle currently operates 1971 stores across the 

globe with the majority existing in the United States. 

Their current strategy is to sell burritos, tacos and 

salads using only fresh ingredients. The current 

trademarks are “Food with Integrity”, “Fresh is not 

enough anymore”, “Responsibly Raised”, and “The 

Gourmet Restaurant Where You Eat with Your 

Hands”. This is not marketed as just a fast food 

restaurant; Chipotle is supposed to represent a higher 

standard through their food and ingredients. The strict 

regulations imposed on all of their products are 

engrained in their business.  

 

The reason why it is so important to summarize the 

business strategy is to demonstrate the risk associated 

with this stock. Any new health concerns that are 

attributed to Chipotle will decrease the value of the 

company. They are not currently accomplishing their 

strategy as this report will demonstrate. 

 

Decreasing Customer Base 

 

The E. Coli Outbreaks caused by Chipotle over the 

past few months have demonstrated a weakness in the 

fundamental aspect of their business. Chipotle is 

losing customers due to this. Chipotle was already on 

the verge of being written off as a value stock after 

reporting same store growth percentage as shown 

below:  

 

 
 

Chipotle nearly had double digit growth in same store 

sales up until 2015. These demonstrate that increasing 

the number of locations is beginning to destroy value. 

The customer base is already there. Adding additional 

stores risks the chance of cannibalization. So 

increasing the number of restaurants with a decreasing 

customer base due to health concerns is a recipe for 

disaster. The decreasing customer base was shown 

during the 4th quarter for both loyal customers and 

less frequent customers. There was a YoY quarterly 

decrease in revenue of 14.6%. There was also a 700 

basis point decline in restaurant operating margins.  

 

It is likely that Chipotle will have at least a year of 

decreasing revenues. This is all assuming Chipotle is 

able to avoid health concerns for the rest of the year 

which is completely skeptical.  

 

Legal Troubles 

It is nearly impossible to estimate the litigation and 

legal fees that Chipotle will receive in 2016. This is 

due to all of the current cases that are still in progress.  

 

In December 2015, Chipotle was subpoenaed due to 

an ongoing investigation that was dated back to 
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January 2013. These matters are related to the 

norovirus incident that occurred in a Chipotle in 

August, 2015 and the norovirus incident in December, 

2015. These investigations were conducted by the 

FDA and reported to the state of California. There are 

currently a broad range of investigations related to this 

matter that are undisclosed. Future losses that will be 

paid out in settlements are not estimated on the 10-k.  

 

There is also currently a Shareholder Class Action suit 

that is being conducted to try to compensate 

purchasers of common stock between February 4, 

2015 and January 5, 2016. These allegations are 

claiming that the company’s stock price was artificially 

inflated due to a lack of information for “the 

company’s quality controls and safeguards in relation 

to consumer and employee health.” Essentially the 

reports are claiming that Chipotle should have 

included more information relating to the risk of their 

operation.  

 

Chipotle is also currently being investigated in relation 

to labor laws. There are currently allegations claiming 

that Chipotle did not pay employees for overtime in 

certain locations. This was first discovered during an 

inspection in 2010 and has had subsequent complaints 

since then.  

 

Valuation 

 

Because of the current situation that Chipotle is now 

experiencing; it is necessary to discuss certain 

assumptions for the future. The two value drivers 

that are being hurt include operating costs and 

growth.  

 

The operating margin is going to shrink for this year 

due to the increased expenditures related to the 

reforms being instated to decrease the chances of 

foodborne illness to consumers. I am estimating the 

operating costs to increase to 84% this year. An 

increase of 4% YoY.  

 

In the earnings call the CEO stated that he did not 

expect a YoY increase in revenue for at least 5 

quarters. This leads me to assume there will be a 

decrease in growth this year. I was conservative in 

my estimate of -2%.  

 

 

 

Conclusion  

 

I recommend a sell for Chipotle. A company that 

markets fresh and clean products is inclined to deliver 

on their proposals. Over the past few months; Chipotle 

has fallen short of this. This is largely due to the 

uncertainty associated with the possibility of future 

health concerns. In order to combat potential health 

concerns; Chipotle will be forced to increase operating 

expenses and will also have abnormal losses. These will 

hinder margins further as revenues shrink due to a 

decrease in customers eating at Chipotle. It will take 

Chipotle a while to recover from this; but for the 

current year I believe they will destroy shareholder 

value.  
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