
CHEESECAKE FACTORY INC
Form 10-K
February 28, 2008

UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Edgar Filing: CHEESECAKE FACTORY INC - Form 10-K

1



Washington, D.C. 20549

FORM 10-K

Edgar Filing: CHEESECAKE FACTORY INC - Form 10-K

2



x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended January 1, 2008

or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 0-20574

THE CHEESECAKE FACTORY INCORPORATED
(Exact Name of Registrant as Specified in its Charter)

Delaware 51-0340466
(State or other jurisdiction (I.R.S Employer

of incorporation or organization) Identification No.)

26901 Malibu Hills Road
Calabasas Hills, California 91301

(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code:  (818) 871-3000

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, par value $.01 per share

Preferred Stock Purchase Rights

Securities registered pursuant to Section 12(g) of the Act:  None

Indicate by check mark whether the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes x  No o

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes o  No x
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.  Yes x  No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer�, �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer o

Non-accelerated filer o

(Do not check if a smaller reporting
company)

Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o  No x

The aggregate market value of the voting stock held by non-affiliates of the registrant as of the last business day of the second fiscal quarter,
July 3, 2007, was $1,694,544,108 (based on the last reported sales on The NASDAQ Stock Market on that date).  As of February 21, 2008,
69,199,956 shares of the registrant�s Common Stock, $.01 par value per share, were outstanding.
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Part III of this Form 10-K incorporates by reference information from the registrant�s Proxy Statement for the Annual Meeting of Stockholders to
be held on May 22, 2008.
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PART I

Forward-Looking Statements

Certain information included in this Form 10-K and other materials filed or to be filed by us with the Securities and Exchange Commission (as
well as information included in oral or written statements made by us or on our behalf), may contain forward-looking statements about our
current and expected performance trends, growth plans, business goals and other matters.  These statements may be contained in our filings with
the Securities and Exchange Commission, in our press releases, in other written communications, and in oral statements made by or with the
approval of one of our authorized officers. Words or phrases such as �believe,� �plan,� �will likely result,� �expect,� �intend,� �will continue,� �is anticipated,�
�estimate,� �project,� �may,� �could,� �would,� �should,� and similar expressions are intended to identify forward-looking statements.  These statements, and
any other statements that are not historical facts, are forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995, as codified in Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, as amended from
time to time (the �Act�).

In connection with the �safe harbor� provisions of the Act, we have identified and are filing important factors, risks and uncertainties that could
cause our actual results to differ materially from those projected in forward-looking statements made by us, or on our behalf (See Item 1A, �Risk
Factors�).  These cautionary statements are to be used as a reference in connection with any forward-looking statements.  The factors, risks and
uncertainties identified in these cautionary statements are in addition to those contained in any other cautionary statements, written or oral,
which may be made or otherwise addressed in connection with a forward-looking statement or contained in any of our subsequent filings with
the Securities and Exchange Commission.  Because of these factors, risks and uncertainties, we caution against placing undue reliance on
forward-looking statements.  Although we believe that the assumptions underlying forward-looking statements are reasonable, any of the
assumptions could be incorrect, and there can be no assurance that forward-looking statements will prove to be accurate. Forward-looking
statements speak only as of the date on which they are made.  Except as may be required by law, we do not undertake any obligation to modify
or revise any forward-looking statement to take into account or otherwise reflect subsequent events or circumstances arising after the date that
the forward-looking statement was made.

ITEM 1:                 BUSINESS

General

As of February 28, 2008, The Cheesecake Factory Incorporated (referred to herein as the �Company� or in the first person notations �we,� �us� and
�our�) operated 139 upscale, full-service, casual dining restaurants under The Cheesecake Factory® mark in 34 states and the District of
Columbia.  We also operated 13 upscale, full-service, casual dining restaurants under the Grand Lux Cafe® mark in nine states; and a
self-service, limited menu �express� foodservice operation under The Cheesecake Factory Express® mark inside the DisneyQuest® family
entertainment center in Orlando, Florida.  We also operated bakery production facilities in Calabasas Hills, California and Rocky Mount, North
Carolina that produce baked desserts and other products for our restaurants and for other foodservice operators, retailers and distributors.  We
also licensed two bakery cafes under The Cheesecake Factory Bakery Cafe® mark to another foodservice operator.  When referred to herein, the
term �restaurants� includes both The Cheesecake Factory and Grand Lux Cafe full-service restaurant concepts, unless otherwise noted, and
excludes the one �express� location, the two licensed bakery cafes and the bakery production facilities, unless otherwise noted.

Edgar Filing: CHEESECAKE FACTORY INC - Form 10-K

8



The Cheesecake Factory is an upscale casual dining concept that offers approximately 200 menu items including appetizers, pizza, seafood,
steaks, chicken, burgers, pasta, specialty items, salads, sandwiches, omelets and desserts, including approximately 40 varieties of cheesecake and
other baked
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desserts (See �The Cheesecake Factory Restaurant Concept and Menu�).  Grand Lux Cafe is also an upscale casual dining concept that offers
approximately 150 menu items (See �The Grand Lux Cafe Restaurant Concept and Menu�).  In contrast to many chain restaurant operations,
substantially all of our menu items (except desserts manufactured at our bakery production facilities) are prepared on the restaurant premises
using high quality, fresh ingredients based on innovative and proprietary recipes.  We believe our restaurants are recognized by consumers for
offering exceptional value with generous food portions at moderate prices.  Our restaurants� distinctive, contemporary design and decor create a
high-energy ambiance in a casual setting.  Our restaurants currently range in size from 5,400 to 21,000 interior square feet, provide full liquor
service and are generally open seven days a week for lunch and dinner, as well as for Sunday brunch.  Restaurant sales represented 95.8%,
95.0% and 94.9% of revenues for fiscal 2007, 2006 and 2005, respectively.

We believe that our ability to select the best locations and operate successful restaurants, coupled with the continuing popularity of our
restaurant concepts with consumers, is reflected in our average food and beverage sales per restaurant, which we believe are among the highest
of any publicly-held restaurant company.  Average sales per restaurant open for the full year were approximately $10.5 million, $10.8 million
and $11.0 million for fiscal 2007, 2006 and 2005, respectively.  Since each of our restaurants has a customized layout and differs in size, we
believe an effective method to measure the unit economics of our concepts is by square foot.  Average sales per productive square foot (defined
as interior plus seasonally-adjusted patio square feet) for restaurants open for the full year were approximately $920 for fiscal 2007, $935 for
fiscal 2006 and $970 for fiscal 2005.  Average sales per operating week for restaurants open for the full year were $202,800, $206,900 and
$211,900 for fiscal 2007, 2006 and 2005, respectively.  Our average sales metrics for a given fiscal year can be impacted by a number of factors,
including consumer preferences, macro economic conditions and the average size of restaurants open during that year.  The average interior
square feet for restaurants opened during fiscal 2007, 2006 and 2005 was 11,000, 10,200, and 10,800, respectively. The total average interior
square feet for all restaurants open the full year were 11,100, 11,100, and 11,300 for fiscal 2007, 2006 and 2005, respectively.

We believe that the viability of The Cheesecake Factory concept has been successfully demonstrated in a variety of site layouts, trade areas and
markets across the United States.  Accordingly, we intend to continue developing The Cheesecake Factory restaurants in high quality, high
profile locations within densely populated areas in both existing and new markets.  In addition to expanding The Cheesecake Factory concept,
we plan to selectively pursue other opportunities to leverage the competitive strengths of our restaurant and bakery operations, including Grand
Lux Cafe, as well as potential development or acquisition of new restaurant concepts, including Rock Sugar Pan Asian Kitchen, a new concept
we intend to open in fiscal 2008 (See �New Concepts�), and new bakery product, lines and distribution channels.

During fiscal 2007, we opened 16 restaurants under The Cheesecake Factory® mark and five restaurants under the Grand Lux Cafe® mark.  We
currently plan to open between seven and nine full-service restaurants during fiscal 2008, consisting of between six and eight Cheesecake
Factory locations, as well as one Rock Sugar Pan Asian Kitchen.  As in past years, most of our potential restaurant openings for fiscal 2008 will
likely occur during the second half of the year.  We currently expect to open two Cheesecake Factory restaurants and the Rock Sugar Pan Asian
Kitchen concept during the second quarter, and the remaining new restaurants during the third and fourth quarters of fiscal 2008.  However, it is
difficult for us to precisely predict the timing of our new restaurant openings due to many factors that are outside of our control (See �New
Restaurant Site Selection and Development�).  We have signed leases or letters of intent for most of our fiscal 2008 potential restaurant openings.

Our business operations originated in 1972 when Oscar and Evelyn Overton founded a small bakery in the Los Angeles area.  Their son, David
Overton, led the creation and opening of the first Cheesecake Factory restaurant in Beverly Hills, California in 1978.  Although our restaurant
operations have grown substantially during recent years, we remain in the business of creating and marketing branded and private-label bakery
products to other foodservice operators, retailers and distributors (�bakery sales�)
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in order to leverage our brand identity with consumers and to take advantage of excess bakery production capacity.  Bakery sales represented
4.2%, 5.0% and 5.1% of our revenues for fiscal 2007, 2006 and 2005, respectively.  For segment information, see Note 15 of Notes to
Consolidated Financial Statements in Part II, Item 8 of this report.

In February 1992, our Company was incorporated in Delaware to consolidate the restaurant and bakery businesses of its predecessors operating
under The Cheesecake Factory® mark.  Our initial public offering of common stock was completed in September 1992.  Follow-on public
offerings were completed in January 1994 and November 1997.  Our executive offices are located at 26901 Malibu Hills Road, Calabasas Hills,
California 91301, and our telephone number is (818) 871-3000.

The Company maintains a website at thecheesecakefactory.com.  We make available on our website, free of charge, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable
after this material is electronically filed with or furnished to the Securities and Exchange Commission.

Restaurant Competitive Positioning

The restaurant industry is comprised of multiple segments, including casual dining.  The casual dining segment can be further sub-divided into
representative casual and upscale casual dining.  The upscale casual dining segment is differentiated by freshly prepared and innovative food,
flavorful recipes with creative presentations, unique layouts, eye-catching design elements, and personalized service.  Upscale casual dining is
positioned higher than representative casual dining with standards that are much closer to fine dining.  We believe that we are a leader in the
upscale casual dining segment given our competitive positioning, the key elements of which are provided below.

Extensive, Creative and Contemporary Menu and Bakery Product Offerings.  Our restaurants offer a wide variety of items, including appetizers,
pizza, seafood, steaks, chicken, burgers, pasta, specialty items, salads, sandwiches, omelets and desserts.  Our menus are generally updated twice
each year to respond to changing consumer dining preferences and trends, which keeps our concepts relevant with consumers.  Our bakery
production facilities produce over 60 varieties of quality cheesecake and other baked desserts, of which approximately 40 varieties are offered at
any one time in Cheesecake Factory restaurants.

High Quality Products.  Substantially all menu items (except the desserts manufactured at our bakery production facility) are prepared daily on
the restaurant premises using high quality, fresh ingredients based on innovative and proprietary recipes.  We use high quality dairy and other
raw ingredients in our bakery products.  Many of the desserts available at Grand Lux Cafe are baked on site.

Exceptional Value.  We believe our restaurants are recognized by consumers for offering exceptional value with generous food portions at
moderate prices.  The estimated average check per Cheesecake Factory restaurant guest, including beverages and desserts, was approximately
$18.00, $17.50 and $17.00 for fiscal 2007, 2006 and 2005, respectively.  The estimated average check per restaurant guest at our Grand Lux
Cafe locations outside of Las Vegas was approximately $19.00, $18.90 and $18.20 for fiscal 2007, 2006 and 2005, respectively.

Commitment to Excellent Service and Hospitality.  Our goal is to consistently exceed the expectations of every restaurant guest in all facets of
the dining experience.  We believe that our restaurant-level employee recruitment, selection, training and incentive programs allow us to attract
and retain qualified employees who are motivated to provide consistent excellence in guest hospitality.
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Flexible Kitchen Capabilities and Operating Systems.  Our restaurants have been strategically designed with sufficient capacity, equipment and
operating systems to allow for the successful preparation and delivery of an extensive, contemporary and flexible menu, which requires multiple
food preparation and cooking methods executed simultaneously.
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Distinctive Restaurant Design and Decor.  Our restaurants� distinctive contemporary design and decor create a high-energy, �non-chain� image and
upscale ambiance in a casual setting.  Whenever possible, outdoor patio seating is also incorporated in the design of the restaurants, thus
allowing for additional restaurant capacity (weather permitting) at a comparatively low occupancy cost per seat.

High Quality, High Profile Restaurant Locations and Flexible Site Layouts.  We generally locate our restaurants in high quality, high profile
locations within densely populated areas with a balanced mix of residences, businesses, and shopping and entertainment outlets.  In contrast to
many theme restaurant operations that rely heavily on tourist traffic, our restaurants principally rely on the visit frequency and loyalty of
consumers who work, reside or shop near each of our restaurants.  We have the flexibility to design our restaurants to accommodate a wide
variety of urban and suburban site layouts, including multi-level locations.

Commitment to Selecting, Training, Rewarding, and Retaining High Quality Employees.  We believe our employee recruitment and selection
criteria are among the most rigorous in the restaurant industry.  By providing extensive training and innovative compensation programs, we
believe our employees develop a sense of personal commitment to our core values and culture of excellence in restauranteuring and guest
hospitality.  We believe these programs have resulted in employee turnover rates that are generally lower than the average for the restaurant
industry.

The Cheesecake Factory Restaurant Concept and Menu

The Cheesecake Factory restaurant concept strives to provide a distinctive, high quality dining experience at moderate prices by offering an
extensive, creative and evolving menu in an upscale, high-energy casual setting with efficient, attentive and friendly service.  As a result, our
Cheesecake Factory restaurants appeal to a diverse customer base.  The Cheesecake Factory�s extensive menu enables us to compete for
substantially all dining preferences and occasions, including not only lunch and dinner, but also the mid-afternoon and late-night dayparts, which
are traditionally weaker times for most casual dining restaurant operations.  The Cheesecake Factory restaurants are not open for breakfast, but
do offer Sunday brunch.  All of our restaurants are open seven days a week.  All items on the menu, including approximately 40 varieties of
cheesecake and other quality baked desserts, may be purchased for off-premise consumption, which represents approximately 8% of our current
restaurant sales.  Most of our restaurants offer curbside �to go� programs.

Our menu currently consists of approximately 19 pages and features approximately 200 items including appetizers, pizza, seafood, steaks,
chicken, burgers, specialty items, pastas, salads, sandwiches, omelets and desserts, including approximately 40 varieties of cheesecake and other
desserts.  Examples of menu offerings include Chicken Madeira, Grilled Chicken & Avocado Club, Cajun Jambalaya Pasta, Hot Spinach &
Cheese Dip, and Chopped Salad.  Menu items, except those desserts manufactured at our bakery production facilities, are prepared daily on the
restaurant premises with high quality, fresh ingredients using innovative and proprietary recipes.  We consider the extensive selection of items
on our menu to be an important factor in the differentiation of our restaurants from our competitors.  In the majority of our Cheesecake Factory
restaurants, menu entrees range in price from $6.95 to $29.95.  Appetizers range in price from $3.95 to $11.95 and desserts range in price from
$4.50 to $7.95.

Our menu features all-natural chicken, humanely raised without the use of antibiotics or unnecessary chemicals, premium beef that is Certified
Angus, U.S.D.A Kobe or Choice, fresh fish that is either longline or hook and line caught whenever possible, cooking oils that contain zero
grams of trans fat per serving, and produce that is sourced direct from premium growers.  In addition, we offer certified organic fair trade
shade-grown coffee and certified organic black and herbal teas.

One of our competitive strengths is the ability to anticipate consumer dining and taste preferences
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and adapt our menu to the latest trends in food consumption.  We create new menu items to keep pace with changing consumer tastes and
preferences, and regularly update our ingredients and cooking methods to improve the quality and consistency of our food offerings.  Generally,
we review the appeal and pricing of our entire menu every six months and typically update or replace as many as five to fifteen items with each
menu change.  All new menu items are tested and selected based on uniqueness, estimated sales popularity, preparation technique and
profitability.

Our ability to create, promote and attractively display our unique line of baked desserts is also important to the competitive positioning and
financial success of our restaurants.  We believe that our brand identity and reputation for offering high quality desserts results in a higher
percentage of dessert sales relative to that of most chain restaurant operators.  Dessert sales represented approximately 14%, 15% and 15% of
total Cheesecake Factory restaurant sales for fiscal 2007, 2006 and 2005, respectively.

Each restaurant maintains a full-service bar where appetizers or the full menu may be purchased.  The sale of alcoholic beverages represented
approximately 13% of total Cheesecake Factory restaurant sales for fiscal 2007, 2006 and 2005.  We believe that most of our alcoholic beverage
sales occur with meal purchases.

We place significant emphasis on the unique interior design and decor of our restaurants, which results in a higher investment per square foot of
restaurant space than is typical for the restaurant industry.  However, each of our restaurants has historically generated annual sales per square
foot that is also typically higher than our competitors.  We believe that our stylish restaurant design and decor package contributes to the
distinctive dining experience enjoyed by our guests.  Each restaurant features large, open dining areas and a contemporary kitchen design
featuring exhibition cooking.  Six restaurants offer banquet facilities.  More than three-fourths of our restaurants offer outdoor patio seating
(weather permitting).  Approximately 19% of our total estimated productive seating capacity is located on outdoor patios, which can be subject
to underutilization from time to time due to adverse or unseasonable weather conditions.  The table and seating layouts of our restaurants are
flexible, permitting tables and seats to be easily rearranged to accommodate large groups or parties, thus permitting more effective utilization of
seating capacity.

The Grand Lux Cafe Restaurant Concept and Menu

Grand Lux Cafe is an upscale casual dining concept that offers unique American and international cuisine selections in an elegant but relaxed
atmosphere.  The menu at Grand Lux Cafe offers approximately 150 items including appetizers, pasta, seafood, steaks, chicken, burgers, salads,
specialty items and made-to-order desserts.  Examples of menu offerings include Chop House Burger, Buffalo Chicken Rolls, Santa Barbara
Grilled Chicken Sandwich and Crispy Fish & Chips.  Menu entrees currently range in price from $8.95 to $29.95.  Appetizers range in price
from $4.95 to $12.95 and desserts range from $6.95 to $7.95.  A full-service bar and bakery are also included in the concept.  Our location in the
Venetian Resort-Hotel-Casino in Las Vegas, Nevada is open 24 hours a day and its sister location in the Palazzo Resort-Hotel-Casino is open 20
hours a day, except for Fridays and Saturdays, during which it is open 21 hours a day.  Both locations also serve a breakfast menu with items
priced from $2.50 to $17.95.

We continue to refine Grand Lux Cafe�s menu and operations in order to further develop the concept for future growth.  We opened five Grand
Lux Cafes in fiscal 2007 and we intend to continue expanding Grand Lux Cafe, although we do not currently plan to open any Grand Lux Cafes
during fiscal 2008.  While we are optimistic that Grand Lux Cafe has the opportunity to become a profitable second growth vehicle for our
restaurant operations, there are inherent risks in expanding any new restaurant concept that has not yet proven its long-term financial viability. 
These risks include, but are not limited to, consumer acceptance, recruiting and training qualified staff members, and achieving an acceptable
return on investment.
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New Concepts

We continuously evaluate opportunities for new concepts, through both internal development and acquisition. We are currently developing an
upscale, full-service, casual dining concept featuring broad-based Southeast Asian cuisine called Rock Sugar Pan Asian Kitchen.  We have
signed the lease on the space and we plan to have it open during the first half of fiscal 2008.  This location, which is located in Los Angeles,
California is included in the targeted seven to nine locations that we plan to open in fiscal 2008.

Existing Restaurant Locations

As of February 28, 2008, we operated 139 full-service restaurants under The Cheesecake Factory® mark in 34 states and the District of
Columbia.  We also operated 13 full-service restaurants under the Grand Lux Cafe® mark in nine states; and a self-service, limited menu
�express� operation at DisneyQuest® in Orlando under The Cheesecake Factory Express® mark.  Additionally, we licensed two bakery cafes
under The Cheesecake Factory Bakery Cafe® mark to another foodservice operator.  The following table sets forth information with respect to
our Company-operated, full-service restaurant locations:

Existing Company-Operated Full-Service Restaurant Locations by State

State

The
Cheesecake

Factory
Grand Lux

Cafe Total
Alabama 1 1
Arizona 5 1 6
California 29 1 30
Colorado 3 1 4
Connecticut 1 1
District of Columbia 1 1
Florida 14 3 17
Georgia 4 4
Hawaii 1 1
Idaho 1 1
Illinois 5 1 6
Indiana 2 2
Iowa 1 1
Kansas 1 1
Kentucky 1 1
Maryland 3 3
Massachusetts 7
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