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IHOP CORP. REPORTS THIRD QUARTER 2006 FINANCIAL RESULTS

Company Raises its 2006 EPS Guidance

 

GLENDALE, Calif., October 25, 2006 -- IHOP Corp. (NYSE: IHP) today announced financial results for its third quarter and nine months ended 
September 30, 2006, as well as raised its fiscal 2006 earnings guidance to $2.35 to 2.40 per diluted share, including stock based compensation 
expense of $2.5 to $3.5 million.

Financial performance highlights for the third quarter and the first nine months of 2006 included:

EPS for the third quarter 2006 of $0.62, including stock based compensation expense, was flat versus the same quarter last year. EPS for 
the third quarter 2006, excluding stock based compensation expense of $1.0 million, was $0.66, a 6.5% increase compared to prior year. 

•

Through the first nine months of fiscal 2006, EPS of $1.86, including stock based compensation expense, increased 8.8% versus the same 
period last year. EPS for the first nine months of fiscal 2006 increased 14.0% to $1.96, excluding stock based compensation expense of $2.9 
million. 

•

Cash Flow from Operating Activities for the first nine months of fiscal 2006 increased 18.6% to $53.9 million. Additionally, $13.1 million of 
cash was provided by the collection of the Company’s long-term receivables for the first nine months of fiscal 2006. 

•

Share repurchases for the third quarter 2006 amounted to approximately 279,000 shares of IHOP stock, totaling $13.1 million. Share 
repurchases for the first nine months of fiscal 2006 amounted to approximately 889,000 shares of IHOP stock, totaling $42.7 million. 

•

Same-store sales growth of 1.3% for the third quarter 2006 was entirely driven by increases in guest traffic, which offset a slight decrease in 
guest check average. 

•

System-wide restaurants grew 4.9% year-over-year to a total of 1,278 IHOPs. Fifteen new restaurants were developed and opened by IHOP 
franchisees and its area licensee during the quarter. 

•

Julia A. Stewart, IHOP’s Chairman and Chief Executive Officer, said, “We are pleased with our third quarter and year-to-date performance for 2006. 
We continue to drive organic growth throughout the IHOP system with our 15th consecutive quarter of positive same-store sales results and remain 
on target to meet our unit growth expectations for the year. While we are able to deliver solid results by focusing on driving top line growth, we also 
produced operating leverage through expense control and utilized our capital in ways that create value for our shareholders through share 
repurchase and dividend payments. Our improved earnings outlook for 2006 reflects the attractiveness of our franchise business model and the 
benefits of this successful financial formula.” 

Third Quarter and Nine Month 2006 Performance 

IHOP reported a decrease of 5.4% in net income to $11.3 million, and diluted net income per share of $0.62 for the third quarter 2006, which was 
essentially flat compared to prior year. Excluding pre-tax stock based compensation expense of $1.0 million, net income decreased 0.4% to $12.0 
million, and diluted net income per share increased 6.5% to $0.66. The increases in diluted net income per share resulted primarily from a 6.6% 
reduction in diluted average weighted shares outstanding due to ongoing share repurchases by the Company. 

For the nine months ended September 30, 2006, IHOP reported an increase of 0.7% in net income to $34.2 million, and an increase of 8.8% in 
diluted net income per share to $1.86. Excluding pre-tax stock based compensation expense of $2.9 million, net income increased 5.6% to $36.0 
million, and diluted net income per share increased 14.0% to $1.96. The increases in net income and diluted net income per share resulted primarily 
from a 10.3% increase in Franchise Operations segment profit due to higher same-store sales performance for the first nine months of fiscal 2006. 
This effectively leveraged against modest expense growth in this segment. Additionally, a 7.4% reduction in diluted weighted average shares 
outstanding contributed to IHOP’s per share earnings performance for the nine months of fiscal 2006. This was due to ongoing share repurchases 
by the Company. 

Cash Flow from Operating Activities increased for the nine months ended September 30, 2006 to $53.9 million compared with $45.4 million for the 
same period in 2005. This increase resulted primarily from steps taken to accelerate the depreciation of certain fixed assets for tax purposes as the 
result of the Company’s recently completed cost segregation study. Principal receipts from notes and equipment contracts receivable, which are an 
additional source of cash generation for the Company, amounted to $13.1 million for the nine months ended September 30, 2006. Capital 
expenditures increased to $7.4 million for the first nine months of fiscal 2006 versus $3.5 million for the same period in 2005. The increase in capital 
expenditures primarily reflects the cost of restaurant development in IHOP’s Company market in Cincinnati, Ohio. 

For the third quarter 2006, system-wide same-store sales increased 1.3% due to increased guest traffic, which offset a slightly decreased guest 
check average. IHOP believes its appealing limited-time offers and franchisees’ continued pricing moderation were primarily responsible for its 
positive traffic results for the quarter. For the nine months ended September 30, 2006, system-wide same-store sales increased 3.1%, primarily as 
a result of increases in traffic.
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 2006 Guidance Update 

IHOP raised its fiscal 2006 earnings performance expectations to range between $2.35 and $2.40 per diluted share including estimated stock based 
compensation expense ranging between $2.5 million and $3.5 million for the year. This compares favorably to its previous earnings expectations of 
$2.25 to $2.35 per diluted share including stock based compensation expense. The Company’s improved earnings outlook is primarily attributable 
to an overall reduction in previously planned G&A expenses for fiscal 2006, which is now expected to range between $63 million and $65 million 
including stock based compensation expense. This compares favorably to its previously stated guidance of $65 million to $67 million including stock 
based compensation expense for fiscal 2006.

IHOP also raised its fiscal 2006 guidance for Cash Flows from Operating Activities to $60 million to $65 million, largely due to the net benefit 
associated with the Company’s previously announced cost segregation efforts resulting in the accelerated depreciation of certain fixed assets for 
tax purposes. This compares favorably to its previous Cash Flows from Operating Activities guidance of $55 million to $60 million for fiscal 2006. 
IHOP reiterated its principal receipts from notes and equipment contract receivable guidance, which is expected to be within the range of $18 million 
to $20 million.

IHOP reduced its Capital expenditures expectations for fiscal 2006 to range between $9 million and $11 million, which compares to its previously 
stated range of $12 million to $14 million. This reduction reflects lower estimates associated with the build out of IHOP’s Company market in 
Cincinnati, Ohio.

Investor Conference Call Today 

IHOP will host an investor conference call to discuss its third quarter 2006 results today, Wednesday, October 25, 2006 at 11:00 a.m. Eastern Time 
(8:00 a.m. Pacific Time). To participate on the call, please dial 888-396-2384 and reference pass code 87528595. A live webcast of the call will be 
available on IHOP's Web site at www.ihop.com, and may be accessed by visiting Conference Calls & Presentations under the site’s Investor 
Information section. Participants should allow approximately ten minutes prior to the call’s start time to visit the site and download any streaming 
media software needed to listen to the webcast. A telephonic replay of the call may be accessed through November 1, 2006 by dialing 888-286-
8010 and referencing pass code 42752292. An online archive of the webcast will also be available on the Investor Information section of IHOP’s 
Web site. 

About IHOP Corp.

The IHOP family restaurant chain has been serving a wide variety of breakfast, lunch and dinner selections for more than 45 years. Offering 14 
types of pancakes as well as omelettes, breakfast specialties, burgers, sandwiches, chicken and steaks, IHOP's diverse menu appeals to people of 
all ages. IHOP restaurants are franchised and operated by Glendale, California based IHOP Corp. As of September 30, 2006, the end of IHOP’s 
third quarter, there were 1,278 IHOP restaurants in 49 states and Canada. IHOP Corp. common stock is listed and traded on the NYSE under the 
symbol “IHP.” For more information, call the Company's headquarters at (818) 240-6055 or visit the Company's Web site located at www.ihop.com.

Forward-Looking Statements

There are forward-looking statements contained in this news release. They use such words as “may,” “will,” “expect,” “believe,” “anticipate,” “plan,” 
or other similar terminology. These statements involve known and unknown risks, uncertainties and other factors, which may cause the actual 
results to be materially different than those expressed or implied in such statements. These factors include, but are not limited to: risks associated 
with the implementation of the Company’s strategic growth plan, the availability of suitable locations and terms of the sites designated for 
development; the ability of franchise developers to fulfill their commitments to build new IHOP restaurants in the numbers and time frames covered 
by their development agreements; the ability of the Company to franchise its remaining Company-operated restaurants; legislation and government 
regulation including the ability to obtain satisfactory regulatory approvals; conditions beyond the Company’s control such as weather, natural 
disasters or acts of war or terrorism; availability and cost of materials and labor; cost and availability of capital; competition; continuing acceptance 
of the International House of Pancakes brand and concepts by guests and franchisees; the Company’s overall marketing, operational and financial 
performance; economic and political conditions; adoption of new, or changes in, accounting policies and practices; and other factors discussed from 
time to time in the Company’s filings with the Securities and Exchange Commission. Forward-looking information is provided by IHOP pursuant to 
the safe harbor established under the Private Securities Litigation Reform Act of 1995 and should be evaluated in the context of these factors. In 
addition, the Company disclaims any intent or obligation to update these forward-looking statements.

References to Non-GAAP Financial Measures

This news release includes references to the non-GAAP financial measure “net income excluding stock based compensation expense.”  The 
Company defines “net income excluding stock based compensation expense” for a given period as net income for such period, less any stock 
based compensation expense incurred in such period.  Management believes net income excluding stock based compensation expense and basic 
and diluted net income per share excluding stock based compensation expense is useful because it provides a more accurate period to period 
comparison.  Net income excluding stock based compensation expense for any given period may be affected by a variety of factors, including but 
not limited to, changes in assets and liabilities and the timing of purchases and payments.  Net income excluding stock based compensation 
expense is a supplemental non-GAAP financial measure and should not be considered in isolation or as a substitute for measures of performance 
prepared in accordance with generally accepted accounting principles.

 

 
[Financial Tables to Follow] 

 
IHOP CORP. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF INCOME  
(In thousands, except per share amounts) (Unaudited)

 

 
3 Month Ended 

September 30th,  
9 Month Ended 

September 30th,

Revenues 06  05  06  05

Franchise Revenues ... $ 45,961  $ 43,292  $ 133,706  $ 124,076 

Rental Income ... 33,428  33,293  99,032  99,083 

Company Restaurant Sales ... 3,492  3,574  9,649  11,366
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