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Thesis Abstract: 
 
The team performed an in-depth analysis on the casual dining restaurant, Kona 
Grill (NASDAQ: KONA). The overall analysis took a top-down approach. First, 
macroeconomic conditions and trends pertaining to the restaurant industry were 
analyzed. Next, a comprehensive financial analysis was performed on Kona Grill 
and its closest competitors. Finally, various absolute and relative valuation 
techniques were performed to determine the intrinsic value of the stock, which 
came out to $8.29. Compared to the current price on 4/08/2013 of $8.83, it was 
determined that the stock was fairly valued, warranting a hold recommendation.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Breakdown of Roles: 
 
ANITA ADJEI: Anitaʼs main responsibility was to evaluate the restaurant industry 
and current macro economic conditions within Kona Grillʼs scope. 
 
SARAH HAMRE: Sarahʼs main responsibility was to analyze the companyʼs 
business model and competitors within the industry. Sarah prepared the SWOT 
analysis as well as the Porterʼs Five Forces Model. 
 
BRENT HANKINS: Brentʼs main role was to analyze the financial positions of 
Kona Grill. This included reviewing financial statements to ensure favorable 
liquidity, operating and profitability ratios as well as working with Samantha to 
establish pro forma assumptions for the DCF model.  
 
ERIC BRADY: Ericʼs main role was to analyze the major risks pertaining to Kona 
Grill in the future.  
 
SAMANTHA TOLMACHOFF: Samanthaʼs main responsibility was to evaluate the 
intrinsic value of Kona Grillʼs stock using a discounted cash flow (DCF) analysis 
as well as other relative valuation measures. Samantha took lead on the pro 
forma financial statements used in the DCF model. 
 
All members worked on editing, structuring and designing the overall report. 
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KONA GRILL INC. 

NASDAQ: KONA 

 

 

 

 
 
 

 
 
 
 
  

Recommendation: HOLD   Market Cap: 85 Mil   Current Price: $8.80* 
Sector: Consumer Discretionary  Dividend Yield: 0.00%   Target Price: $8.96 
Sub-Industry: Casual Dining Restaurant P/E Ratio (2013): 13.38   P/E Ratio (2012): 14.36 
Beta: 1.28     Fiscal Year End: Dec 31

st
  *data as of 1/10/2013 

 

Kona Grill, Inc. (KONA) was founded in 
1997 in Scottsdale, Arizona. KONA 
owns and operates 23 upscale casual 
dining restaurants in 16 states within 
the United States; the company 
appears to be redefining themselves 
within the casual dining industry of the 
restaurant sector.  KONA seeks to 
provide an exclusive dining experience 
for its guests by offering freshly 
prepared meals, courteous service and 
a warm modern atmosphere. 
 
Business Overview 
 

 Differentiated menu options.  

 Business mix features sushi, 
American cuisine and a 
considerable bar segment. 

 Benefits from a 4- daypart 
model; lunch, happy hour, 
dinner and reverse happy 
hour. 

 Long-term goals include 
maintaining strong same store 
sales and generating leading 
operating margins within their 
industry. 

 Primary target market: adults 
ages 25 to 55; high-income 
individuals ($70K+) who tend 
to be health conscious. 

 Average unit volume: $4.2 
million. 

 Average customer check: $24 
including alcohol. 
 
Source: KONA 2011 10K 
Report 

Investment Thesis 

Our main goal is to perform an analysis of the firm’s financial health to 
determine if it is a potential investment. 

 
Kona Grill Locations 
 

 
                                                          

Source: Company’s website 

 

Market Profile 

Market Profile 

52 Week Price Range (KONA/ Share) $5.12 - $9.29 

Average Volume 27.74k 

Shares Outstanding (as of 10/31/12) 8.62 Mil 

Institutional Holdings 50.66% 

Insider Holdings 18.70% 

Earnings per Share (2011 adjusted) 0.31 

Book Value per Share 3.10 

Debt to Equity Ratio 0.75 

Return on Equity 11.69% 

                                                                          
 Source: Bloomberg 
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Restaurant Concept 
 
With an east- meets- west fusion of foods, KONA’s main focus is to offer a differentiated menu that features a diverse 
selection of sushi items, American cuisine, and bar items. Menu items are standardized across all 23 restaurants to 
offer a consistent delivery of quality meals. KONA’s sushi and bar items account for 50% of generated sales, giving 
them a competitive edge in these areas. Furthermore, the company benefits from a 4- daypart model that includes 
lunch, happy hour, dinner, and reverse happy hour.  
 
KONA strategically places its restaurants in high activity areas where lifestyle centers are located and there is heavy 
consumer traffic. The restaurants are designed to seat an average of 290 guests and are comprised of multiple dining 
areas including a main dining area, a full-service bar, an outdoor patio and a sushi bar creating a multitude of 
atmospheres for guests.  
 
KONA has been able to successfully duplicate this concept in all of its 23 restaurants nationwide and is aiming to 
gradually expand this concept in the future. The company foresees being able to apply this concept to over 100 
restaurants nationwide i

. 

 
Macroeconomic Environment 
 
The U.S economy has gained a foothold into recovery since the severe recession of 2008 to 2009. During the 
recession the economy saw consumer confidence plummet; unemployment was at the highest it has been since the 
1980’s and there was a decrease in consumer spending due to the lack of disposable income.  
 
Recently, consumer sentiment has gained momentum since seeing significant drops due to consumers’ lack of 
confidence in the state of the economy. The Consumer Sentiment Index 

ii
 as of Dec. 7, 2012 by the University of 

Michigan, places the index at 72.9; showing an improvement since its lowest level during the recession of 64.2 
(benchmarked at 100). This is indicative of a positive economic outlook that consumer spending is increasing as 
recent retail sales have been on the rise (See Appendix: Figure 15).  
 
In addition, there have been improvements in the unemployment rate, which was at 10.0% in 2009 but it is now 
currently down to 7.9% (See Appendix: Figure 16). Improvements in the unemployment rate have a correlation to 
consumer’s disposable income. Currently, the disposable income level

II
 is at $12,040 (projected in billions of dollars), 

which is its historical high. As disposable income increases, one can assume that more money will be spent on luxury 
items forgone during the recession (See Appendix: Figure 14).  
 
Despite these positive indicators, with a government at loggerheads over fiscal policy and consumers still having 
some lingering doubts about fiscal policy, the state of the economy is uncertain. The recent fiscal cliff developments 
may indicate a decrease in current disposable income levels due to a bill passed by Congress that affects current 
income tax levels. The bill raises income taxes anywhere from existing levels by 3 - 4.6% depending on income levels 
above $ 70K 

III
. This poses a problem for KONA because despite current improvements in disposable income levels, 

members of their primary target market will have less disposable income available to them once the bill goes into 
effect. As a result, they may be more likely to decrease their expenditures on luxury items such as upscale dining.   
   
Industry Trends 
 
Industry trends tend to significantly affect business decisions made by a company. KONA tries to keep up with trends 
to make sure that it is catering to its customer base. The following items are indicative of recent trends within the 
restaurant industry. They each have different effects on Kona Grill.  
 
Increase in number of health conscious consumers 
In general, many people are flocking to healthier menu options, as more emphasis is placed on healthy eating. The 
tradeoffs with healthier meal options are the expenses; generally high-quality nutritious foods are more expensive for 
consumers. However, some consumers value quality over quantity and may be willing to forgo convenience and 
expense to reap the benefits of a healthier meal. Kona Grill specifically targets consumers who seek high-quality and 
nutritious foods. Additionally, with an average check of $24 (including alcohol), its primary customers don’t mind 
paying a higher price tag.  
 
Rising commodity prices and problems with contract renewals 
Restaurants will be struggling to maintain margins once prior food contracts roll over within the next year. 
Consequently, many restaurants fear customer base erosion if they raise their prices and thus are most likely to take 
on a tightening of margins in order to maintain that base. As a result, the S&P 

iv
 predicts in 2012 company margins will 

be further squeezed and restaurants will have to find ways to reduce their fixed and/or variable costs such as: 
reworking recipes, decreasing portion sizes, or staying open longer to make up for these higher costs. Competition 
amongst restaurant operators and rising food costs may pose a problem for KONA. 
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Expanding menu items to create variations for guests 
A significant number of restaurants continue to diversify their menus - such as adding breakfast items or healthier food 
choices to appeal to a new or greater target market. This enables companies to curtail their high fixed costs and 
improve their bottom lines. KONA typically offers temporary, seasonal menu options to further diversify its current 
menu items, thereby providing more choices for its customers.  
 
Exploiting social media outlets 
Many restaurants are utilizing social media to promote their products, specials, and to seek customer feedback. 
Customers can also post their reviews allowing other individuals to view feedback of menu items ahead of time.  
Consumer food preferences are constantly changing. For example, the S&P restaurant industry report 

iv 
mentioned 

how the U.S. is consuming more coffee and tea beverages and less carbonated beverages. Likewise, there has been 
a shift to offering more coffee and other specialty beverage drinks in restaurant chains. Additionally, new product 
development is driven by customer feedback. Many menu items change according to consumer tastes, thus the use of 
social media will continue to aid both customers and restaurant operators.  
 
Kona Grill lacks strong brand awareness nationwide, due to its small size as a casual dining restaurant chain located 
in a limited number of states. However, in its existing markets it not only promotes itself via social marketing (Yelp, 
Facebook, and Twitter) but through traditional print advertising and local restaurant marketing as well.  
 
Main focus on improving brand images across the board 
Many restaurants are trying to offer more than just great food in an effort to gain market share in a fiercely competitive 
industry. For instance, some fast food restaurants are improving the ambiance of their restaurants to give customers 
an improved dining experience as a way to retain customers. There is also a strong emphasis on training managers 
and staff, as they are essential facets of a quality dining experience; Kona Grill excels in this category.  
 
International and cultural expansion 
A large percentage of U.S. based companies are drawn to CIVETS countries for expansion and diversification. 
Specifically, these countries include: Columbia, Indonesia, Vietnam, Egypt, Turkey and South Africa. Furthermore, 
with a changing U.S. demographic (i.e. increase in Asian American and Latino population relative to the total 
population), many restaurants are now serving more cuisines from these ethnic groups. Although Kona Grill is a 
domestic restaurant chain, its American and sushi menu combination appeals to a wide variety of consumers. KONA 
doesn’t have any plans to expand abroad currently, but it may be a viable possibility in the future if it has the means to 
do so.  
 
 
Kona Grill’s Top Competitors 
 
The following list of casual upscale dining restaurants is considered to be competitors of KONA: 
 
JAX

i 

J. Alexander (JAX) is a contemporary American restaurant known for its wood-fired cuisine. Its core philosophy is to 
provide customers with the highest possible quality dining experience. J. Alexander operates 33 restaurants in 13 
states, so it has a few more restaurants and is less dispersed geographically than Kona Grill. This past fall it was 
bought out by Fidelity. JAX tends to be as equally upscale as Kona Grill, as it also targets high-income individuals 
looking for quality food and dining.  
 
CAKE

i 

The largest of KONA’s competitors based on market share, The Cheesecake Factory (CAKE) provides an extens ive 
menu with moderate prices. Its niche in bakery and dessert sales made up 20% and alcohol accounted for another 
13% of its business in 2011. Based on its 2011 10-K report, The Cheesecake Factory operates 170 stores in 36 states 
(including the District of Columbia). It is also planning to expand abroad in several Middle Eastern countries, with a 
goal of opening 22 restaurants over the next five years. In this aspect, CAKE’s size and international expansion give it 
a competitive edge over Kona Grill. It also benefits from a niche in desserts that is not one of KONA’s strong points.  
 
BBRG

i 

The Bravo Brio Group (BBRG) is the owner and operator of two distinct Italian restaurant concepts; BRAVO! Cucina 
Italiana and BRIO Tuscan Grille. It claims to offer an upscale affordable dining experience. It recently went public in 
2009. Its 2011 10-K report mentions it has 93 restaurants in 30 states. With that, Kona Grill is still smaller than BBRG, 
but it offers a completely different cuisine. KONA also has a greater percentage of revenues from alcohol, as 
BRAVO!’s alcohol sales account for 18% of sales in 2011 and BRIO’s was 23.2%. 
 
PFCB

i 

P.F. Chang’s China Bistro, Inc. (PFCB) opened its first restaurant in Scottsdale, AZ in 1993 and owns and operates 
two restaurant concepts in an Asian niche: the P.F. Chang’s China Bistro, which is a full service upscale casual dining 
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concept, and the Pei Wei Asian Diner, which is a quick casual concept. It is also much larger in market cap compared 
to KONA. As of January 1, 2012, it had a total of 204 Bistro and 170 Pei Wei restaurants within the U.S. It also has 16 
restaurants overseas and is planning to open up 105 new restaurants abroad over the next five to ten years. It 
recently went private in 2012. As it offers similar cuisine to Kona Grill, it can be seen as a significant threat; taking into 
account its size and international exposure which is far superior to Kona Grill.  
 
ARKR

i 

Ark Restaurants (ARKR) owns and operates two concepts; 21 restaurant and bar concepts and 22 fast-food concepts 
in six locations across the United States. Each of its restaurants is uniquely located and theatrically themed, offering 
customers an exceptional dining experience. Most of the company’s sales are generated from its dinner service, 
unlike KONA who benefits from its 4-daypart model. Additionally, each of its restaurants has a different name and 
concept, which provides diversity in menu options and the overall dining experience. Since ARKR is operating in both 
the restaurant and fast-food business, it is able to diversify itself across the restaurant industry, something that Kona 
Grill cannot do; Kona Grill’s name, cuisine and concept is the same throughout all of its 23 locations.  
 
FRS

i
 

Unlike KONA, Frisch’s Restaurants, Inc. (FRS), operates a full service family style restaurant. Founded in Cincinnati, 
Ohio in 1947, Frisch offers a service that caters to families and its restaurant design incorporates a drive-through in all 
its restaurants. The company only owns and operates 80% of its business, the rest are franchised. Like Kona Grill, its 
business is only within the U.S. 
 
DAVE

i
 

Founded in Minneapolis in 1995, Famous Dave’s of America (DAVE) owns and operates 28% of the business with the 
other 72% franchise operated 

v
. The company is focused on a fast casual concept, which offers a dine-in and take-out 

option. It is also known as the largest franchisor of BBQ, offering a diverse menu of BBQ items, which it believes 
appeals to customers of all ages and backgrounds. Something that Kona Grill may need to consider is diversifying its 
appeal among an even larger demographic, since DAVE appears to be focusing on that.  
 
BJRI

i
 

BJ’s Restaurants Inc. (BJRI) owns and operates 120 full service restaurants in 13 states 
v
. It was founded in 1978 in 

Orange County, California. Similar to KONA, BJ’s has a similar 4-daypart model to KONA. However, the company 
also takes advantage of two restaurant concepts; its first concept being its large restaurant format, which is focused 
on making the meal an experience by offering a variety of menu items. The other concept being its legacy formats 
which are slightly smaller restaurants that cater to customers on the go. BJRI focuses on its brewery aspect of its 
business, and can be viewed as serious competition within alcohol sales.  
 
In conclusion, KONA does have unique strengths compared to its competitors, but it may want to rethink certain 
aspects of its business model to stay competitive. For instance, it could diversify its menu, feature a new casual dining 
concept, offer a ‘curbside takeout’ option, or consider franchising some of its restaurants.  
 
Financial Analysis 
 
Consistent revenue growth reflects increasing financial strength 
Over the past 5 years, KONA has seen average revenue growth of 7%. The consistent growth in revenue is largely 
due to above average growth in same stores sales (SSS). This indicates that current operating restaurants are 
continuing to improve, which is a good indicator of the company’s increasing financial strength (See Appendix: Figure 
8). 
 
Kona Grill’s revenue growth appears to be on the higher end in comparison to some of its major competitors, which 
include Ark Restaurants, Famous Dave’s, Frisch Restaurants, Bravo Brio group with 3%, 5%, 0.5% and 7% average 
revenue growth, respectively. 
 
New promotions help drive revenue and same store growth 
KONA’s loyalty program, “Konavore,” grew by over 100,000 members (77%) in 2011 to roughly 245,000 total 
members

i
. This is a strong indicator that Kona Grill is becoming more popular in its current markets and that 

customers are enjoying their experience and intend on returning. In addition, the promotions associated with the 
loyalty program can help drive customers back into KONA’s restaurants, resulting in increased SSS growth and 
revenue growth. This doesn’t have any major impact on its margins since there tends to be a higher volume of sales 
over such promotional items. 
 
In addition to “Konavore,” many other initiatives have been introduced to help drive traffic to KONA restaurants. These 
include “Wine Down Wednesdays,” where bottles of wine are 50% off throughout its restaurants, and various food 
based promotions, which include “The Flare” and “Entice” menus. All of these promotions have had positive impacts 
on restaurant sales, most notably the “Wine Down Wednesdays” and “Flare” promotions. 
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Stagnant expansion of operations   
Over the past couple of years, Kona Grill has been very conservative in terms of expansion. Part of this is due to its 
commitment to control growth to avoid the large deficits associated with hyper-expansion. The other is due to its goal 
of trying to finance most of its growth internally rather than issuing debt. No new locations have been opened within 
the last couple of years. In fact, it closed two locations; the West Palm Beach, Florida and Sugar Land, Texas 
restaurants in 2011

i
. The closure of these restaurants resulted in an approximate lease termination, severance and 

other various exit costs of $1.261 million. In addition, the closure of these locations resulted in non-cash asset 
impairment charges of $4.32 million. 
 
The asset impairment charge associated with the closure of these two locations, combined with a previous asset 
impairment charge of $12.597 million from underperforming restaurants in Phoenix, AZ, Stamford, CT, Oak Brook, IL, 
and Baton Rouge, LA, make up a significant portion of Kona Grill’s $38.31 million accumulated deficit. Much of this is 
likely due to the recession in 2009 and decreased consumer spending. It is also disconcerting because it could 
indicate poor location and market selection, as management bases its expansion on the estimated return on 
investment of continued operations.  
 
Kona Grill will need to continue to improve the operations of its current ventures as well as start expanding to new 
locations in order to grow its revenue base. Despite its recent announcement to sign a new lease in Boise, ID, KONA 
will need to be more proactive in opening new restaurants. 
 
Credit line allows for quick access to financing 
Kona Grill’s $5 million line of credit is its main source of financing for restaurant renovations and opening new 
restaurants. In February 2012, it also took on a $0.5 million-term loan maturing in February 2015, for which it pays a 
$15,000 principle and interest monthly. This loan was taken out primarily to “pay off the remaining balance of the 
Company’s debt with General Electric Capital (the “GE Loan”) and pay expenses associated with the Loans”

vi
. 

 
Although it may appear that this is adequate debt financing for KONA, the terms on the line of credit mention that 
there is a $1.5 million limit going to any one restaurant. According to its 10-Q report for the third quarter of 2012, each 
new restaurant opening requires around a $2.5 million cash investment, which excludes other preopening expenses. 
This can be problematic if growth opportunities require more capital than what the line of credit and operations 
provides. While it is KONA’s goal to try and finance expansion internally, it may be missing out on opportunities by not 
acquiring leverage. This could be a factor in its lack of new restaurant openings in the past couple of years.  
 
Improving margins Indicate efficiency in current operations 
KONA has maintained a large gross margin averaging 73% over the past 5 years. Its operating margin and profit 
margin have also been improving over the last 5 years. While Kona Grill’s gross margin leads its competitors, it has 
lagged behind most competitors in operating and profit margins. Famous Dave’s has led the group by maintaining 
average operating and profit margins of 6% and 4% respectively, where as 2011 was Kona Grill’s first year of having 
positive margins (operating: 3%, profit: 2%). It still has room for improvement in this area, which is a contributing factor 
to our hold recommendation. We would like to see Kona Grill continue to improve upon its operating and profit 
margins to be more in line with its competitors. 
 
Valuation 
 
This valuation analysis for KONA was conducted using both absolute and relative valuation techniques. The absolute 
valuation analysis was conducted via a 10-year discounted cash flow (DCF) model. Furthermore, we conducted a 
sensitivity analysis on the DCF. The following is a list of assumptions for growth over the next 10 years. 
 
Discounted Cash Flow (DCF) 
 
Revenue Growth  
We estimate that Kona Grill’s future growth will remain in line with the company’s 5-year historic average (6.71%), 
which reflects gradual growth of the KONA concept nationwide. Management believes the current amount of 
restaurants is sufficient for the time being. So although many analysts’ expectations of future growth are overly bullish 
in their approach to forecasting future revenues, we project that the company will have growth of 4.74% in 2012 and a 
growth rate of 5.74% during 2013 and 2014 (the 5-year average industry growth rate). The growth in 2012 is lesser 
than 2013 and 2014 (projected) based on the growth rate over the first 9 months of 2012, which has only been 3.5%. 
Furthermore,  there is not much seasonality in Kona Grill’s business, so projecting anything higher than 5% growth in 
2012 would assume that Kona Grill has an exceptionally good fourth quarter compared to what has happened 
historically. Given the current macroeconomic conditions, this is not a plausible growth rate. After 2014 we expect the 
growth rate will increase to the recent 5-year average, 6.71% (years 2015 to 2017) and eventually increase to 7% 
(years 2018 to 2021). This approach to revenue growth reflects management’s plan for gradual growth over the next 
several years. Core growth will come from price increases of menu items as well as in unit volumes at its existing 
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restaurants using strategic marketing efforts. Based on these assumptions, we think that KONA will steadily obtain 
market share over the next 10 years. 
  
Gross Profit / Gross Margins  
We forecasted future gross margins for the next 10 years based on the average gross margin over the past 5 years. 
From there we forecasted gross profit for the next 10 years (forecasted GP margin * forecasted sales). We also 
assumed that the gross margins would improve by 10 basis points per year for the next 10 years – which is in line with 
KONA’s current goal of improving margins.  
 
Selling, General and Administrative Expenses (SG&A) 
SG&A expenses were forecasted based on the percentage of sales in 2011; we felt that the 5-year historical average 
was slightly too high and Kona Grill would become more efficient in managing its variable operating expenses in the 
future as it leverages investments and realizes higher sales volumes. However, there are risks associated with 
opening new stores.  Sales volumes are typically low when a new restaurant opens because there is no ‘market 
awareness’ for Kona Grill in that area. Sales volumes tends to increase with the maturity of each individual restaurant 
and as the staff becomes more efficient. 
 
Property Plants and Equipment, Capital Expenditures and Depreciation 
Net property, plant and equipment (PPE) was forecasted as a percentage of sales. Capital expenditures (CAPEX) 
were forecasted as a sum of two components. The first component is the replacement of depleted assets.  KONA did 
not open any new stores in 2011, so we assumed that that CAPEX figure grew at the rate of sales over the whole pro 
forma period. The second component is the addition of new stores. A majority (around 75%) of the CAPEX comes 
from leasehold improvements, which are incurred via new store openings.  With slow growth in the next few years, we 
are assuming no new store openings, with the exception of 2012 and the signing of a new lease in Idaho. We assume 
it will open an average of one new store per year from 2015 to 2017, and two new stores per year from 2018 to 2021. 
Based on prior years’ CAPEX (specifically 2009’s expenditures) and the number of new store openings, we can 
estimate that each new store opening incurs an average of $3 million in capital expenditures (this includes leasehold 
improvements as well as furniture, fixtures and equipment). Furthermore, depreciation was forecasted using beginning 
net PPE plus CAPEX minus ending net PPE.  
 
Interest Expenses / Other Expenses 
Other expense (income) was omitted because it varied widely over the past 5 years and it didn’t make sense to base 
that on a 5-year average. Additionally, we assumed net interest expense to be zero, as KONA has been paying down 
its existing debt and have no other significant outstanding debt. As it expands its concept, it’s likely it will have to draw 
on its line of credit. For simplicity we did not incorporate it into the DCF.  
 
Taxes  
According to Bloomberg (comparative income statements), Kona Grill is expecting to pay an effective tax rate of 39%. 
Despite uncertainty of taxes under the Obama administration, we assumed this to be the tax rate for the next 10 
years. 
 
Shares Outstanding and Treasury Stock 
We assumed the number of shares outstanding would remain constant based on the number of shares outstanding as 
of 10/31/12 

vii 
. Over the past 5 years, there has only been one instance of treasury stock (t-stock) and we assumed 

there would be no t-stock over the next 10 years.  
 
Net Working Capital (NWC) 
Lastly, we forecasted changes in the level of net working capital (NWC) based on our pro forma balance sheet. We 
assumed an average target current ratio of 1.10. Once that level of current assets is reached, excess funds could be 
used at management’s discretion (i.e. paid out to investors). Excess funds, however, do not impact our free cash flow 
calculations, but the changes (increases) in NWC do. 
 
Weighted Average Cost of Capital (WACC) 
Cost of debt was assumed to be 6.25% based on the interest rate KONA has on its largest portion of long-term debt, 
its line of credit. We used the current 10-year treasury as the risk free rate (1.62% as of 12/4/2012). KONA’s 5-year 
monthly-adjusted beta, according to Bloomberg is 1.28

ii
. Taking into account the capital structure of Kona Grill (which 

is 99.84% equity and 0.16% debt) as well as the effective tax rate of 39%, we calculated a WACC of 9.29%.  
 
Intrinsic Value  
Our analysis uses a 2.5% terminal growth rate on free cash flow (FCF). In getting our intrinsic value, we took our 
present value (PV) of free cash flows discounted at the WACC and subtracted net debt to get the value of the equity. 
Then we divided this by the number of shares outstanding to get our price per share of $8.29, which is slightly lower 
than the current share price.  
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Valuation Ratios  
 
We also looked at various relative valuation measures in addition to our absolute valuation above. Please refer to 
Figure 7 in the Appendix for a complete overview of these measures. Below we have focused on the most critical 
valuation ratios for both KONA and its competitors. 
 
Price / Free Cash Flow (P/FCF) 
P/FCF uses free cash flow to the firm (FCFF) rather than operating cash flows. In 2011 and 2010, KONA had a P/FCF 
of 9.15 and 93.96, respectively. The large ratio in 2010 indicates that KONA had a high share price in regard to low 
FCFF. Additionally, the fact that P/FCF decreased in 2011 suggests that the company has improved cash flows and 
witnessed only a moderate price increase in share value. This also suggests that KONA’s stock was a better 
investment opportunity in 2011, as the price was ‘cheap’ relative to cash flows.  During 2011 KONA had the lowest 
P/FCF out of all its top competitors (See Appendix:  Figure 7). However, the volatility in this metric may not be a 
reliable determination if KONA’s stock price is still a buy opportunity in 2012. If anything, there will only be moderate 
increase in FCF but the stock price has since risen from 2011. 
 
Price / Book (P/B) 
Growth stocks tend to have a higher P/B ratio; although a lower P/B may be a better deal to investors because it 
signals that the stock is undervalued. KONA’s P/B in 2011 was 3.1, and in 2012 and 2013 it’s expected to be 3.84 and 
3.09, respectively 

ii
. This means that Kona Grill was worth approximately 3 times its book value in 2011. Compared to 

its competitor average in 2011, KONA had an above average P/B; CAKE, JAX, PFCB, and DAVE all had lower P/B 
ratios but BBRG and BJRI had greater P/B ratios. This indicates there is growth potential for KONA, but since growth 
is expected to be gradual in the years to come these benefits are uncertain. The lack of financing and other macro 
economic factors will make growth difficult for Kona Grill and the restaurant industry. 
 
Enterprise Value / Earnings Before Interest, Taxes, Depreciation and Amortization (EV/EBITDA) 
This ratio takes debt into account so one can easily compare companies regardless of their capital structure. 
Generally a low ratio means the stock may be undervalued and/or the company is a good takeover candidate. 
Additionally, this ratio will be higher in high growth industries.  
 
The EV/EBITDA average for KONA’s competitors in 2011 and 2010 were 7.61 and 9.68, respectively 

ii
. The ratio for 

KONA in 2011 and 2010 were 5.86 and 7.72, respectively. This lower ratio compared to most of KONA’s competitors 
indicate that KONA is slightly undervalued – but it also raises the question of KONA being a potential takeover 
candidate. Therefore it’s important to see how this ratio will trend in 2012 and beyond.  
 
Price to Earnings to Growth (PEG) 
The PEG ratio helps investors determine whether a stock is a good investment; it is a forward-looking ratio and 
incorporates the company’s projected growth rate over the next five years. According to Bloomberg, the predicted 
PEG (1-year estimate) for KONA is .77, which is lower than all of its competitors (average 1-year estimate is 1.08)

 ii
. 

This indicates that KONA’s share price is low compared to the anticipated earnings of the company. However, we 
think this is an inaccurate PEG ratio, as the growth projections on Bloomberg are overly bullish (in accordance with 
most analysts on the stock). We expect moderate growth which signals that Kona Grill may not be as good of a 
bargain. Using the projected 2012 P/E of 14.36 and our projected 5-year growth of around 7% produces a PEG ratio 
around 2. That is much greater than Bloomberg’s and is more consistent with our future expectations. 
 
Price/Sales (P/S) 
A smaller ratio (i.e. less than 1.0) is usually thought to be a better investment since the investor is paying less for each 
unit of sales. However, the company may be unprofitable with too low of a P/S ratio. 
 
The competitor average P/S ratio last year was 0.87 and this upcoming year will be 0.78. Kona Grill’s 2011 P/S ratio 
was 0.56 and has an expected estimate of 0.73 in 2012. This information suggests that investors of KONA are paying 
less for each unit of sales compared to most of their competitors. 
 
Investment Risks 
 
We have determined three basic categories of risks for Kona Grill, which include the following: revenue, expense and 
financial. Our largest risks for each category are outlined below. 
 
Revenue Risks 
Overall macroeconomic conditions of the local economies surrounding its restaurants’ locations strongly affect the 
number of visitors. In poor conditions, consumer discretionary income will be lowered and, since the restaurant 
business inherently relies on discretionary spending, a higher-end restaurant such as KONA could be adversely 
affected.  
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Changes in consumer tastes or rejection of the Kona Grill experience in new or existing locations could depress top-
line revenue for the company. New competitors that draw away customers from KONA due to more preferred food or 
atmospheres also pose a substantial risk to revenues. 
 
Finding optimal new restaurant locations as well as developing adequate brand awareness is critical to bring in new 
customers and retain past customers. If the consumer facing part of the business is not well controlled and 
supervised, the company will have a difficult time providing a consistent experience for its patrons, causing them to 
not return to the restaurant or refer it to others. Picking a location that meets the requirements of visible, high traffic 
and accessible areas is paramount to the success of a new restaurant. If these criteria are not met, the new restaurant 
will possibly underperform expectations. Also, the opening of new restaurants near current locations could cannibalize 
some of the revenues from existing locations. Lastly, poor planning or execution of a promotion strategy and publicity 
management could lower revenues for the company. 
 
There are many factors out of the immediate control of management that could adversely affect revenues for the 
company. Included in these are natural disasters, unforeseen issues affecting the accessibility of the restaurants and 
negative publicity. Natural disasters and accessibility issues, such as construction blocking off access to a restaurant, 
could significantly hurt the traffic of customers to the locations, and therefore result in revenue loss. Negative publicity 
can include occurrences such as food recalls, food contamination scares or litigation surrounding KONA. All of these 
factors have the potential to drive both new and existing customers away from Kona Grill.  
 
Expense Risks 
In regards to the costs of goods sold, Kona Grill faces supply chain risks such as rising food and alcohol prices and 
increasing transportation costs. Not only would these items create higher expenses for the company, but if the prices 
grew too much for some consumers, revenues would also be damaged.  
 
Operating costs of labor, expenses of opening new locations and executive and administrative compensation could be 
a future burden on the company. Rising industry wages would force the company to raise its labor costs to remain 
competitive as an employer. The expenses for opening a new location could be larger than expected if the licenses 
and permits process takes longer than anticipated, if there are high renovation and development costs or if the price to 
lease property increases. Lastly, executive and administrative pay must be kept under control in order to keep a 
handle on the large non-operating expenses of the company. 
 
There are also some unavoidable factors that could increase the expenses of the firm. Litigation concerning Kona 
Grill’s practices poses a threat, especially by cases involving food quality and employment practices. Also, changes in 
regulation could force Kona Grill to incur extra costs or forgo revenue. One of the largest regulatory concerns for the 
company is liquor license laws, which Kona Grill would be immediately responsible for if any changes were to occur in 
the areas of its operations. 
 
Financial Risks 
Although Kona Grill does not have overburdening amounts of debt, debt raised in the future poses a risk to the 
solvency of the company. Also, the ability to raise capital and access financing for new stores could affect the growth 
prospects and the expenses incurred for the company. With plans for much future growth through new restaurant 
openings, these factors create serious risk for the value of the firm. 
 
Kona Grill SWOT Analysis (Strengths, Weaknesses, Opportunities, Threats) 
 
Below is an analysis that highlights the current strengths and opportunities of KONA, as well as weaknesses and 
threats that KONA might face based on macroeconomic conditions, industry environment, and its financial statements.  
 
Strengths:  
As previously mentioned, Kona Grill offers a unique dining experience with a refreshing menu of innovative dishes.  
The restaurant sees increased profitability from its bar and happy hour business, and its implementation of a multiple 
day part model helps improve business during the slower periods of the day. In addition, Kona Grill utilizes extensive 
training efforts for employees and preserves favorable employee relations while also maintaining a small waiter-to-
table ratio to ensure personalized service.  In terms of growth, the company maintains a very strict growth model, only 
opening a few stores each year to ensure stability and minimize risk.  The company is also very mindful of consumer 
preferences and utilizes planning and marketing strategies accordingly.  Through its offerings of inventive menu items 
and seasonal specials, such as the recent launch of its Tempt menu, Kona Grill is very concerned with redefining its 
business to match consumer trends.  In addition, new restaurants are always built in high consumer activity areas, 
such as malls or other retail or entertainment centers, in order to gain the most consumer passersby possible. 
 
Additionally, Kona Grill recently appointed a new president and chief executive, Berke Bakay, in early 2012.  Bakay 
has served as a director for the company since 2009 and is the founder and managing member of BBS Capital 
Management, LP, which serves as the investment manager to the BBS Capital Fund, LP.  The BBS Capital Fund, LP 
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focuses its investments mainly on the consumer discretionary, education, and media industries in the United States 
and the People’s Republic of China, and is Kona Grill’s largest shareholder.  As a previous financial analyst who 
specialized in the consumer industry, specifically within apparel and restaurants, Bakay can utilize his expertise to 
help Kona Grill further expand in the future.  After several years of CEO changes, more knowledgeable and stable 
leadership could greatly benefit Kona Grill’s profitability and growth model. 
 
Weaknesses: 
Although Kona Grill has seen recent growth, weak operating margins may indicate room to improve efficiency in 
restaurant operations.  Additionally, the restaurant only has semi-differentiated product offerings, which may eliminate 
potential customers, based on its similarities with other restaurants and consumer preferences. Another troubling 
issue for the company is its lack of brand recognition in comparison to some of its competitors such as The 
Cheesecake Factory and P.F. Chang’s China Bistro.  Finally, although the company currently supports a gradual 
growth rate to reduce risk and maintain financial stability, its reluctance to take on additional debt at current low 
interest rates may hinder its optimal growth potential in the future. 
 
Opportunities:  
As can be seen through the distribution of the Kona Grill restaurants across the United States, the company is focused 
on spreading to new areas.  However, most of its locations are found in the south or east, and there is definitely room 
for the company to expand in the northern and western regions of the country.  In addition, market research can be 
conducted to determine which areas would serve as the most profitable locations. By continuing to open new 
restaurants situated in commercial environments in unexploited areas in the U.S., Kona Grill has potential for 
significant profit growth and increased exposure.  The company can also utilize social media outlets to increase its 
brand recognition and spread its appeal to a wider audience.  Finally, Kona Grill can also benefit from the tax 
provisions for businesses recently included in the Fiscal Cliff deal passed by Congress.  For instance, the deal 
includes an extension of a tax break for making improvements to restaurants, an extension of a tax credit related to 
qualified research expenses, and extensions of a variety of employer credits for hiring certain groups of people, such 
as veterans and needy families’ 

ix
. By taking advantage of these current extensions, Kona Grill can improve its 

restaurant aesthetics, conduct more market research, and diversify its employee base. 
 
Threats:  
Like any restaurant, Kona Grill could experience rising food costs affecting its profitability.  Additionally, of Kona Grill’s 
23 restaurant locations, restaurants in Stamford, CT, Woodbridge, NJ, and Baltimore, MD may see negative affects 
from Hurricane Sandy. As can be seen from analyses of these communities affected by the storm, extensive damage 
and wait times for emergency funding could harm the respective economies in the near future.  However, in terms of 
the restaurant industry and the performance of Kona Grill, the future is a little unclear.  Adding to the uncertainty from 
Hurricane Sandy, the new fiscal cliff deal could also pose some potential threats for the company.  A new payroll tax 
hike will increase taxes for the middle class by 2%, and as the amount of disposable income for the middle class 
declines, the restaurant industry may lose considerable business. Consumers may begin to cook more at home or opt 
for cheaper meals at fast food restaurants rather than dine out. As an upscale casual dining restaurant, Kona Grill may 
lose some consumer business to cheaper restaurant competitors in the near future 

x 
. 

 
Investment Summary 
 
Stable growth company trapped in a struggling industry with fierce competition 
Kona Grill has been able to improve upon and maintain strong fundamentals. Revenue has grown consistently at an 
average of 7% over the past 5 years largely due to increased SSS growth. With the success of new loyalty programs 
like “Konavore”, it is likely that revenue growth will continue into the foreseeable future as the KONA brand becomes 
more valuable in each of the current locations.  
 
Kona Grill has maintained industry- leading margins with an average gross margin of 73%. It has also continued to 
improve both its operating and profit margins .This trend is largely driven by the increased sales of high margin 
products like alcohol and sushi.  
 
Kona Grill has also controlled its expansion, allowing it to fund investments and growth with internally generated 
funds, effectively minimizing debt on its balance sheets. This eliminates large deficits often observed from hyper 
expansion and it gives the firm room to acquire debt if necessary in the future.  
 
While Kona Grill has proven to be a stable growth stock, it is highly correlated to market movements with a beta of 
1.28. At the edge of the fiscal cliff, with a high risk that federal tax rates will increase, consumer discretionary income 
will be adversely affected, thus inhibiting the performance of this stock within the next 6-12 months. Furthermore, 
several competitors are taking advantage of international expansions; Kona Grill has never mentioned plans to 
expand overseas and may be forgoing profitable opportunities abroad. Until the market fully recovers and consumers 
become more comfortable with spending discretionary income, we believe this stock will perform with the market, 
which solidifies our hold recommendation.  
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Brand awareness struggles with current geographic scope 
On average, Kona Grill’s restaurants are spread out, making it difficult to gain brand recognition. This is especially true 
when it opens a new restaurant in a new state. Customers often have no prior knowledge of the concept until they try 
it for themselves or by word of mouth. In the foreseeable future this struggle will continue if it continues to take a 
gradual approach to growth, which is what is projected by management and is reflected in our pro formas.  
 
Fundamentals and Valuation indicative of a HOLD 
As long as Kona Grill continues to grow, obtain greater market share and improve their margins, we think this 
restaurant can be a great investment opportunity. Within the past couple of years the company has been improving 
their earnings and rewarding shareholders via capital gains on the stock. However, the DCF analysis indicates a stock 
price that is only slightly above the current share price. Other valuation ratios indicate Kona Grill is operating efficiently 
but not significantly better than their competitors. We also feel there are a lot of macroeconomic factors pertaining to 
the future growth and profitability of the company that look bleak; as long as the economic environment permits, Kona 
Grill has the potential to grow, yet we remain cautious on the stock and recommend a “hold”.  The following factors are 
what we believe to be the most significant in our recommendation to hold. 
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solicitation of an offer to buy or sell any security. This report should not be considered to be a recommendation by any 

individual affiliated with CFA Institute or the CFA Institute Research Challenge with regard to this company’s stock. 

 

 

 

 
 
 
 
 
 
 
 
 



12 
 

Sources 
 
"American Restaurant & Sushi: Steak & Seafood: Happy Hour | Kona Grill." Web. 20 Nov. 2012. 

<http://www.konagrill.com/>. 
 
"Berke Bakay." Forbes. Forbes Magazine, n.d. Web. 05 Jan. 2013. 
 
Bloomberg, 2012 
 
Jargon, Julie. "Restaurants Happy To Dodge A Fiscal Cliff Bullet." Corporate Intelligence RSS. Wall Street Journal, 02 

Jan. 2013. Web. 05 Jan. 2013. 
 
Mergent Online. Web. 20 Nov. 2012. <http://www.mergentonline.com/>. 
 

Philips, James N., and Timothy C. Smith. "2013 Federal Income Tax Update - Tax - United States." 2013 
 Federal Income Tax Update - Tax - United States. Mondaq, 27 Aug. 2012. Web.11 Jan. 2013. 
 
"Restaurant Industry." S&P 500 Industry Reports (March 2012). Web. 20 Nov. 2012. 
 
White, Joseph B. "Fiscal Cliff Deal: Business Tax Breaks Survive Another Year." Corporate Intelligence RSS. Wall 

Street Journal, 02 Jan. 2013. Web. 05 Jan. 2013. 
 
"Yahoo! Finance - Business Finance, Stock Market, Quotes, News." Yahoo! Finance. Web. 20 Nov. 2012. 

<http://finance.yahoo.com/>. 
 
Company Financial Statements: 
2011 10-K reports for the following companies: KONA, JAX, CAKE, BBRG, PFCB, ARKR, FRS, DAVE, BJRI 
 
2012 Investor relations presentations for the following companies: KONA, DAVE, BJRI. 
 
10-Q reports for KONA. 
 
8-K reports for KONA.  
  
Endnotes 
 

i. 2011 10-K reports for the following companies: KONA, JAX, CAKE, BBRG, PFCB, ARKR, FRS, DAVE, BJRI. 
ii. Bloomberg, 2012. 

iii. Philips, James N., and Timothy C. Smith. "2013 Federal Income Tax Update - Tax - United States." 
2013 Federal Income Tax Update - Tax - United States. Mondaq, 27 Aug. 2012. Web. 11 Jan. 
2013. 

iv. "Restaurant Industry." S&P 500 Industry Reports (March 2012). Web. 20 Nov. 2012. 
v. 2012 Investor relations presentations for the following companies: KONA, DAVE, BJRI. 
vi. 8-K reports for KONA. 
vii. 10-Q reports for KONA. 
viii. "Berke Bakay." Forbes. Forbes Magazine, n.d. Web. 05 Jan. 2013. 
ix. White, Joseph B. "Fiscal Cliff Deal: Business Tax Breaks Survive Another Year." Corporate Intelligence RSS. 

Wall Street Journal, 02 Jan. 2013. Web. 05 Jan. 2013. 
x. Jargon, Julie. "Restaurants Happy To Dodge A Fiscal Cliff Bullet." Corporate Intelligence RSS. Wall Street 

Journal, 02 Jan. 2013. Web. 05 Jan. 2013. 
 

 
 
 
 

 



 

13 
 

Assumptions for proforma forecating

2007 2008 2009 2010 2011 5 Year  Average

Sales Grow th Rate

COGS % of sales 28.32% 27.34% 25.97% 27.23% 27.18% 27.21%

SG&A expenses % of sales 64.84% 72.96% 92.40% 68.01% 63.99% 72.44%

Tax rate

Cash and equivalents Cash Ratio 62.29% 19.95% 15.86% 28.94% 62.71% 37.95%

Investments (excess cash) 19.64% 0.49% 7.75% 0.20% 0.19%

Receivables % of sales 1.52% 1.29% 0.38% 0.01% 0.00% 0.64%

Other current assets % of sales 1.93% 1.24% 1.37% 1.38% 1.28% 1.44%

Other long-term assets % of sales 0.69% 1.05% 0.82% 0.74% 0.74% 0.81%

PPE, net % of sales 65.48% 70.57% 48.33% 42.77% 35.18% 52.46%

Depreciation as % of PPE, net 12.24% 12.72% 18.66% 15.13% 17.88% 15.33%

A/P % of sales 4.60% 5.72% 3.60% 2.60% 2.04% 3.71%

Accrued expenses % of sales 5.57% 6.43% 7.09% 6.90% 8.59% 6.92%

Deferred rent % of sales 17.98% 21.39% 19.96% 18.39% 14.49% 18.44%

2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E

Sales Grow th Rate 4.74% 5.74% 5.74% 6.70% 6.70% 6.70% 7.00% 7.00% 7.00% 7.00%

COGS % of sales 27.10% 27.00% 26.90% 26.80% 26.70% 26.60% 26.50% 26.40% 26.30% 26.20%

SG&A expenses % of sales 64.00% 64.00% 64.00% 64.00% 64.00% 64.00% 64.00% 64.00% 64.00% 64.00%

Tax rate 39.00% 39.00% 39.00% 39.00% 39.00% 39.00% 39.00% 39.00% 39.00% 39.00%

Cash and equivalents Cash Ratio 62.00% 62.00% 62.00% 62.00% 62.00% 62.00% 62.00% 62.00% 62.00% 62.00%

Investments (excess cash)

Receivables % of sales 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01% 0.01%

Other current assets % of sales 1.30% 1.30% 1.30% 1.30% 1.30% 1.30% 1.30% 1.30% 1.30% 1.30%

Other long-term assets % of sales 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90%

PPE, net % of sales 35.00% 35.00% 35.00% 35.00% 35.00% 35.00% 35.00% 35.00% 35.00% 35.00%

Depreciation as % of PPE, net 15.33% 15.33% 15.33% 15.33% 15.33% 15.33% 15.33% 15.33% 15.33% 15.33%

A/P % of sales 2.40% 2.40% 2.40% 2.40% 2.40% 2.40% 2.40% 2.40% 2.40% 2.40%

Accrued expenses % of sales 7.50% 7.50% 7.50% 7.50% 7.50% 7.50% 7.50% 7.50% 7.50% 7.50%

Deferred rent % of sales 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00%

APPENDIX 

Figure 1: Assumptions for Financial Pro forma’s 

 

 

 

 

 

 

 

 

                    Source: Company’s Data 

Figure 1.1: 10 Yr Forecasts 

 

 

 

 

 

 

 

 

      

   

        Source: Team’s Estimates 
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Kona Grill Inc (KONA)

Annual Income Statement 

Report Date 2007 2008 2009 2010 2011

Currency USD USD USD USD USD

Scale Thousands Thousands Thousands Thousands Thousands

Restaurant sales 72,258.00$    75,815.00$      81,095.00$      87,589.00$    93,657.00$    

Cost of sales 20,465.00$    20,730.00$      21,058.00$      23,850.00$    25,456.00$    

Gross Profit 51,793.00$    55,085.00$      60,037.00$      63,739.00$    68,201.00$    

SG&A (non depreciation) 52,644.00$    62,122.00$      82,244.00$      65,235.00$    65,820.00$    

Depreciation -$               -$                 -$                 -$               -$               

Total costs & expenses 52,644.00$    62,122.00$      82,244.00$      65,235.00$    65,820.00$    

Income (loss) from operations (851.00)$        (7,037.00)$       (22,207.00)$     (1,496.00)$     2,381.00$      

Interest income 617.00$         296.00$           204.00$           52.00$           3.00$             

Interest expense 85.00$           51.00$             174.00$           123.00$         61.00$           

EBT (319.00)$        (6,792.00)$       (22,177.00)$     (1,567.00)$     2,323.00$      

Provision for income taxes 350.00$         205.00$           65.00$             10.00$           9.00$             

Net income (loss) (669.00)$        (10,501.00)$     (21,552.00)$     (1,577.00)$     2,026.00$      

Year end shares outstanding 8,133.88$      8,015.61$        9,146.70$        9,186.80$      8,955.72$      

Net income (loss) per share-basic (0.09)$            (1.30)$              (2.49)$              (0.17)$            0.22$             

Figure 2: Income Statement 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                           Source: Company’s Data 

Figure 2.1: 10 Yr. Income Statement Forecasts 

 Source: Team’s Estimates 

 

Kona Grill Inc (KONA)

Annual Income Statement 

Report Date 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E

Currency USD USD USD USD USD USD USD USD USD USD

Scale Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands

Restaurant sales 98,096.34$ 103,727.07$ 109,681.01$ 117,029.63$ 124,870.62$ 133,236.95$ 142,563.54$ 152,542.98$ 163,220.99$ 174,646.46$ 

Cost of sales 26,584.19$ 28,006.61$   29,504.31$   31,363.56$   33,340.68$   35,440.63$   37,779.30$   40,271.51$   42,927.16$   45,757.14$   

Gross Profit 71,512.15$ 75,720.46$   80,176.70$   85,666.08$   91,529.94$   97,796.32$   104,784.23$ 112,271.47$ 120,293.84$ 128,889.33$ 

SG&A (non depreciation) 62,781.66$ 66,385.33$   70,195.84$   74,898.97$   79,917.20$   85,271.65$   91,240.66$   97,627.51$   104,461.44$ 111,773.74$ 

Depreciation 5,279.04$   5,169.23$     4,630.10$     4,188.16$     4,291.82$     4,398.74$     4,509.69$     5,086.32$     5,598.92$     6,059.01$     

Total costs & expenses 68,060.70$ 71,554.55$   74,825.94$   79,087.13$   84,209.02$   89,670.38$   95,750.36$   102,713.83$ 110,060.35$ 117,832.75$ 

Income (loss) from operations 3,451.46$   4,165.91$     5,350.75$     6,578.95$     7,320.92$     8,125.93$     9,033.88$     9,557.65$     10,233.49$   11,056.58$   

Interest income -$            -$              -$              -$              -$              -$              -$              -$              -$              -$              

Interest expense -$            -$              -$              -$              -$              -$              -$              -$              -$              -$              

EBT 3,451.46$   4,165.91$     5,350.75$     6,578.95$     7,320.92$     8,125.93$     9,033.88$     9,557.65$     10,233.49$   11,056.58$   

Provision for income taxes 1,346.07$   1,624.71$     2,086.79$     2,565.79$     2,855.16$     3,169.11$     3,523.21$     3,727.48$     3,991.06$     4,312.07$     

Net income (loss) 2,105.39$   2,541.21$     3,263.96$     4,013.16$     4,465.76$     4,956.82$     5,510.66$     5,830.16$     6,242.43$     6,744.51$     

Year end shares outstanding 8615.64 8616.64 8617.64 8618.64 8619.64 8620.64 8621.64 8622.64 8623.64 8624.64

Net income (loss) per share-basic 0.24$          0.29$            0.38$            0.47$            0.52$            0.57$            0.64$            0.68$            0.72$            0.78$            

Net income (loss) per share-diluted 0.24$          0.29$            0.38$            0.47$            0.52$            0.57$            0.64$            0.68$            0.72$            0.78$            
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Figure 3: Balance Sheet 
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Kona Grill Inc (KONA)

As Reported Annual Balance Sheet 

Report Date 2007 2008 2009 2010 2011

Currency USD USD USD USD USD

Scale Thousands Thousands Thousands Thousands Thousands

Assets

Cash & cash equivalents 4,991.00$        2,477.00$          2,404.00$          2,555.00$          6,327.00$      

Investments  - PLUG 14,188.00$      370.00$             6,282.00$          174.00$             176.00$         

Landlord tenant improvement allow ances 1,048.00$        970.00$             300.00$             -$                  -$               

Other receivables 48.00$             10.00$               8.00$                 10.00$               -$               

Receivables 1,096.00$        980.00$             308.00$             10.00$               3.00$             

Other current assets 1,393.00$        938.00$             1,111.00$          1,212.00$          1,203.00$      

Total current assets 21,668.00$      4,765.00$          10,105.00$        3,951.00$          7,709.00$      

Long-term investments -$                6,491.00$          -$                  -$                  -$               

Other assets 495.00$           794.00$             668.00$             650.00$             694.00$         

Property & equipment, net 47,311.00$      53,504.00$        39,190.00$        37,459.00$        32,944.00$    

Total assets 69,474.00$      65,554.00$        49,963.00$        42,060.00$        41,347.00$    

Liabilities + Stockholders Equity

Accounts payable 3,324.00$        4,335.00$          2,922.00$          2,279.00$          1,912.00$      

Accrued expenses 4,025.00$        4,878.00$          5,753.00$          6,046.00$          8,045.00$      

Current portion of notes payable 663.00$           717.00$             684.00$             504.00$             132.00$         

Line of credit -$                2,488.00$          5,800.00$          -$                  -$               

Total current liabilities 8,012.00$        12,418.00$        15,159.00$        8,829.00$          10,089.00$    

Notes payable 2,037.00$        1,320.00$          636.00$             132.00$             -$               

Deferred rent 12,994.00$      16,218.00$        16,185.00$        16,110.00$        13,574.00$    

Total liabilities 23,043.00$      29,956.00$        31,980.00$        25,071.00$        23,663.00$    

Common stock 66.00$             66.00$               93.00$               93.00$               91.00$           

Additional paid-in capital 53,071.00$      53,739.00$        57,649.00$        58,232.00$        56,903.00$    

Retained earnings (accumulated deficit) (6,706.00)$      (17,207.00)$      (38,759.00)$      (40,336.00)$      (38,310.00)$   

Treasury stock - 1,000.00$          -$                  -$                  -$               

Total stockholders' equity 46,431.00$      35,598.00$        17,983.00$        16,989.00$        17,684.00$    

Total Liabilities + Stockholders Equity 69,474.00$      65,554.00$        49,963.00$        42,060.00$        41,347.00$    

Changes in NWC calculation

Current assets 1.10$         

Current liabilities

Net w orking Capital 13,656.00$      (7,653.00)$        (5,054.00)$        (4,878.00)$        (2,380.00)$     

Change in NWC +/- (21,309.00)$      2,599.00$          176.00$             2,498.00$      

Target Current Ratio
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Figure 3.1: Forecasted Balance Sheet 

 Source: Team’s Estimates 

 

 

 

 

 

Kona Grill Inc (KONA)

As Reported Annual Balance Sheet 

Report Date 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E

Currency USD USD USD USD USD USD USD USD USD USD

Scale Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands

Assets

Cash & cash equivalents 6,021.15$    6,366.77$       6,732.22$      7,183.28$      7,664.56$     8,178.08$       8,750.55$      9,363.09$       10,018.50$ 10,719.80$   

Investments  - PLUG 7,876.00$    11,956.09$     19,182.63$    26,862.00$    32,063.28$   37,825.89$     44,284.04$    48,599.88$     53,799.49$ 59,917.38$   

Landlord tenant improvement allow ances -$             -$               -$              -$               -$             -$               -$               -$                -$            -$              

Other receivables -$             -$               -$              -$               -$             -$               -$               -$                -$            -$              

Receivables 3.14$           3.32$              3.51$             3.75$             4.00$            4.27$              4.57$             4.89$              5.23$          5.59$            

Other current assets 1,275.25$    1,348.45$       1,425.85$      1,521.39$      1,623.32$     1,732.08$       1,853.33$      1,983.06$       2,121.87$   2,270.40$     

Total current assets 15,175.55$  19,674.64$     27,344.22$    35,570.42$    41,355.15$   47,740.32$     54,892.49$    59,950.91$     65,945.10$ 72,913.18$   

Long-term investments -$             -$               1.00$             2.00$             3.00$            4.00$              5.00$             6.00$              7.00$          8.00$            

Other assets 882.87$       933.54$          987.13$         1,043.79$      1,103.70$     1,167.06$       1,234.05$      1,304.88$       1,379.78$   1,458.98$     

Property & equipment, net 29,156.96$  28,550.45$     25,572.77$    23,131.88$    23,704.40$   24,294.91$     24,907.74$    28,092.53$     30,923.70$ 33,464.87$   

Total assets 45,215.38$  49,158.63$     53,905.12$    59,748.09$    66,166.26$   73,206.29$     81,039.28$    89,354.32$     98,255.57$ 107,845.03$ 

Liabilities + Stockholders Equity

Accounts payable 2,354.31$    2,489.45$       2,632.34$      2,808.71$      2,996.89$     3,197.69$       3,421.52$      3,661.03$       3,917.30$   4,191.52$     

Accrued expenses 7,357.23$    7,779.53$       8,226.08$      8,777.22$      9,365.30$     9,992.77$       10,692.27$    11,440.72$     12,241.57$ 13,098.48$   

Current portion of notes payable -$             -$               -$              -$               -$             -$               -$               -$                -$            -$              

Line of credit -$             -$               -$              -$               -$             -$               -$               -$                -$            -$              

Total current liabilities 9,711.54$    10,268.98$     10,858.42$    11,585.93$    12,362.19$   13,190.46$     14,113.79$    15,101.76$     16,158.88$ 17,290.00$   

Notes payable -$             -$               -$              -$               -$             -$               -$               -$                -$            -$              

Deferred rent 14,714.45$  15,559.06$     16,452.15$    17,554.44$    18,730.59$   19,985.54$     21,384.53$    22,881.45$     24,483.15$ 26,196.97$   

Total liabilities 24,425.99$  25,828.04$     27,310.57$    29,140.38$    31,092.78$   33,176.00$     35,498.32$    37,983.20$     40,642.03$ 43,486.97$   

Common stock 91.00$         91.00$            91.00$           91.00$           91.00$          91.00$            91.00$           91.00$            91.00$        91.00$          

Additional paid-in capital 56,903.00$  56,903.00$     56,903.00$    56,903.00$    56,903.00$   56,903.00$     56,903.00$    56,903.00$     56,903.00$ 56,903.00$   

Retained earnings (accumulated deficit) (36,204.61)$ (33,663.41)$   (30,399.45)$  (26,386.29)$   (21,920.53)$ (16,963.71)$   (11,453.04)$   (5,622.88)$      619.55$      7,364.06$     

Treasury stock -$             -$               -$              -$               -$             -$               -$               -$                -$            -$              

Total stockholders' equity 20,789.39$  23,330.59$     26,594.55$    30,607.71$    35,073.47$   40,030.29$     45,540.96$    51,371.12$     57,613.55$ 64,358.06$   

Total Liabilities + Stockholders Equity 45,215.38$  49,158.63$     53,905.12$    59,748.09$    66,166.26$   73,206.29$     81,039.28$    89,354.32$     98,255.57$ 107,845.03$ 
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Figure 4: Statements of Cash Flows 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  Source: Company’s Data 

 

 

 

 

Kona Grill Inc (NMS: KONA)

As Reported Annual Cash Flow 

Report Date 2007 2008 2009 2010 2011

Currency USD USD USD USD USD

Scale Thousands Thousands Thousands Thousands Thousands

Net income (loss) (669.00)$          (10,501.00)$    (21,552.00)$    (1,577.00)$      2,026.00$       

Depreciation & amortization 5,791.00$        6,805.00$       7,314.00$       5,666.00$       5,891.00$       

Stock based compensation -$                 -$                -$                474.00$          531.00$          

Loss on disposal of assets -$                 -$                -$                36.00$            119.00$          

Compensation expense for issuance of stock options & 

accelerated vesting of stock options 607.00$           582.00$          560.00$          -$                -$                

Asset impairment - 5,377.00$       16,915.00$     -$                -$                

Amortization of debt discount - - 70.00$            -$                -$                

Excess tax benefit related to stock option exercises (160.00)$          -$                -$                -$                -$                

Receivables (147.00)$          116.00$          672.00$          298.00$          7.00$              

Other current assets (652.00)$          455.00$          (173.00)$         (101.00)$         9.00$              

Accounts payable (1,123.00)$       (218.00)$         693.00$          (296.00)$         (370.00)$         

Accrued expenses 603.00$           853.00$          875.00$          293.00$          1,999.00$       

Deferred rent 1,451.00$        3,224.00$       (33.00)$           (75.00)$           (2,536.00)$      

Net cash flows from operating activities 5,701.00$        6,693.00$       5,341.00$       4,718.00$       7,676.00$       

Purchase of property & equipment (12,755.00)$     (17,146.00)$    (12,021.00)$    (4,318.00)$      (1,492.00)$      

Decrease (increase) in other assets (88.00)$            (299.00)$         126.00$          18.00$            (44.00)$           

Net sales of investments 62.00$             7,327.00$       579.00$          6,108.00$       -$                

Net cash flows from investing activities (12,781.00)$     (10,118.00)$    (11,316.00)$    1,808.00$       (1,536.00)$      

Net (repayment) borrow ings (613.00)$          1,825.00$       2,595.00$       (6,484.00)$      (504.00)$         

Net issuance (retirement) of common stock 10,590.00$      86.00$            3,307.00$       109.00$          (1,862.00)$      

Purchase of treasury stock -$                 (1,000.00)$      -$                -$                -$                

Excess tax benefit related to stock option exercises 160.00$           -$                -$                -$                -$                

Net cash flows from financing activities 10,137.00$      911.00$          5,902.00$       (6,375.00)$      (2,366.00)$      

Net increase (decrease) in cash & cash equivalents 3,057.00$        (2,514.00)$      (73.00)$           151.00$          3,774.00$       

Cash & cash equivalents at the beginning of the period 1,934.00$        4,991.00$       2,477.00$       2,404.00$       2,555.00$       

Cash & cash equivalents at the end of the period 4,991.00$        2,477.00$       2,404.00$       2,555.00$       6,329.00$       
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Figure 4.1: 10 Yr. Forecast Statement of Cash Flows  

Source: Team’s Estimates  

 

 

 

 

Kona Grill Inc (NMS: KONA)

As Reported Annual Cash Flow 

Report Date 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E

Currency USD USD USD USD USD USD USD USD USD USD

Scale Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands Thousands

Net income (loss) 2,105.39$       2,541.21$    3,263.96$     4,013.16$       4,465.76$       4,956.82$       5,510.66$       5,830.16$       6,242.43$       6,744.51$       

Depreciation & amortization 5,279.04$       5,169.23$    4,630.10$     4,188.16$       4,291.82$       4,398.74$       4,509.69$       5,086.32$       5,598.92$       6,059.01$       

Stock based compensation

Loss on disposal of assets -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Compensation expense for 

issuance of stock options & -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Asset impairment -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Amortization of debt discount -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Excess tax benefit related to stock -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Receivables (0.14)$             (0.18)$          (0.19)$           (0.24)$             (0.25)$             (0.27)$             (0.30)$             (0.32)$             (0.34)$             (0.37)$             

Other current assets (72.25)$           (73.20)$        (77.40)$         (95.53)$           (101.93)$         (108.76)$         (121.25)$         (129.73)$         (138.81)$         (148.53)$         

Accounts payable 442.31$          135.14$       142.89$        176.37$          188.18$          200.79$          223.84$          239.51$          256.27$          274.21$          

Accrued expenses (687.77)$         422.30$       446.55$        551.15$          588.07$          627.47$          699.49$          748.46$          800.85$          856.91$          

Deferred rent 1,140.45$       844.61$       893.09$        1,102.29$       1,176.15$       1,254.95$       1,398.99$       1,496.92$       1,601.70$       1,713.82$       

Net cash flows from operating 8,207.02$       9,039.10$    9,299.00$     9,935.36$       10,607.80$     11,329.74$     12,221.13$     13,271.31$     14,361.01$     15,499.57$     

Opening New Locations (3,000.00)$      (3,000.00)$      (3,000.00)$      (3,000.00)$      (6,000.00)$      (6,000.00)$      (6,000.00)$      (6,000.00)$      

Replacing depreciated assets (1,562.72)$      (1,652.42)$   (1,747.27)$    (1,864.34)$      (1,989.25)$      (2,122.53)$      (2,271.10)$      (2,430.08)$      (2,600.19)$      (2,782.20)$      

Purchase of property & equipment (4,562.72)$      (1,652.42)$   (1,747.27)$    (4,864.34)$      (4,989.25)$      (5,122.53)$      (8,271.10)$      (8,430.08)$      (8,600.19)$      (8,782.20)$      

Decrease (increase) in other 188.87$          (50.68)$        (53.59)$         (56.66)$           (59.91)$           (63.35)$           (66.99)$           (70.83)$           (74.90)$           (79.20)$           

Net sales of investments (7,700.00)$      (4,080.09)$   (7,226.54)$    (7,679.37)$      (5,201.27)$      (5,762.62)$      (6,458.15)$      (4,315.84)$      (5,199.61)$      (6,117.89)$      

Net cash flows from investing (12,073.85)$    (5,783.19)$   (9,027.39)$    (12,600.37)$    (10,250.43)$    (10,948.50)$    (14,796.24)$    (12,816.75)$    (13,874.70)$    (14,979.29)$    

Net (repayment) borrow ings (132.00)$         -$             -$              -$                -$                -$                -$                -$                -$                -$                

Net issuance (retirement) of -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Purchase of treasury stock -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Excess tax benefit related to stock -$                -$             -$              -$                -$                -$                -$                -$                -$                -$                

Net cash flows from financing (132.00)$         -$             -$              -$                -$                -$                -$                -$                -$                -$                

Net increase (decrease) in cash & (3,998.83)$      3,255.91$    271.60$        (2,665.01)$      357.37$          381.25$          (2,575.11)$      454.56$          486.31$          520.28$          

Cash & cash equivalents at the 

beginning of the period 6,327.00$       6,021.15$    6,366.77$     6,732.22$       7,183.28$       7,664.56$       8,178.08$       8,750.55$       9,363.09$       10,018.50$     

Cash & cash equivalents at the end 

of the period 6,021.15$       6,366.77$    6,732.22$     7,183.28$       7,664.56$       8,178.08$       8,750.55$       9,363.09$       10,018.50$     10,719.80$     
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Figure 5: Key Financial Ratios 

Source: Team’s Estimates and Company’s Data 

 

 

 

 

 

 

 

 

 

 

 

Ratios 2007 2008 2009 2010 2011 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E

Liquidity Ratios

Current Ratio 2.70 0.38 0.67 0.45 0.76 1.56 1.92 2.52 3.07 3.35 3.62 3.89 3.97 4.08 4.22

Cash Ratio 0.62 0.20 0.16 0.29 0.63 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62 0.62

Solvency

Accounting Leverage 1.50 1.84 2.78 2.48 2.34 2.17 2.11 2.03 1.95 1.89 1.83 1.78 1.74 1.71 1.68

Debt to Assets 0.33 0.46 0.64 0.60 0.57 0.54 0.53 0.51 0.49 0.47 0.45 0.44 0.43 0.41 0.40

Asset Management

Receivables Turnover 63.16 76.58 256.63 4379.45 31219.00 31219.00 31219.00 31219.00 31219.00 31219.00 31219.00 31219.00 31219.00 31219.00 31219.00

Days in receivables 5.78 4.77 1.42 0.08 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01

Payables Turnover 6.16 4.78 7.21 10.47 13.31 11.29 11.25 11.21 11.17 11.13 11.08 11.04 11.00 10.96 10.92

Days in Payables 59.28 76.33 50.65 34.88 27.42 32.32 32.44 32.57 32.69 32.81 32.93 33.06 33.18 33.31 33.44

Total Asset Turnover 1.04 1.16 1.62 2.08 2.27 2.17 2.11 2.03 1.96 1.89 1.82 1.76 1.71 1.66 1.62

Profitab ility

Gross Margin 71.68% 72.66% 74.03% 72.77% 72.82% 72.90% 73.00% 73.10% 73.20% 73.30% 73.40% 73.50% 73.60% 73.70% 73.80%

Operating Margin -1.18% -9.62% -27.38% -1.71% 2.50% 3.54% 3.64% 3.74% 3.84% 3.94% 4.04% 4.14% 4.24% 4.34% 4.44%

Profit Margin -0.93% -14.19% -26.58% -1.80% 2.13% 2.16% 2.22% 2.28% 2.34% 2.40% 2.46% 2.52% 2.58% 2.64% 2.71%

ROA -0.96% -16.41% -43.14% -3.75% 4.82% 4.68% 4.68% 4.64% 4.58% 4.53% 4.48% 4.44% 4.41% 4.39% 4.38%

ROE -1.44% -30.22% -119.85% -9.28% 11.26% 10.18% 9.86% 9.40% 8.95% 8.55% 8.19% 7.90% 7.67% 7.49% 7.34%

Growth

Revenue Growth 4.9% 7.0% 8.0% 6.9% 4.7% 5.7% 5.7% 6.7% 6.7% 6.7% 7.0% 7.0% 7.0% 7.0%

EPS Growth -1370% -87% 93% 223% 16% 9% 9% 10% 9% 9% 10% 10% 10% 9%
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Figure 6: Discounted Cash Flows: WACC Calculation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Team’s Estimates and Bloomberg Data 

Company Name: Kona Grill

Ticker Symbol: KONA

WACC Computation Worksheet

WACC = Ke*(E/D+E) + Kd*(D/D+E)*(1-Tax Rate)

WACC = 9.29%

Ke = 9.30% Cost of Equity

Kd = 6.25% Pre-tax cost of debt (based on line of credit)

E/(D+E) = 99.84% Market Value of Equity

D/(D+E) = 0.16% Market Value of Debt

Tax Rate = 39.00% Rate expected under Obama administration

Calculation of market value of equity 82,872.12$  

Number of shares, year ended (thousands) 9428 as of 10/31/2012

Current Share Price 8.79$          as of 12/4/2012

Market Capitalization ($mil) 82872.12

Value of debt Market value) 132.00$       From Assumptions w orksheet

Enterprise value = equity +debt 83,004

Equity (%) 99.84%

Debt (%) 0.16%

CAPM Cost of Equity Financing Calculations

Ke = Rf + [E(Rm) - Rf]*Beta

Ke = 9.3%

Risk premium= 6.00%

Rf = 1.62% current 10yr Treasury Rate as of 12/4/2012

Beta = 1.28 5 year adjusted beta
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Figure 6.1: Discounted Cash Flow 

                  Source: Team’s Estimates 

 

 

 

 

 

 

Company Name: Kona Grill

Ticker Symbol: KONA

DCF Valuation

2011 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E

EBIT 2,346 3,451 4,166 5,351 6,579 7,321 8,126 9,034 9,558 10,233 11,057

EBIT(1 - Tax Rate) 1,431 2,105 2,541 3,264 4,013 4,466 4,957 5,511 5,830 6,242 6,745

Plus: Deprecation & Amortization 5,891 5,279 5,169 4,630 4,188 4,292 4,399 4,510 5,086 5,599 6,059

Operating Cash Flow 7,322 7,384 7,710 7,894 8,201 8,758 9,356 10,020 10,916 11,841 12,804

CAPEX (1,492) (4,563) (1,578) (1,668) (3,000) (3,000) (3,000) (6,000) (6,000) (6,000) (6,000)

+/- changes in NWC* 0 (3,351) (56) (59) (73) (78) (83) (92) (99) (106) (113)

Free Cash Flow 5,830 (529) 6,077 6,167 5,129 5,680 6,273 3,928 4,818 5,736 6,690 6,858

Period 0 1 2 3 4 5 6 7 8 9 10 10

PV Us ing Calculated WACC (W1) (484) 5,088 4,724 3,595 3,643 3,681 2,109 2,367 2,578 2,752 41,531

-109.08% -1247.81% 1.48% -16.84% 10.75% 10.44% -37.38% 22.65% 19.05% 16.65%

Total  PV of Cash Flows: 71,582       

Less  MV of debt 132           

Less : Underfunded Pens ion -            

FCF avai lable for Equity ($000s) 71,450       8.29$        1.0% 2.0% 3.0% 4.0%

Di luted Shares  Outstanding (000s) 8,616 7.0% 8.85$        9.99$        11.70$     14.54$     

Price per Share 8.29$         8.0% 8.08$        8.90$        10.05$     11.78$     

Current Market Price Per Share 8.79$         9.0% 7.50$        8.13$        8.96$        10.12$     

Difference (0.50)$        10.0% 7.06$        7.54$        8.17$        9.01$        

11.0% 6.70$        7.09$        7.58$        8.22$        

Key Assumptions for PV:

WACC for FCF 1-10 9.29%

Long term WACC 9.29%

Terminal  Growth 2.50%

Sensitivity Analysis Matrix

Terminal Growth Rate

D
is

c
o

u
n

t 
R

a
te
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P/E Ratio - Trailing & Forward 2006 2007 2008 2009 2010 2011 2012e 2013e

Kona Grill (KONA) n/a n/a n/a n/a n/a 19.74 14.36 13.38

J. Alexander (subsidary) (JAX) 13.1 15.55 100.5 n/a 11.17 44.64 n/a n/a

The Cheesecake Factory (CAKE) 24.12 23.02 11.16 22.4 21.76 17.69 17.57 15.5

PF Changs (subsidary) (PFCB) 30.95 16.2 14.13 20.27 24.11 17.46 n/a n/a

Brio (BBRG) - - - - n/a 4.17 14.84 13.7

BJs (BJRI) 49.29 31.88 21.12 34.15 44.12 38.29 29.68 25.04

Famous Daves (DAVE) 29.98 19.5 5.39 9.03 16.4 14.31 14.21 11.3

Competitor AVERAGE 29.49 21.23 30.46 21.46 23.51 22.33 18.13 15.78

P / Free Cash Flow 2006 2007 2008 2009 2010 2011 2012e 2013e

Kona Grill (KONA) n/a n/a n/a n/a 93.96 9.15 n/a n/a

J. Alexander (subsidary) (JAX) 8.07 n/a n/a 4.9 3.29 116.93 n/a n/a

The Cheesecake Factory (CAKE) n/a n/a 7.19 8.32 14.54 13.87 n/a n/a

PF Changs (subsidary) (PFCB) 110.29 n/a 9.27 7.88 12.92 10.64 n/a n/a

Brio (BBRG) - - - - 9.15 19.17 n/a n/a

BJs (BJRI) n/a n/a n/a 60.45 266.75 n/a n/a n/a

Famous Daves (DAVE) 22.35 n/a 41.72 4.4 11.19 12.94 n/a n/a

Competitor AVERAGE 46.90 n/a 19.39 17.19 58.83 30.45 n/a n/a

P / Cash Flow 2006 2007 2008 2009 2010 2011 2012e 2013e

Kona Grill (KONA) 13.73 15.32 2.15 4.74 7.97 7.37 n/a n/a

J. Alexander (subsidary) (JAX) 5.37 7.16 2.01 3.17 2.55 9.03 n/a n/a

The Cheesecake Factory (CAKE) 12.6 10.73 3.58 6.75 10.9 8.44 9.09 8.14

PF Changs (subsidary) (PFCB) 8.11 4.22 3.49 5.43 9 6.6 n/a n/a

Brio (BBRG) - - - - 4.61 5.97 n/a n/a

BJs (BJRI) 14.76 12.05 4.68 7.35 13.66 13.73 9.47 8.46

Famous Daves (DAVE) 10.86 9.86 2.32 3.8 6.92 6.93 n/a n/a

Competitor AVERAGE 10.91 9.89 3.04 5.21 7.94 8.30 9.28 8.30

P / BV 2006 2007 2008 2009 2010 2011 2012e 2013e

Kona Grill (KONA) 3.35 2.08 0.4 1.49 2.22 3.1 3.84 3.09

J. Alexander (subsidary) (JAX) 1.01 1.06 0.21 0.49 0.65 0.75 n/a n/a

The Cheesecake Factory (CAKE) 2.71 2.91 1.25 2.62 3.11 2.96 2.94 2.52

PF Changs (subsidary) (PFCB) 3.36 1.88 1.54 2.59 3.08 2.1 n/a n/a

Brio (BBRG) - - - - 56.25 3.67 2.61 2.19

BJs (BJRI) 2.6 1.94 1.19 1.99 3.43 3.68 2.62 2.37

Famous Daves (DAVE) 4.62 4.07 0.95 1.69 2.79 2.33 1.85 1.6

Competitor AVERAGE 2.94 2.32 0.92 1.81 10.22 2.66 2.77 2.35

Figure 7: Relative Valuation Ratios 
Competitor averages include KONA. Averages were calculated based on the information available (may not include all six competitors are some are no longer publicly 
traded). 
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Figure 7.1: Relative Valuations Continued 

TEV / EBITDA 2006 2007 2008 2009 2010 2011 2012e 2013e

Kona Grill (KONA) 173.9 14.47 5.36 12.48 7.72 5.86 5.89 5.65

J. Alexander (subsidary) (JAX) 5.18 6.35 4.83 8.89 5.04 5.48 n/a n/a

The Cheesecake Factory (CAKE) 11.2 10.09 4.65 7.85 8.8 7.52 7.59 7

PF Changs (subsidary) (PFCB) 10.88 6.66 5.43 6.94 8.09 5.43 n/a n/a

Brio (BBRG) - - - - 15.6 8.11 6.01 5.64

BJs (BJRI) 19.28 12.6 8.28 10.49 15.54 14.69 10.43 8.81

Famous Daves (DAVE) 11.65 8.61 3.34 4.16 6.99 6.15 6.22 5.36

Competitor AVERAGE 38.68 9.80 5.32 8.47 9.68 7.61 7.23 6.49

PEG EST 1 year 1 year ago 5 year avg

Kona Grill (KONA) 0.77 0.2 0.13

J. Alexander (subsidary) (JAX) n/a 0.04 0.04

The Cheesecake Factory (CAKE) 1.04 1.88 2.28

PF Changs (subsidary) (PFCB) 1.53 0.76 3

Brio (BBRG) 0.96 n/a n/a

BJs (BJRI) 1.21 1.21 2.76

Famous Daves (DAVE) 0.97 n/a 0.66

Competitor AVERAGE 1.08 0.82 1.48

P / Sales EST 1 year 1 year ago 5 year avgcurrent (11/16/12)

Kona Grill (KONA) 0.73 0.56 0.45 0.78

J. Alexander (subsidary) (JAX) n/a 0.27 0.3 0.54

The Cheesecake Factory (CAKE) 0.93 0.91 0.78 0.98

PF Changs (subsidary) (PFCB) 0.85 0.72 0.69 n/a

Brio (BBRG) 0.61 0.86 0.76 0.66

BJs (BJRI) 1.17 2.3 1.45 1.35

Famous Daves (DAVE) 0.37 0.48 0.43 0.39

Competitor AVERAGE 0.78 0.87 0.69 0.78

EPS (diluted) 2006 2007 2008 2009 2010 2011

Kona Grill (KONA) -0.4 -0.09 -1.36 -2.49 -0.17 0.21

J. Alexander (subsidary) (JAX) 0.69 0.65 0.02 -2.45 0.47 0.14

The Cheesecake Factory (CAKE) 1.02 1.01 0.82 0.71 1.35 1.64

PF Changs (subsidary) (PFCB) 1.24 1.24 1.14 1.85 2.02 1.36

Brio (BBRG) - - - - -0.54 3.72

BJs (BJRI) 0.41 0.44 0.39 0.48 0.82 1.08

Famous Daves (DAVE) 0.46 0.59 0.04 0.62 0.82 0.68

Competitor AVERAGE 0.57 0.64 0.18 -0.21 0.68 1.26  
               Source: Bloomberg 
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Figure 8: Revenue Growth Chart 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 9: Competitor Breakdown by Market Capitalization 
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Figure 10: KONA vs. Industry Guest Usage 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: KONA Investor Presentation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 11: Menu Breakdown – FIX 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: KONA Investor Presentation 

 

 

Guest Usage 
(in last 90 days) 

Kona Grill Industry Range 

Heavy (9+) 17% 10%-15% 

Medium (4-8) 37% 16%-30% 

Light (1-3) 46% 55%-60% 
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Figure 13: SWOT ANALYSIS 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Strengths 

• Innovative menu selections with mainstream appeal 

• Significant bar and happy hour business, multiple day 
part model 

• Significant management and staff training 

•Personalized guest service, small waiter-to-table ratio 

•Disciplined restaurant growth 

• Strong reviews of potential sites (locations) 

•Restaurants are primarily located in high-activity 
areas (mall, retail centers, entertainment centers, 
etc.) 

• Seasonal menu items 

Weaknesses 

• Weak operating margins 

• Semi-diferentiated product mix 

• Lack of brand exposure 

• Lack of debt to optimize growth 

Opportunities 

• Expansion into north/western U.S. 

• Exploiting social media to improve brand 
recognition 

• Tax provisions for businesses in Fiscal Cliff deal 

Threats 

• Rising food prices 

• Changes in consumer preferences 

• Weather conditions and natural 
disasters 

• Reduction in disposable income within 
the middle-class consumer group 
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Figure 14: Disposable Income Levels in Nominal Dollars 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                 Source: Bloomberg 
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Figure 15: Consumer Sentiment 
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Figure 16: Unemployment Rate 
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