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. : R dation: HOLD
McDonald’s - I'm lovin’ it! ecommendation
Profitable growth through refranchising & expansion Price Target FY24: 304.35 $
. ) Price (as of 13.12.23) 291.42 %
" Our recommendation is to HOLD McDonald's Corporation
based on a target price of $304.35 by 31.12.2024. This target Bloomberg: MCD:US
represents an upside of 4.4% from the current closing price of 52-week range ($) 245.73 - 299.35
$291.42 as of 13.12.2023. Market Cap ($m) 220743
Outstanding Shares (m) 725.3
" Market trends such as a growing population, a rising

i . . L. . . i Source: Annual Report, Bloomberg, Own Estimates
middle class in emerging markets and digitalisation provide a

. . . €160
solid foundation for further sustainable growth. 1o
€14(

" McDonald's is expected to continue to drive its re- €130

franchising process and significantly increase its store count,

setting the stage for accelerated sales growth and improved €100

€90
profitability. a0 .
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" The company is preparing for the future through its
—1CD ——MSCl World
"Accelerating the Arches" growth strategy which is centered on
R i i i . i i Source: Bloomberg

digitalisation, close collaboration with delivery services, business
process transformation and focusing on the core products. (Values in $ millions) 2021E  2022E  2023F

Revenues 23,223 23,183 25,092
. MCD's strong brand value and ability to adapt to changing Gross Profit 12580 13207 14,147

. . . ' . Net Profit 7,545 6,177 7,593
consumer preferences will continue to drive MCD's momentum in et ol - -

Gross Profit Margin 54.2% 57.0% 56.4%
the highly competitive QSR sector. Despite MCD's solid expected EBITDA Margin 451%  47.0%  46.4%
growth and margin improvement, the potential returns are already Net Income Margin 32.5%  26.6%  30.3%

. . . . . Operating ROIC 28.8% 29.4% 31.6%
priced in by most investors, leading to a HOLD recommendation. Store Count (in tsd.) 40031 40275 41764

% Franchised Restaurants 93.2% 94.8% 95.0%

Source: Annual Report, Own estimations

Company description

McDonald's Corporation (MCD), the world's most famous quick-
service restaurant, manages a vast network of 40,275 restaurants,
both franchised and company-operated, spanning more than 100
nations worldwide. MCD is recognised for its burgers, such as the
Big Mac, fries and chicken meals, and for adapting to different
cultures. More than 50% of its revenue is generated outside the US.

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY FINN MASCHKE AND NICLAS STEINMETZ, MASTER IN
FINANCE STUDENTS OF THE NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY
MEMBER, ACTING IN A MERE ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.
(PLEASE REFER TO THE DISCLOSURES AND DISCLAIMERS AT END OF THE DOCUMENT)
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Company Overview

Company Description

McDonald's Corporation (McDonald's or MCD), headquartered in Chicago, USA,
is the world's largest quick-service restaurant (QSR) chain and one of the world's
most recognisable and iconic brands, serving more than 65 million customers
every day through 40,275 restaurants in more than 100 countries. The company
was founded in 1940 by Richard and Maurice McDonald in San Bernardino,
California. Ray Kroc, a franchise agent, joined the company in 1954, bought it
and turned it into a global fast-food empire. McDonald's is one of the world's
largest private employers, with more than 150,000 corporate employees and 2.2

million franchisees.

McDonald's offers a consistent and affordable menu with local adaptations to suit
regional preferences. The menu includes a diverse range of offerings including

hamburgers, fries, salads, branded sandwiches such as the Big Mac, breakfast

a21% 377%  options such as the Egg McMuffin and coffee options through the McCafé brand.
44,1% i ' o ' .
oo [ B In addition, the company frequently introduces limited-time promotions to further
10.000 [ ] l diversify its menu.
. 54,6% .

56,3%

I 60,8%

2021 2022

Segments

5.000 51,8%

0 .

2018

55,8%

2020

o McDonald's derives its revenue from both through company-operated restaurants

Total Other revenues (COR) (5.2% of total restaurants) and as a franchisor (94.8%). Each franchisee
Total Company Operated Revenue

pays McDonald's rent (64.1% of franchise sales), royalties (35.5%) and initial

W Total Franchised Revenue

0 .
Exhibit 1: Revenue Split ($m) fees (0.4%) when opening a new restaurant. These fees vary based on the

ownership structure, including conventional franchise (55% of all restaurants),

developmental license (20%), or foreign-affiliated (20%)2. With rents accounting

60%
0% 48% for 39.0% of total sales, McDonald's is often referred to as a real estate company
o 41% . 42%  as well as a fast-food chain. In 2022, McDonald's reported sales of $23.2 billion
(bn.), with 60.8% coming from franchise operations and 37.7% from company-
0 2% owned stores. As the franchise segment has a much higher gross profit margin
20% 10% (50.7%) than company-owned stores (5.9%), McDonald's continually increases
10% . the number of franchise restaurants, which initially results in lower sales but
0% Us o oL improves profitability through higher margins.
mRevenuein% - Storesin %

In addition, McDonald's operates in the following business segments: the US,
Exhibit 2: Revenue and Store count

in % 2022 International Operated Markets (IOM) and International Developmental Licensed

1 Unless otherwise indicated, all information presented in this document is sourced from McDonald's Annual Reports
2 Source: Shareholder Engagement Slides 2022
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Exhibit 3: Store Count

361% 37,2% 382% 39,5% 41,5%

35.000 32.250
30.000

25000 23183

20.000

15.000

10.000 6.505 6.842 4537 8.635
5000 [527% g I 2.09% l

B g 7%
33,7934,2% 22,89 18, 79 ——

EBITDA ®m Revenue

Exhibit 4: Revenue and
EBITDA-Margin 2022

"Accelerating the
Arches”. Marketing,
Focus on the Core & 4 D's

17,0%

Markets & Corporate (IDL). The largest market is the US, with 33.4% of total

restaurants, 40.6% of total sales and a franchise rate of 94.8%.

The IOM market encompasses 20 markets, including Australia, Canada, France,
Germany and the UK, and accounts for 25.1% of total restaurants, 48.2% of total
sales and a franchise rate of 89.1%. The IDL segment covers over 75 markets,
including Brazil, China and Japan, with 41.5% of all stores, the highest franchise

rate at 98.1%, but only 9.8% of total sales.
Competitive Advantages

The company's ability to achieve higher sales and profit margins than its
competitors, as shown in exhibit 4, is evidence of its excellent market position. Its
remarkable and sustained success is based on several key competitive
advantages. First, its globally recognised and iconic brand, valued at USD 196.5
bn. in 2022 (most valuable fast food brand)3, gives it a dominant global market
presence, largely due to its highly successful and widely recognised marketing
campaigns such as "I'm Lovin' it" in 2003, its globally recognised corporate logo,
the Golden Arches, and its global reach. The company's size provides significant
cost advantages through economies of scale and real estate, resulting in stable
revenues that allow the company to manage its global operations. In addition, its
highly efficient supply chain ensures smooth sourcing and delivery of ingredients,
which reduces operating costs. Finally, and perhaps most importantly, the
company's exceptional ability to innovate and adapt the menu to local and
changing consumer preferences, while maintaining quality around the world,
contributes to its continued success and customer loyalty. In addition, the ability

to remain relevant and ahead of the market since its inception.

Growth Strategy

Since 2019, Chris Kempczinski has been the CEO of McDonald’'s driving the
company's growth strategy, "Accelerating the Arches," which continues to serve
as the foundation for revenue growth, enhanced customer engagement, and
increased profitability. Anchored in the company's core identity, known as MCD,
identifies new

this growth strategy leverages historical strengths and

opportunities. As part of this strategy, the company is committed to:

Maximise its marketing: Investing in new, culturally relevant approaches, such
as the Famous McDonald’s app, to effectively communicate the brand's story,

food products and corporate purpose.

3 Source: Statista, 2023
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Focus on the essentials: Focus on the top 10 products, which account for
approximately 70% of food sales and remain key growth drivers due to their
popularity and profitability. In addition, expand the chicken offering, as this

category is growing faster than beef.

Double Down on the 4 D's (Digital, Delivery, Drive Thru, Restaurant
Development): These are the key areas where McDonald's is focusing its efforts
to improve the customer experience and grow its business. These pillars include

initiatives such as the development of a comprehensive digital experience

Concentration Investors % 0/S engine, the expansion of delivery, the optimisation and expansion of drive-

All 32 70,8% through locations and the overall expansion of restaurant locations.

Top 10 767 27,9%

Top 20 o 3a6% Ownerhsip structure

Top 50 5.247 45,2%

Top 100 3.256 53,2% McDonald's Corporation (NYSE:MCD) went public in 1965 and is listed on the
Exhibit 5: Holding Concentration New York Stock Exchange (NYSE). Today, one share trades at $291.42

top invest
among fop investors (14.12.23), giving it a market capitalisation of $211.4 bn. As a result of its

substantial market capitalisation and consistent performance, McDonald's is an
integral part of several major stock market indices, including the Dow Jones
Industrial Average, the S&P 500 and the Russell 1000.

The majority of McDonald's shares are held by institutional investors, who

0.02% account for 70.8% of ownership*. Of these institutional investors, 66.7% are

s primarily traditional investment managers and investment banks. The top three

investors are The Vanguard Group (9.4%), BlackRock Inc (4.8%) and State
= North America = Europe = Asia [Pacific = Affica  giraet Global Advisors, Inc (4.6%). Insiders hold a modest 0.2% of the shares.

Exhibit 6: Geographical Distribution

of McDonald's Institutional Investors Geographically, institutional investors are mainly located in the United States

(55.6%), UK (4,2%), Canada (2.1%) and Norway (1.3%).

This significant institutional ownership contributes to lower share turnover,
McDonald's 16,5%
Starbucks Corp 22,8%| resulting in reduced share price volatility and a long-term focus. Exhibit 7 shows
Domino's Pizza Inc 28,2% . . .
Yum! Brands Inc 23.0%| that McDonald's has the lowest annualised volatility among its peers, based on a
Rest: t Brands Int i | 27,1% . -

geiauiat Blants Teanore °| decade of monthly data. This trend underscores the robust and resilient nature of
Chipotle Mexican Grill Inc 32,8%
Wendys Co 253%| McDonald's business model, which has consistently withstood various economic

Exhibit 7: Annualized Volatility Peers L
challenges and uncertainties.

Leadership Team

As of 31 December 2022, the McDonald's management team consists of 14
Board members, 4 of whom are women. The average age is 54.8 years and the
average length of service is 14 years, although it should be noted that 4

members joined in 2022 and a further 7 members have been with the company

4 Source: Refinitiv, Retrieved 23.11.2023
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for over 20 years. The average tenure of the entire Board can be used as an
McDonald's Leadership indicator of the stability and experience of the management team. McDonald's is
Team: Diversity, Stability, led by CEO Chris Kempczinski, who took over the role on 01 November 2019.
and Long-Term Expertise Kempczinski joined McDonald's in 2015 and has more than 25 years of
professional experience at relevant companies such as Procter & Gamble,

PepsiCo, Kraft Foods and strategy consultancy Boston Consulting Group.®

Overall, McDonald's Leadership Team is strategically aligned to guide the
company towards enduring prosperity and sustainable success. The composition
of the Board reflects a judicious blend of expertise and diversity, crucial for

steering the company in an ever-evolving business landscape.
Stock Performance

Comparing MCD's historical share price performance to various key indices, we
see that McDonald's has slightly outperformed the market. Over this period, MCD
generated an annualised return of 15,2%, outperforming the MSCI World, S&P
500 and Dow Jones, which returned 6.4%, 12,4% and 13,5% respectively.

11.2013 11.2014 11.2015 11.2016 11.2017 11.2018 11.2019 11.2020 11.2021 11.2022 11.2023

e SEP 500 e M C [ MSCI World == Dow Jones Industrial Average

Exhibit 8: MCD stock performance against selected Indices
The fact that its annualised volatility is not significantly higher than that of the
indices suggests that it has delivered consistent returns with relatively moderate

risk.

McDonald's is known as a "dividend aristocrat" for its consistent returns to
shareholders. The company's impressive track record includes 46 consecutive
years of paying dividends on its common stock, with annual increases. In FY22,
the payout ratio was 67.5%. However, McDonald's commitment to shareholder
returns extends beyond dividends and includes a substantial share repurchase

program, which has resulted in a -4.7% reduction in shares outstanding between

5 Source: McDonald’s Corp. Corporate Website, Annual Report
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2018 and 2022. The most recent share repurchase program was approved by the

180 Board of Directors in December 2019, authorizing the repurchase of up to $15

160
140

158
bn. of the company's outstanding shares with no predetermined expiration date.
119
120 102 This program was temporarily suspended in 2020 due to the COVID-19
100
g0 I I I pandemic, but resumed in September 2021.° Shares were reduced primarily
60 52

through the use of excess cash, an increase in refranchising (the conversion of

company-owned restaurants to franchises), and the issuance of long-term debt,

2018 2019 2020 2021 2022 which increased by 15.5% from 2018 to 2022, taking advantage of prevailing low

Exhibit 9: Cumulative Share interest rates.

Buybacks ($m.)
In millions, execpt per share data
Number of shares repurchased 32,2 25 43 3,4 15,8
Shares outstanding at year end 767 746 745 745 731
Dividends declared per share 4,19 4,73 5,04 5,25 5,66
Treasury stock purchase (in Shareholders equity) 5.247 4.980 874 846 3.896
Dividends paid 3.256 3.582 3.753 3.919 4.168
Total return to shareholders 8.503 8.562 4.627 4.765 8.064
Payout Ratio 54,96%) 59,45%| 79,33%! 51,94%) 67,47%

Exhibit 10: Total Shareholder return
It's worth noting that McDonald's is not alone in this practice; industry competitors
such as Restaurant Brands International have also initiated significant share
repurchase programmes. Share buybacks are an effective way to increase
profitability on an earnings per share basis. However, the use of debt to fund
buybacks is a critical decision, as it takes advantage of low interest rates while

carrying inherent risks, such as the potential for financial distress.

Industry Overview

Macroeconomic Analysis

McDonald's Corporation operates in a global macroeconomic landscape
characterized by several key factors, each bearing significant implications for its

business operations and strategic decisions.

The ongoing impact of the Covid-19 pandemic continues to be a macroeconomic
factor in 2023. While vaccination campaigns and improved treatments have
reduced the severity of the crisis, new variants and waves can still disrupt
Covid-19 economic activity. Measures such as lockdowns, travel restrictions, and changes
in consumer behavior can affect various sectors of the economy, including
hospitality, travel, and entertainment. The pandemic's influence on supply chains,
labor markets, and inflation remains relevant, as companies adapt to these

ongoing challenges.

6 Source: Reuters, 2021
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High inflation rates present a significant macroeconomic challenge in 2023. This
inflationary pressure impacts businesses' cost structures, consumer spending
Inflation patterns, and the broader investment landscape. High Inflation reduces
consumer purchasing power and therefore companies in sectors reliant on
consumer demand should anticipate changing consumer behavior. The pricing
power of companies might be an important factor for passing on cost increases to

the customers.

Central banks globally have responded to these inflationary pressures by
adopting tighter monetary policies over the past two years. These policy shifts
carry extensive implications for businesses and investors. Entities like
McDonald's must consider the impact on capital structure and financing
Monetary policies strategies in this evolving monetary context. Companies that possess substantial
cash reserves and maintain low debt-to-equity ratios might find themselves better
positioned to attract investor interest under these conditions. Concurrently, the
relative appeal of equities versus fixed-income investments is a vital

consideration in this shifting economic climate.

The ongoing conflict in Ukraine and Israel has broad geopolitical and economic
consequences. Investors and businesses need to be vigilant regarding supply
chain disruptions, commodity price fluctuations, and potential sanctions. The
conflict has the potential to disrupt global supply chains, particularly for industries
Geopolitical tensions reliant on Eastern European markets or resources. Companies should diversify
suppliers and assess geopolitical risks. Especially Ukraine and Russia are
significant players in the global grain market. The conflict can disrupt agricultural
exports, affecting wheat, corn, and other agricultural commaodity prices. This may
have a cascading effect on food production costs, impacting the food and

beverage sector, as well as livestock industries.
Market Trends

In the rapidly evolving landscape of the quick service restaurant industry,
McDonald's Corporation must adeptly navigate several key trends to maintain its
market leadership. These trends, influenced by technological advancements,
changing consumer preferences, and environmental concerns, are reshaping the

operational and strategic frameworks of the industry.

In the digital age, quick service restaurants have increasingly adopted mobile

o o . apps and online ordering platforms to provide a more efficient and convenient
Digital Evolution in the Quick )

Service Industry experience for customers. Customers can now use these platforms to place

orders, make payments and select either delivery or pick-up options. Covid-19

has further accelerated the process of digital adaptation by requiring contactless
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transactions, improving the overall customer experience. In addition, third-party
delivery services such as UberEats, Door Dash, Bolt Food or Lieferando have
expanded the customer base for the quick service restaurant industry, making it
easier for customers to access their favourite meals from the comfort of their
homes. This development is not just about broadening the customer base, it is
also about meeting rising customer expectations. For McDonald's, investments in
digital platforms, mobile ordering and contactless payments are not just trends,
but necessities. The company's continued focus on integrating technology into its
service model - from Al-driven drive-thrus to app-based ordering systems - is

essential to staying competitive and meeting evolving customer expectations.

The growing demand for healthier menu choices is challenging the quick service
restaurant industry to adapt to this new environment. As consumers become
more health conscious, quick service restaurants must expand and adapt their
menus to accommodate this trend. In addition to healthier alternatives, plant-
based options are becoming increasingly relevant for those seeking nutritional
and ethical choices. In addition, regulations in many countries require quick
Shift to healthier menus in ) . . o
Quick Service Restaurants service restaurants to be transparent about their nutritional content, making it
easier for customers to make informed choices. This trend towards healthier and
ethical options represents an industry-wide commitment to meet a wide range of
dietary preferences and evolving consumer expectations. Falling behind this
trend could result in a rapid decline in sales. McDonald's ability to integrate these
options while maintaining its core offerings is critical to attracting a broader

customer base and retaining health-conscious consumers.

The growing popularity of ghost kitchens presents an opportunity for McDonald's

to explore more efficient models for delivery and takeout services. These
Rise of ghost kitchens leads

to increased profitability kitchens, which focus solely on preparing food for delivery and takeout, offer

benefits such as lower operational costs and flexible location choices. For
McDonald's, adopting this model could lead to higher profit margins and greater

operational efficiency in catering to delivery-focused consumers.

Sustainability is one of the most prominent factors, shaping the Quick service
restaurant industry in the future as consumer preferences evolve, and society
places a growing emphasis on environmental and social responsibility.
Sustainability is becoming a Sustainability is not merely a trend, it has become a consumer expectation.
key consumer expectation ) ) _ ) ) _
Consumers are increasingly conscious of the ethical and environmental footprint
of the companies they support. A favourable perception can translate into
increased customer loyalty and positive word-of-mouth, fostering long-term brand

loyalty. Companies that proactively embrace sustainability measures are also
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better positioned to adapt to changing regulations and avoid potential legal and

reputational risks.
Competitive Landscape

McDonald’s is facing intense competition in the Quick service industry from a
range of competitors. Although it must be mentioned that the competitors vary
across each region that McDonald’s is present, the main competitors can be
identified as Royal Brands International (Burger King), YUM! Brands, Domino’s
Pizza, Wendy’s, Starbucks and Chipotle which can be categorized into direct and
indirect competitors. Direct competitors are operating in the direct business line
of the QSR industry, while indirect competitors are operating in different business
lines of the QSR industry.

Given McDonald's considerable scale, it is difficult to identify direct competitors
with an identical business scope. Therefore, the competitors selected for
comparison were chosen based on their similarity to McDonald's in terms of profit
margins, geographic coverage and business model. This approach ensures a
relevant and meaningful competitive analysis as these companies reflect key
aspects of McDonald's operational and financial dynamics and provide a
contextually accurate picture of the competitive environment in which McDonald's

operates.
= Direct Competitors

Restaurant Brands International is a Canadian multinational fast food holding
company, established in 2014 through merger between Burger King and Tim

Hortons which focuses on the sale of coffee and donuts. The company further

o expanded its offering by the acquisition of Popeyes Louisiana Kitchen an
I.bl rb?_sqf:;;anf American fried chicken restaurant chain. RBI has a substantial global footprint
international that spans nearly 30,000 restaurants across more than 100 countries and about
$39 bn. in systemwide sales. The company predominantly operates through a
franchise system, with less than 1% of the restaurants being company-operated.
RBI, through the brand Burger King, with its global presence and similar
customer offering can be defined as McDonald's closest competitor.’
The Wendy’s Company which was founded in 1969 is one of the major players
‘@) in the hamburger and sandwich restaurant business. Wendy’s has a considerable
W restaurant portfolio with 7,095 locations worldwide, of which 6,680 are being

Wndy's franchised. The company mainly operates in the U.S with over 5,995 restaurants.

With over $2 bn. in revenue, Wendy’s achieved being one of the most well-known

7 Source: Restaurant Brands International, 2023
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restaurant chains without any major acquisitions. Through its enduring brand
identity, diversified menu offerings, and substantial market presence, Wendy's is

a key competitor in the fast-food industry.®

Yum! Brands Inc. is a prominent global quick-service restaurant company with a
comprehensive portfolio of restaurant brands including KFC, Pizza Hut, and Taco
Bell. The company was founded in 1997 as Tricon Global Restaurants and
established as its own legal entity through the spin off from PepsiCo. As of 2022,
Yum! Brands operates 55,361 restaurants in 156 different countries, with
approximately 18,000 located in the U.S., generating $6,842 bn. in revenue. The
company operates in various food categories within the Quick Service restaurant
industry including chicken, pizza, Mexican-style food, and burgers, reflecting a
diverse menu offering across its brand portfolio. Yum! Brands manages its
brands primarily through a franchising model with only 2% of the restaurants

currently being company-operated. °
= |ndirect competitors

Starbucks Corporation is the world's largest coffee house chain, with nearly
36,000 stores in 80 countries and a retail coffee business that generates $32 bn.
in sales. Starbucks' primarily focuses on high-quality coffee and other beverages,
although it is expanding its menu to include a variety of food items, snacks and

pastries. Starbucks enjoys a competitive advantage through strong brand

recognition and customer loyalty. Although Starbucks is primarily a coffeehouse,
its size, number of stores and expanding menu positions it as a competitor to

McDonald's in the breakfast and coffee segment. °

Eéé éiim
Domino's Pizza Inc., is a leading pizza delivery company, operating a mix of

company-owned and franchise stores. The company operates globally with 6,686

total stores in the U.S., of which only about 5% are company-operated, and

13,194 stores in international markets. Domino’s offers a diverse menu consisting

o of various pizza products with different crusts and sizes, pasta-based dishes,
chicken wings and oven-baked sandwiches. Founded in 1960, Domino's has

grown into one of the world's leading pizza delivery companies through strategic

international acquisitions and joint venture expansion.**

Chipotle Mexican Grill, which was founded in 1993, is known for its menu of
customizable burritos, bowls, tacos, and salads. The company operates more
than 3,129 restaurants in the US and 53 restaurants in international markets. A

8 Source: The Wendy’s Company, 2023
9 Source: YUM Brands Inc., 2023

10 source: Starbucks Corporation, 2023
1 Source: Domino’s Pizza Inc, 2023
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Exhibit 12: Development company-
operated and franchised revenue

unique feature of Chipotle within the quick service restaurant industry is that it
does not use a franchise model, resulting in reported revenues of $8.6 bn., while
maintaining a below average gross profit margin of 28.8% compared to
franchising competitors. However, Chipotle's operating performance has been

robust, with a steady increase in the number of restaurants and revenue.*?

Although there is intense competition within the QSR industry, it must be noted
that the threat of new entrants is low. This can be attributed to well-established
players with recognized brands and substantial brand loyalty, which acts as a
barrier for new players. It may take time for new entrants to establish a similar
level of recognition and trust with customers. Large companies also profit from
economies of scale as they have a comprehensive supply chain and distribution
network, allowing them to offer products at competitive prices that are difficult for
new entrants to match. Moreover, their extensive operations lead to cost
efficiencies in purchasing, production, and marketing. The last entry barrier would
be the capital requirements, new entrants would need an extensive amount of
capital to invest in infrastructure, operations and marketing besides the real

estate aspect of the industry.
Financial analysis

To determine McDonald's financial health, an in-depth review of the company's
financial records, liquidity measures and capital structure over the past five years

is undertaken.

From 2018 to 2022, McDonald's revenue was observed to grow at a compound
annual growth rate (CAGR) of 1.7%, a rate significantly lower than its industry
peers. This low growth rate was largely due to a decline in company-operated
sales (COR) with a CAGR of -2.7%, while franchise-operated sales (FOR)
recorded an upward trend with an increase of +5.1%. An analysis of revenue
trends shows declines of 6.3% and 10.1% in 2018 and 2020, respectively. The
2018 decline was largely related to a decline of 20.9% in COR due to strategic
restructuring. In contrast, the decline in 2020 was attributed to the impact of the
Corona pandemic and related temporary closures in IOM markets. However, a
rebound in growth of around 20.9% was observed in 2021. A slight decline of
0.2% was observed in 2022, mainly due to the geopolitical situation with
permanent restaurant closures in Russia and temporary closures in Ukraine.
Looking at the historical growth rates of MCD by geographical segment, the US
market showed the highest CAGR of 4.2%, closely followed by the IDL segment

12 source: Chipotle Mexican Grill, 2023
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with a CAGR of 4.1%. In contrast, the IOM segment experienced a contraction

with a negative CAGR of -0.6%, mainly due to challenges in the Russian market.

An analysis of McDonald's financial performance highlights a marked
improvement in the EBITDA margin, which rose from 47.6% to 52.7% during the
analysed period. This increase is primarily due to the company's focused
refranchising initiatives. In 2018, franchise sales accounted for 51.8% of total
revenue, while by 2022, franchise revenue increased significantly to 60.8%.
Simultaneously, the franchising segment recorded an impressive margin of
83.3% in 2022, in contrast to the company-operated restaurants (COR) margin of
15.64%. This is also evident as COR expenses account for 31.8% of total sales
in 2022, while franchisee-related expenses are only at 10.1%. The franchise
segment's significantly higher profitability and lower capital requirements

underlines its strategic attractiveness.

An assessment of selected balance sheet items shows relative stability over the
years. However, between 2018 and 2019, assets and liabilities experienced a

PP TPl Significant increase of approximately $14.7 bn. This increase was attributed to
CCE 866 899 3.449 4.709 2.584

the implementation of the new accounting standard ASC 842, which requires the

% Growth 3,8%| 283,9%| 36,5%| -45,1%
Exhibit 13: Cash and Cash recognition of most leases on the balance sheet. Additionally, there was a
Equivalents

notable 284% increase in cash and cash equivalents (C&CE) in 2020 owing to
reduced capital expenditure and fewer share buybacks, coupled with the sale of
McDonald's Japan stock. However, in 2022, there was a decline of -45.1% in

C&CE due to the resumption of share buybacks.

Standard liquidity ratios were used to analyse McDonald's liquidity. The results

show a consistently strong liquidity position throughout the period. McDonald's
2018 2019 2020 2021 2022

cumentratio | 136 oes| 101 178] 143 Oemonstrates its ability to meet current obligations and maintain sound short-

Quickrato | 135 097 1000 176 L4 term solvency. Both the current and quick ratios are above 1, indicating the

Cash ratio 0,29 0,25 0,56 1,17 0,68

Exhibit 14: Liquidity Ratios company's ability to meet current obligations without resorting to inventory
liquidation. There was a slight fluctuation in the cash ratio, which increased to
0.68 due to an increase in cash and cash equivalents. This trend suggests that
McDonald's has a solid basis for financing short-term liabilities, and is ahead of

its competitors in terms of liquidity.

In terms of solvency and capital structure, the debt-to-equity (D/E) ratio was
considered unsuitable due to significant share buyback activity, resulting in
negative equity. Consequently, the interest coverage ratio, Debt/EBITDA and

LI R Rl |leverage ratio were used for the assessment. The analysis showed that
Interest coverage 8,80 7,98 5,92 8,33 8,57

Debt Ratio 9a7%| 71.9%| 711%| 662%| 71.2%| McDonald's was able to easily meet its interest obligations, with the interest
Debt/EBITDA 3,07 3,23 4,18 3,03 2,94 X L. i | b ) h h . f h

Exhibit 15: Solvency & Capital coverage ratio remaining consistently above 8, with the exception of the Corona
Structure pandemic in 2020. The Debt/EBITDA ratio improved from 3.07 to 2.98 between
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2018 and 2022, indicating effective debt management and EBITDA growth
outpacing new debt. The debt ratio also shows a reduction from 94.7% in 2019 to
71.2% in 2022.This trend is supported by an Altman Z-score of 4.8 in 2022,

RIS  indicating a low risk of bankruptcy and confirming McDonald's financial stability.
Debt ratio 71,2%| 58,4%| 202,7% 62,6%

Interest Coverage Ratio 861 39, 38 27 Compared to its peers, McDonald's debt ratio is slightly elevated at 71,2%

Debt/EBITDA 2,9 61 51 7,4

ROIC 234%|  90%| 605%  73% excluding YUM Brands and Domino’s Pizza. However, McDonald's interest
Return on Assets 11,9% 6,4%| 22,4% 3,4% X . . . L
Exhibit 16: Peer Comparison coverage and Debt/EBITDA ratios are significantly better, as shown in exhibit 16.

An analysis of McDonald's financial performance shows a decline in return on
assets from 18.0% in 2018 to 11.9% in 2022, and a decline in asset turnover

N from 0.64 in 2018 to 0.44 in 2022, suggesting potential for operational efficiency

ROIC 26,1%| 27,1%| 20,4%| 28,1%| 23,4%

Retmonreses | 1806 1524 osw 129 1e IMProvements. Nevertheless, McDonald's maintains a relatively high return on

Asset Turnover 0,64 0,53 0,38 0,44 0,44

Exhibit 17: Return Ratios invested capital (ROIC) of around 23.4% in 2022, indicating efficient capital
utilisation and value creation for investors. While McDonald's profitability
outperforms its peers, there is room for improvement in asset utilisation efficiency

compared to Yum! Brands Inc.

The financial analysis of McDonald's from the previous five years exhibits a firm
with solid liquidity, effective debt management and strong profit margins, which
position it favourably relative to its peers. Although it faces difficulties in sales
growth and asset utilisation efficiency, McDonald's demonstrates financial

stability and potential for further strategic development.
Forecast

To build a comprehensive and reliable revenue forecast for McDonald’s Corp. we
use a bottom-up approach identifying the company’s key revenue drivers. Within
the three different main markets, U.S., IOM and IDL, the key drivers can be
divided into total number of stores, franchise development and average unit
volume (AUV). For each market we distinguished between the projection period
which runs from FY23 to FY33 and the steady state which will project all future
growth. The bottom-up approach we followed included forecasting four different
metrics which are the worldwide locations, revenue split between markets and
differentiating between franchised, and company-operated and at last the

Average unit volume which resembles the sales of each store.
Revenue

McDonald's revenue has been on a steady rise, registering a CAGR of 1.7%
between 2018 and 2022, reaching $23.2 bn. in 2022. Despite a challenging
FY2020, which saw a 10% drop in sales due to global COVID-19 restrictions,

there's optimism surrounding McDonald's prospects. Global restaurant expansion
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is expected to drive McDonald's to a projected revenue growth rate of 5.1% over
the forecast period, driven by the following metrics: Store Growth, Franchising
and AUV.

= Store growth

45.000
40.000

B wam  wmm s as Operation with 33.4% of the store count, even though the International operated

25.000

oo [0 B9 B® B pwm markets and international developmental license market displayed excessive
35,8% 34,9% 33,4%

sass  mes  mws oo wzs  With McDonald’s being founded in the U.S., it represents the flagship of its

15.000
10.000
5.000

growth in terms of revenue and store opening the last years. McDonald's

33,6%

o 2w o w2z 02 Maintained a strong organic growth through the opening of new stores,

mUS. mIOM = IDL

- developing existing ones and moving to more prominent locations. The company
Exhibit 18: Development of the global

store growth is starting to reaccelerate its store growth agenda in 2023 with 1,900 planned

new locations worldwide!® which translates to about 1,500 new net locations,

1.751

1675 compared to the average of 570 new net locations over the last five years. One of

| 20 the main growth pillars for McDonald’s in the recent years was the IDL market
o with 1,100 new net additions planned for 2023. We expect the net openings to
remain strong even after 2023. Since we see a lot of potential in the IDL markets
 ms ame ams ame a0 ams a0 2o WIith uprising countries like India we predicted the store growth to outperform its
Exhibit 19: Forecast of the peer markets. With an average net openings of 1,100 per year in the projection
store net openings period and a CAGR of 4.9% from 2023-2033. The U.S. market and IOM market
are predicted to grow at a significantly slower CAGR of 0.8% and 1.4%, due to
the fact of them already being saturated, with an average net store opening of

41,5%

155 and 120 for the IOM and U.S. segment respectively. This aligns with the

b strategy of McDonald's to concentrate investment into markets with strong
returns and opportunities for long-term growth. McDonald’s already pursued the
mUS. =I10M oL strategy of organic growth in 2021 and 2020 through extensive investment in new
Exhibit 20: Global store split 2022 restaurant openings with 1,500 and 1,400 new restaurant openings respectively.
However, the company was slowed down in terms of net restaurant openings due
to closures related to the COVID-19 pandemic and the shutdown of the Russian
52,0% market in response to the attack on Ukraine during 2021.
v We assumed that the net restaurant openings will decrease and align with the
CUs e oM oL expected GDP growth rate weighted by revenue by 2031. We assume that by
Exhibit 21: Global store split 2033 2033, the number of stores will increase to 55,381 split up as showcased in
Exhibit 21.

= Franchising

McDonald's Corporation is strategically advancing its growth through a

predominantly franchise-focused expansion model. This approach, which aligns

8 Source: Annual report 2022
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Spending
0,337

Weights Inflaton ~ Market CAGR  GDP
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with industry norms, is anticipated to catalyse accelerated growth and enhance
margin profiles. The proportion of franchised stores in McDonald's portfolio has
been on an upward trajectory, increasing from 92.7% in 2018 to 95.0% in 2022.
Projections indicate a further rise to 96.2% in 2033. This shift towards a higher
franchise share not only promises better margins, but also reflects the
refranchising strategies of major industry competitors, such as Burger King,
which increased its franchise share from 88.2% to 99.8% between 2009 and
2022. This trend reflects McDonald's adherence to an industry-standard
approach, optimizing operational efficiency and profitability through its franchising
model. This pivot to franchising leverages the intimate market knowledge and
entrepreneurial zeal of local franchise operators by aligning incentives to
maximize operational efficiency and highly targeted, region-specific marketing
initiatives. McDonald's has significant leverage through its property ownership,
which includes 55% of the real estate and 80% of the physical restaurant
structures. This not only ensures a steady stream of rental income, but also gives
McDonald's strategic flexibility to optimize restaurant locations to adapt to
changing market dynamics. It is critical to remember that while this strategic shift
puts McDonald's in a favorable position for scalable expansion and margin
improvement, it also requires an increase in capital expenditure. The capital
deployed will support the development of new franchise locations, upgrades to
existing locations and improvements to franchisee support systems. In refining
our forecasts for McDonald's US business, we maintain our expectation that the
franchise ratio will remain at the five-year historical norm of 95% throughout the
forecast horizon and reach a stable equilibrium. This continuity is underpinned by
a consistent track record that shows no historical deviations that would indicate
an imminent change. When we shift the focus to the International Operated
Markets and International Developmental Licensed segments, we see a clear
shift towards increased franchising activities. The franchising share in IOM has
increased from 82.9% in 2018 to 89.1% in 2022, underpinning our conviction of a
continued upward trend. As a result, we have forecast a slight increase to 90.2%
by the end of 2031, although we expect the level to be maintained thereafter. A
similar trend can be seen in the IDL segment, which has pursued a more
aggressive franchising strategy in the past, rising from 97.6% in 2018 to 98.2% in
2022. Expecting this momentum to continue, our model includes an escalation to
a franchising rate of 99.1% by 2031.

= Average Unit Volume

Even though the U.S. market does not impress with outstanding growth it is the
most resilient one of all the operating markets. We assumed that McDonald’s is

able to maintain a strong market position. The average unit volume which
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represents the average sales of every single location in the U.S. is at $3.6 million
dollar in 2022 and is forecasted with a combination of different factors. With
current macro-economic conditions, Inflation is an important factor in the US, and
our assumptions suggests that McDonald's is able to pass on cost increases in

the supply chain to the consumer due to its robust market position. In addition,

we have used GDP growth, a measure of consumption, investment, government

2018 2019 2020 2021 2022

spending and net exports, as an indicator of the economic environment. Even
Exhibit 25: AUV development in . . . . .

the U.S. market (m$) though consumption is a component of GDP, our regression analysis confirms
that consumer spending is also an important factor in mapping AUV increases.

4,00%

3,49% Incorporating these factors, leaves us with a rather conservative approach at
3,50%
2 005 looking at the AUV development. We assume a CAGR of 4% during the
,007% ,69%
2,50% DX e projection period from 2023 to 2031 which comes well short of the CAGR from

Hoo 2018 to 2022 of 5.5%. This conservative estimate acknowledges the possibility of
1,50%

2023 2024 225 0% 2027 an economic deceleration and anticipates a more moderate trajectory of growth

Exhibit 26: Revenue within the U.S. sector leading to an AUV of 5.7 in the US in 2033.
weighted Inflation forecast

A look at the current figures for the International Operated Markets segment
provides crucial insights and emphasizes its central role in the financial structure
of McDonald's Corporation. With an AUV of USD 3.9 million, the IOM is the
central earnings pillar in the company's portfolio, a status that we expect to
continue. Our forecasts are based on a synthesis of variables, including historical

trends and a GDP growth rate weighted by the number of restaurants in each

018 201 2020 2021 202 country. Unlike the U.S. market, a regression analysis underlines that Inflation is

Exhibit 27: AUV development

in the IOM market (ms) not related to the AUV growth of foreign markets. This effect arises from the

conversion process of international revenues from local currencies into U.S.
dollars for the purpose of consolidated financial reporting. It's pivotal to

2,50%

231 understand that local inflation impacts the purchasing power within the respective

2,30% 2,16%
2,08% . . . .
2,10% /Mf% domestic markets and not the U.S. dollar valuation directly. During the

b conversion process, it is the prevailing exchange rates that influence the reported

1,70%
Ls0% U.S. dollar revenue figures, not the rates of local inflation. With that in mind, the
2023 2024 2025 2026 2027

weights of the different factors as GDP, inflation and consumer spending differ

Exhibit 28: Revenue o

weighted GDP forecast from the ones assumed for the U.S. market. Considering these factors, the IOM
segment is expected to maintain its position as a leading revenue generator
compared to other markets. We expect the IOM segment to grow at a compound
annual growth rate (CAGR) of 6.2% during the forecast period, beating the 3.3%
CAGR from 2018 to 2022. We expect AUV to grow to $7.5 million by the end of
2033, highlighting the IO0M segment's significant contribution to McDonald's

revenue stream.

The International Developmental licence market presents a fascinating analytical

challenge for AUV forecasting. With an AUV of $1.8 million, it lags behind
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McDonald's other market segments. The complexity of forecasting within the IDL
segment, which spans 78 countries, is significantly higher compared to more

uniform markets such as the United States or the IOM, which primarily comprises

s European countries. The complex web of the IDL segment, which includes both

2018 2019 2020 2021 2022

high-growth emerging markets and stable industrialised countries, defies a one-
size-fits-all approach to economic forecasting. Given the inherent diversity of this

segment, we expect the IDL to show the strongest growth compared to

Exhibit 29: AUV development

in the IDL market McDonald's other market segments. This forecast is underpinned by a revenue

weighted GDP growth forecast and consumer spending that capitalises on the
accelerated growth potential of developing countries within the segment. Our
forecasts therefore assume a CAGR of 6.3% for the IDL market over the
projection period. By the end of this period, we expect an AUV of $3.4m,
supported by the segment's favourable position in fast-growing economies. The
revenue weighted approach to GDP growth significantly strengthens the
expected growth rate for the IDL segment compared to the other segments and
underlines our optimistic forecast for sales development. Nevertheless, it
indicates that the IDL segment has the lowest purchasing power compared to the

other segments.

Multiplying the Average Unit Volume (AUV) by the projected number of stores, it
is estimated that McDonald's will generate revenues of $50.4 bn. by 2033.
Analysis of the compound annual growth rate (CAGR) for the period between
2023 and 2033 reveals that the IDL segment is expected to experience the
highest growth, with a CAGR of 10.6%. This is followed by the U.S. segment at
5.8% and the IOM segment at 7.6%. Notably, the contribution of the IDL segment
to total sales is projected to increase significantly, from 9.8% in 2022 to 13.7% by
2033. In contrast, the IOM's share of total sales is anticipated to increase from
48.2% to 49.4%, while the U.S. market's contribution is expected to decline from
40.6% to 35.6%. These projections underscore a shift in the geographical
revenue distribution of McDonald's, with a growing emphasis on the IDL

segment.
Margins and Operational Performance

We have closely monitored the development of McDonald's gross profit margin,
in particular the increase from 51.0% in 2018 to 57.0% in 2022. This
improvement in profitability is due to tight control of operating costs and
expenses against the increase in revenue. A detailed look at the company's cost
structure shows a recognisable decrease in expenses for company-operated
restaurants, such as food and paper costs and payroll, while expenses for

franchise restaurant occupancy show a steady increase. This is in line with the
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observed shift in McDonald's operating strategy towards franchise-centricity over
the period. McDonald's continued commitment to expanding its franchise
restaurant base is a strategic lever that we expect to drive future margin
expansion. The model offers significant scalability benefits as much of the
operating costs are transferred to the franchisees, while McDonald's benefits

Control of operating cost and from relatively stable franchise revenue streams. In 2022, the franchise model
Franchise development are

0, ! i
driving margins accounted for 95% of McDonald's restaurant operations. Based on past trends,

we expect this figure to increase to 96.2 % by 2031. This strategic focus on
franchising is expected to exert upward pressure on gross margins, primarily due
to the relatively lower variable costs and high margins on licence income
associated with franchised stores. Consequently, we forecast the gross profit
margin to increase to from 57% in 2022 to 60% by 2031. Consequently, we can
also observe an increase in EBITDA margin from 47% in 2022 to 48.6% in 2031.
Those margin expansions result from an operating Expense CAGR of 6.3%

compared to the Revenue CAGR of 7.2% for the projection period.

This forecast emphasises the potential of McDonald's franchising model as a
catalyst for margin expansion. The company's ability to execute this strategy
effectively, coupled with a disciplined approach to managing operating costs,
makes a compelling case for McDonald's continued financial performance

improvement. We therefore remain confident that McDonald's can strengthen its

profitability.
$60.000 65,00%
50.450
» 60,00%
48.337

$50.000 46.313
44.672 55,00%

41.097 l
$40.000 37.806 - 50,00%

45,00%
$30.000 27.118

25.1
23.22323.183 40,00%

21.258 21.364
19.208
$20.000 35,00%
30,00%
$10.000
I I 25,00%

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

$0 20,00%

N Revenue — emmmmmGross Profit Margin EBITDA Margin Income Margin
Exhibit 30: Global revenue and Margin forecast

Capex

We recognise the capital-intensive nature of the business model, which is
underlined by the extensive property portfolio. The ownership of approximately
55% of the land and 80% of the buildings on which the restaurants are located

has upside and downside.
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The ownership provides McDonald's with a stable income stream through
Increased CAPEX in PP&E leasing, which is insulated from fluctuations in systemwide sales and provides a
minimizes revenue volatility hedge against market volatility. Such an asset-based revenue model is a
cornerstone of financial stability and serves as a predictable revenue stream
independent of operational fluctuations in the QSR industry. On the other hand,
this strategy requires a significant capital allocation to fixed assets, PP&E
reached a book value of 24 bn. US dollars in 2022 - a figure equivalent to the
company's annual revenues in the same year. This significant investment in fixed
assets demonstrates McDonald's commitment to long-term operational stability

and market presence.

Furthermore, when considering the aggregation of PP&E with leased right-of-use
assets, the consolidated valuation is $36 bn. in 2022, a figure that not only
emphasises the scale of McDonald's investment in its physical footprint, but also
highlights the sheer magnitude of its capital investment. We assumed this

aggregated position of PP&E and lease right of use assets to further grow to $55

McDonald's: Expanding bn. in 2033 with McDonald’s expanding its operation globally, implying a yearly
Assets and Sales through
Strategic CAPEX average investment in CAPEX of about 9,9% of revenue or $2.6 bn. While it

implies a significant amount of capital tied up in non-liquid assets, it also reflects
a strategic positioning that can give McDonald's considerable leverage in
negotiating lease terms and securing prime locations, both of which are critical to
maintaining competitive dominance. To further follow McDonald’s strategy of
global growth and advancement through restaurant development, McDonald’'s
will continue to invest in PP&E to further expand its real estate portfolio.
Therefore, continuous investments in intangible assets are directly correlated to
the increase in systemwide sales as well as revenue. We decided on the
rationale that the relationship between CAPEX and sales will be maintained in

the future.

2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

HHHHN

(2.077,0)

(2.268,8)

(2.447,3) (2.479,3)
(2.585,3)

(2.785,5)
(3.002,9) (2.951,2)

(2.500,0)

(3.000,0)

(3.041,6)
(3.155,5)

(3.500,0)
m Expansion CAPEX Maintenance CAPEX

Exhibit 31: CAPEX forecast

PAGE 20/37



COMPANY REPORT N o VA
I

NOVA SCHOOL OF
BUSINESS & ECONOMICS

McDONALD’S CORPORATION

3986 41,18
31,30 3014 31,39

32,07 I 34,07

2019 2020 2021 2022

29,58

uMcD Competitor

Exhibit 32: Average collection period
(DSO) McDonalds vs. Competitors

39,35
36,35

33,38
29,98
1702 I 1774 I 1933 19,64
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u McD Competitor
Exhibit 33: Average payable period
(DPO) McDonalds vs. Competitors

2,22 229
1,96 1,97
182 185 1,83
I 1/60 I I I

2019 2020 2021 2022

| McD Competitor

Exhibit 34: Average inventory period
(DIO) McDonalds vs. Competitors

Net Working Capital

Net working capital is a generally a measure of liquidity and performance. Except
from operating cash, which we determined by looking at the lowest operating
cash to sales ratio from competitors in a 5-year timeframe. All other items in the
NWC will be presented in number of days and be compared to direct competitors,
since indirect competitors may be operating in a slightly different segment of the

Quick service restaurant industry and therefore dilute the results.

Comparing the Cash conversion cycle (CCC) with McDonald’s direct competitors,
shows that there is no one size fits all approach. While Competitors like YUM!
Brands and Wendy’s have a positive CCC, Restaurant brands international (RBI)
has a highly negative CCC. Compared to those peers, McDonald’s achieved a
negative CCC in 2021 and was able to maintain it for 2022. This reflects that
McDonald’s collects the receivables faster than paying suppliers which is
benefiting the CCC.

If we take a look at the average days cash is tied up in receivables, we see that
McDonald’'s has managed to catch up to direct competitors, from 2019 to 2022
McDonald’s achieved to consistently reduce DSO and therefore the receivables
position in the balance sheet. On the other hand, McDonald’s is able to
outperform its peers in the average payable period (DPO) in which McDonald’s
has managed to use its market position to negotiate favourable payable
conditions. This showcases that McDonald’s is able to keep cash longer in the
company which can be seen as a short term zero interest loan. Looking closer
into the different parts of the CCC we assumed that McDonald’s will be able to
further decrease the average collection period (DSO) to 30.7 days in 2033. While
McDonald’'s has a strong market position, we do not believe that it will help to
alter the trend seen in a highly competitive market the last few years regarding
DPO, therefore McDonald’s will be forced to slightly decrease DPO to about 34
days through the projection period. Therefore, we forecasted the CCC to remain
negative at around -2 throughout the projection period, implying that McDonalds’s
is able to turn investments in inventories and other short-term resources quickly

into Cash flow.

PAGE 21/37



McDONALD’S CORPORATION COMPANY REPORT N o

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Valuation

WACC

The future cash flows of McDonald's were discounted to derive a fair value for
the company using the weighted average cost of capital (WACC). This metric is
influenced by the company's capital structure, cost of equity as well as its cost of

oo 35197 35.623 3590 debt. Given the implications of these variables on the valuation, each was

35000 31.075 ... [EER

30,000 approached with precision, as detailed below.

25.000

0000 = Capital Structure

15.000

10.000

e o0 In the context of aligning McDonald's capital structure with its long-term strategic

ol B A N 3 objectives, a critical analysis of its financial position was conducted. From 2018

w00 6258 o oo 000 003 t0 2022, a significant increase of 15.5% in the company's debt was observed. At

_th.[

Equity

Exhibit 35: Development Equity negative book equity position. In the absence of explicit disclosure from
and Debt ($m)

the same time, McDonald's engaged in strategic share buybacks, resulting in a

management regarding the target capital structure, the analysis concentrated on
evaluating the business's present and past debt-to-equity ratio (D/EV). The data
soco  186%  IBT% asan s 455 fOr 2022 indicates a ratio of 15.9% which is notably less than the industry median
of 25.0% and also lower than MCD's historical ratios from 2018 to 2022. As we

200.000 182.083 193.

166.928
15,4%
150.000
100.000
50000 3107534112 35,197 [ 35.623

2018 2021 2022
Debt MEEEEV e=D/EV Ratio

Exhibit 36: Historical D/IEV = Cost of Equity

15,9%|

anticipate that McDonald's will not increase its mounting debt to the same extent
as before due to a higher interest rate environment, we have set a target D/EV
ratio of 14.0%, which seems very reasonable after gaining insights from a

comprehensive sensitivity analysis and review of capital structure benchmarks.

The Capital Asset Pricing Model (CAPM) was employed to derive the cost of

equity. The selected risk-free interest rate was identified as a 10-year U.S.

WACC Inputs

, Treasury bill, reflecting a rate of 4.31%. This selection was influenced by
Risk-free rate 4.31%

MRP 5.00% McDonald's strong U.S. operations and the general acceptance of U.S. Treasury
Levered Beta 0,66 bonds as a reliable risk-free rate, with the maturity of the chosen bond aligning
Cost of Equi 7,61% . . . . .

qdy - with the forecast horizon. For the market risk premium, a figure of a 5.0% US
Cost of Debt 5,36%
Tax Rate 22.08% market risk premium was sourced from Professor Damodaran's research. This
Debt to EV ratio 14,00% choice was made to ensure alignment with standard practices in investment
i i 9 . . . .

Equity to EV ratio 86,00% banking, which frequently rely on his estimates.
Target Debt to Equity 16,28%
WACC 7,13% Two methodologies were employed for Beta (8) determination. First, beta was

Exhibit 37: WACC Inputs measured using the covariance between McDonald's return and the MSCI World,

with the MSCI being used as a proxy for the market. MSCI World was chosen
over the S&P 500 because McDonald's operates in more than 100 countries and

has relevant sales outside the U.S. Beta was calculated using data sets spanning
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3, 5 and 10 years, analysed using both monthly and weekly data. This extensive

analysis was selected to reduce biases associated with shorter timeframes and
Levered Beta Multiple 3 Years 0,60

Levered Beta Multiple 5 Years 072 certain days of the week, resulting in a more reliable representation of the
Regression: movement of McDonald's stock over time.
3 years weekly 0,62
> years weekly 077 The second approach involved comparing McDonald's beta to the average
10 years weekly 0,71
3 years monthly 0,60 unlevered beta of its peers. Using projected 5-year and 3-year betas and relevant
5 years monthly 064 financial figures, the peer group's average unlevered beta was discerned and
10 years monthly 0,63

Exhibit 38: Calculated then relevered using McDonald's target capital structure and marginal tax rate.

Levered Betas By averaging the results from both the initial method and the second comparative

approach, the combined leveraged beta for McDonald's was determined to be

0.66. This resulted in an imputed cost of equity of 7.61%.
= Cost of Debt

To ascertain McDonald's long-term cost of debt, the market values of the five
most recent bond issuances in the U.S. between 2022 and 2023 were analysed.
By weighting these against the outstanding sum of each bond, an overarching
weighted YTM was derived. The subsequent cost of debt was calculated by
factoring in a default rate of 67.10%, which was sourced from Bloomberg, and a
default probability of 0.03%, which was sourced from Refinitiv. This led to an
expected cost of debt of 5.36%, and a cost of debt after tax of 4.17%.

Using the projected costs of equity and debt with a five-year average effective tax
rate of 22.08%, the WACC was determined to be 7.13%.

ROIC and Long-Term Growth Rate

In evaluating McDonald's capital efficiency, the focus is on the Return on
Invested Capital (ROIC). Over five years, McDonald's ROIC rose from 26.6% to
29.4%, despite a dip in 2020 due to the COVID-19 pandemic. Consistently
surpassing its WACC, McDonald's demonstrates effective operational

performance and strategic capital allocation. Comparative analysis with

2018 2019 2020 2021 2022 . ) i
ROIC | 261%| 27.1%| 20,4%| 28,1%| 234% competitors like Restaurant Brands International (RBI) and Wendy's shows

Eﬁ*;ik;i;r?ggﬁeef ROIC McDonald's strong position, although it trails behind YUM! Brands' ROIC of
60.5% as exhibt 4 shows in 2022. The improvement of ROIC is driven by
McDonald's refranchising strategy and the resulting improvement in margins,
while CAPEX remaine stable. With ongoing refranchising and investment in

areas like digitalization, McDonald's ROIC is projected to reach 44.7% by 2033.

A cautious but informed methodology was used to assess McDonald's terminal
value growth rate. This considered the company's strong market presence,
expansion opportunities in emerging markets and possible saturation in

developed areas. Three rates were evaluated: an effective revenue-weighted
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inflation rate of 2.3%, which reflects McDonald's pricing power in line with
inflation; a sustainable growth rate of 5.6%, calculated by multiplying operating
ROIC by the retention rate, which reflects the company's efficiency in reinvesting
retained earnings; and the long-term world GDP growth rate of 2.4% projected for
2031-2034. This approach ensures a balanced and realistic view of McDonald's
growth potential, taking into account both internal financial strategies and

external economic indicators.
Discounted-Cashflow-Model

McDonald's Corporation (MCD) was valued using the discounted cash flow
(DCF) method, reflecting its widespread acceptance as a robust valuation
31,28% technique. The projection period was split into two distinct forecast periods: the
first from 2023 to 2030 followed by the second from 2031 to 2033, in order to
better facilitate the transition towards a stable steady state. The enterprise value
of MCD as of 31 December 2024 was then adjusted by deducting net debt,

resulting in an equity value of $261.9 bn. This translates into a per share

% Projection Period ® % Terminal Value valuation of $308.4, based on the current number of shares outstanding. An
Exhibit 40: Allocation of Enterprise Adjusted Present Value (APV) approach was utilized to confirm the DCF
Value to projection period and . . . . . .
terminal 5a|de P valuation. The APV method resulted in a marginal variance with a share price

estimate of $309.0. The difference in share prices calculated from the DCF and
APV methods is only 0.2%. This highlights the need to take into account the

varying evaluations of the tax shield that are inherent to each approach.
Sensitivity Analysis

In order to assess the robustness of the valuation of McDonald's, a
comprehensive sensitivity analysis was performed to analyse the impact of key
assumptions on the valuation. The analysis focused primarily on the WACC and

the long-term growth rate, as these play an important role in the DCF valuation.

Sensitivity Analysis WACC

Cost of Debt The analysis began by examining the impact of a 0.4% increase or decrease in
4,56% 4,96% 5,36% 5,76% 5,76%

6s1% 3% eao% sau  eas%  easw | DOth the cost of debt and the cost of equity, using a detailed matrix to show their

Costof | 7,21% 6,70% 6,74% 6,78% 6,83% 6,83%

ety | 7610 704% | 7,00% sam 71w | interaction and impact on valuation. The results showed a 24.0% change in

8,01% 7,39% 7,43% 7,47% 7,52% 7,52%

sa%  7oe% 700 7900 s soe | WACC due to extreme shifts in the cost of equity, while similar movements in the

Exhibit 41: Sensitivity Analysis cost of debt resulted in a variance of only 1.8%. This difference is attributed to
WACC

McDonald's target debt-to-equity ratio of 16.3%, which amplifies the impact of the

Sensitivity Analysis Enterprise Value cost Of eq u |ty

WACC
6,13% 6,63% 7,13% 7,63% 8,13%

1a0% 281626 252751 220000 200145 102302 INEXE, the WACC was varied between 6.13% and 8.13% to account for possible

Terminal | 4 900 305.847 271529 243.865 221.108 202.071

G | o 336563 200747 [N 2535 23ses| flUCTUAtions in the market's risk assessment, resulting in an enterprise value

2,90% 376.793 324.191 284.129 252.623 227.214

sa0% 431766 362755 312350 273070 23773 Detween 213.6 bn. and 336.6 bn., while the long-term growth rate was adjusted

Exhibit 42: Sensitivity Analysis between 1.4% and 3.4%, resulting in an EV between 229.0 bn. and 312.4 bn.
Enterprise Value
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This shows that while the valuation is sensitive to changes in both the WACC and
the long-term growth rate, it is more sensitive to adjustments in the right WACC.
This result underlines the importance of an accurate estimation of the cost of

capital in the valuation of MCD.

Exhibit 43 analyses how rising interest rates impact equity cost and WACC,

especially with recent central bank rate hikes. It shows that small changes in the

Risk-freerate  3,31% 3,81% 4,31% 4,81% 5,31%

CostofEquity 661% 711% 7,61% 811% 861%  rigk-free rate, like a 0.5% increase, significantly affect the cost of capital. This
WACC 6,27% 6,70% 7,13% 7,56% 7,99%

Exhibit 43: Sensitivity Analysis underscores the importance of interest rate fluctuations in financial modelling and
risk-free rate

corporate valuation.

Finally, the sensitivity analysis was extended to include changes in the terminal
growth rate in order to measure the resulting changes in the share price. As
exhibit 44 shows, the company's valuation is highly sensitive to changes in

growth rates.

40 .- B
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1,65% 1,80% 1,95% 2,10% 2,25% 2,40% 2,55% 2,70% 2,85%

sssees Share Price

Exhibit 44: Sensitivity Analysis relative to growth rate
The sensitivity analysis conducted confirms MCD's position for stable growth.
However, anticipated fluctuations in discount rates and growth prospects may
cause considerable changes in valuation and impact investment decisions.
Continuously monitoring market conditions is advised to arrive at an accurate

assessment of MCD's fundamental value.
Comparables

In this section, the trading comparables methodology was used to value
McDonald's. Firstly, competitors were identified based on their business model,
geographical coverage, enterprise value, sales growth and profitability. The peers

that were selected, as previously mentioned, included Yum! Brands, Wendy's,

EV/Sales EV/EBITDA EV/EBIT P/E

Starbucks, Domino's Pizza, Chipotle Mexican Grill, and Restaurant Brands

International to provide a comparative valuation of MCD.

As exhibit 45 shows, MCD is slightly below the peer median for all ratios except

EV/Sales. For EV/Sales, MCD has a significantly higher value of 9.0 compared to

MED &4 16:8 192 0] the peer median of 3.9. This discrepancy suggests that the market has a higher
Exhibit 45: Peer Multiples . , . . .
Comparison perception of McDonald's sales than its peers, possibly due to its stronger brand
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recognition and global presence. However, the EV/EBITDA, EV/EBIT, and P/E
ratios suggest a relative undervaluation in terms of earnings potential and
profitability. This juxtaposition may suggest that while McDonald's is recognised
for its size and sales volume, there are concerns or lower expectations about its

286,1 287,5 289,5

2 I I I 80 future growth and earnings efficiency compared to its peers.

=0 Looking at exhibit 46, all metrics except the EV/Sales ratio suggest a median

100,0 87,3

17,9
50,0 .
) 39

EV/Sales EV/EBITDA E\

m—Share Pprice Multisie and the actual market price, it appears that McDonald's is now appropriately

S o share price range of $286.1 to $289.5, indicating that MCD's valuation is largely
I in line with its current share price of $291.42 (13.12.23) and a 52-week range of

0 $245.7 to $299.4. Considering this discrepancy between CCA's suggested prices
V/EBIT P/E

Exhibit 46: Multiples overview valued or even slightly overvalued. This adjustment in valuation might prompt a
revaluation among investors, especially those with a keen eye on risk
assessment and market trends. It could lead to a cautious approach towards
investing in McDonald's, with a focus on monitoring the company's strategic
initiatives and market responses to ensure continued alignment with its valuation.
Such an outlook could temper expectations for rapid growth but reinforce

confidence in the company's resilience and long-term market position.

Nevertheless, it is important to recognise the inherent complexities of directly
comparing McDonald's to its selected peers as all peers differ in size, business
model and geographical reach. Given its status as a market leader with a
significant competitive moat and the highest market capitalisation in its peer
group, McDonald's unique position makes direct comparisons challenging. This
highlights the nature of relative valuation through trading comparables, which,
while insightful, need to be contextualised within broader market and operational

dynamics.
Scenario Analysis

To further factor in potential risks and upside for the McDonald’s stock, we
conducted a scenario analysis, addressing different sales growth scenarios for
the different business lines as well as different scenarios for expense ratios.
Comparing the base case, the worst case and best-case scenario shows, how
important supply chain, a steady market share, and other risk factors are to

McDonald’s share price development.
= Worst case — 15% probability

The introduction of Wegovy, an anti-obesity medication, is poised to catalyze a

significant shift in consumer eating habits.** This shift towards healthier lifestyles

14 Handelsblatt, 2023
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Exhibit 47: EBITDA Margin
development base case vs worst case
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Exhibit 48: EBITDA Margin
development base case vs best case

49,3%

44,8%

33

50,7%

49,3%

33

could lead to a systemic decrease in the demand for fast food, a sector where
McDonald's reigns supreme. As health consciousness gains momentum, spurred
by the success of medications like Wegovy, we could witness a paradigm shift in
consumer preferences. This trend, coupled with the possibility of stringent
regulatory measures targeting the fast-food industry, could present a complex
scenario for McDonald's. The company may need to navigate through these
changes by re-evaluating its menu offerings and marketing strategies to align
with a more health-focused consumer base. In the current economic climate
marked by rising inflation, McDonald's also faces the critical challenge of
balancing cost management with customer value propositions. The ability to pass
on increased operational costs to consumers is hindered by the company's
established market presence in highly competitive and diverse global markets.
Areas with lower purchasing power or heightened price sensitivity could
particularly impede McDonald's ability to offset these rising costs. Furthermore,
the erosion of consumer spending power due to inflation could lead to reduced
frequency in dining out, opting instead for more affordable alternatives. These
factors, in combination, could exacerbate the impact on market share and
profitability. To properly reflect those risks, we assumed a decrease in revenue of
about 18,32% across all regions compared to the base case. To weigh in
inflationary pressure, we also assumed an increase in cost of sales in percentage
of revenue of 1%. This leads us to a valuation of $238.5 which turns out to be a
decline of 23% from our base case. We assume the worst-case scenario to have
a probability of 15%.

= Best Case — 10% probability

In an optimistic economic landscape, McDonald's thrives remarkably, benefiting
from a global upsurge in economic activity. This environment leads to increased
consumer spending power, translating into higher frequency of restaurant visits
and larger transaction sizes. McDonald's capitalizes on this uptick by introducing
innovative menu items that resonate strongly with consumers. These offerings,
potentially including healthier options and advanced food technologies like plant-
based proteins, not only draw in new customers but also deepen the loyalty of
existing ones. Operationally, McDonald's excels, achieving notable efficiencies
across its supply chain and in-store operations. These improvements help in cost
reduction without compromising on quality, enhancing overall profitability. These
operational advancements, combined with initiatives to save energy and optimize
labor, contribute substantially to the company's bottom line. In this best-case
scenario, all these factors synergistically contribute to an extraordinary growth
trajectory for McDonald's, reflected in a revenue growth 6,1% higher than the

base case while also decreasing cost of sales in percentage of revenue by 1%
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which leads to expanded margins. Our best-case scenario estimates a valuation
of $357.2, an increase of 16% compared to our base case. We assume the best-

case scenario to have a probability of 10%.
Key Risks

After conducting a thorough valuation and analysis of McDonald's, it is imperative
to examine the potential risks the company may encounter, in order to provide a
comprehensive and coherent analysis. This section outlines the primary risks,
evaluating their probability and economic impact to provide a well-rounded

perspective for an accurate assessment of the company's future prospects.

Central to McDonald's profitability is the execution of its strategic plan,
'‘Accelerating the Arches'. This plan, with a medium probability of risk but high
Strategic Execution Risk economic impact, relies on McDonald's ability to adapt to changing consumer
preferences, particularly in digital, environmental, and social responsibility areas.
The company's initiatives, like the 2020 introduction of the 'McPlant' burger,
signify its response to evolving market demands. However, failure to effectively

navigate these trends could result in significant financial setbacks.

Operating in the highly competitive Informal Eating Out (IEO) sector, McDonald's
faces a variety of competitors, from quick-service restaurants to local food
providers. This scenario, posing a high probability of risk with medium economic
Competitive Landscape . . , . . C
impact, requires McDonald’s to continuously innovate and adapt to maintain its
market position amidst shifting consumer preferences, intense price competition

as well as periods of market consolidation.

McDonald's global presence across over 100 countries introduces complex
geopolitical and operational risks. These risks, with a low probability but high
- . economic impact, stem from diverse -cultural, regulatory, and economic
Geopolitical and operational
Risks environments. Issues like the Israel conflict'® and the 2023 strikes in Italy®
highlight the challenges in maintaining brand integrity and operational efficiency

amidst political unrest and labour disputes.

McDonald's faces significant risks related to international laws and regulations in

. areas such as food safety and marketing practices. With a high probability and

Legal and Regulatory Risks
economic impact, these risks demand ongoing compliance efforts, exemplified by

legal disputes over promotional practices.

McDonald's global footprint subjects it to a variety of economic risks, notably
Debt & Currency Risks currency fluctuations and inflation. With 38% of its debt held in foreign currencies

and 57.9% of its 2022 sales occurring outside the U.S., the company faces

15 Source: CNN, 2023
16 Source: Business Insider, 2023
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considerable exposure to changes in exchange rates. This exposure is

Strategic Execution Medium High

Competitive Landscape | High Medium compounded by McDonald's substantial long-term debt with about $6.9 bn. due
Geopolitical Factors Low High

Labor and Supply Chain | Medium Medium within the next two years. Such a debt structure makes McDonald's particularly
Regulatory Compliance High High

Debt & Currency Risk High High sensitive to interest rate variations, which could adversely affect its debt servicing
Financial Leverage Medium High X A X i A

Exhibit 49: Risk Assessment - capacity, credit ratings, and overall financial health.

Probability and Economic Impact

Analysis In conclusion, McDonald's navigates a complex landscape of risks requiring

strategic foresight and robust risk management. Exhibit 49 provides a
summarized risk assessment, emphasizing the importance of understanding
these risks for a comprehensive evaluation of McDonald’s prospects in the

dynamic global fast-food industry.
= ESG

In the fast-paced world of the QSR industry, sustainability is no longer just a
buzzword, but a cornerstone of corporate strategy and competitive differentiation.

. For MCD, integrating sustainability into its strategic vision is not only a response
100

CSR Strategy 80/\_ Resource use

40
Shareholder 20 numanrights S€€ that in the environmental area of sustainability, MCD has a strong profile

0

to escalating regulatory challenges, but also a strategic imperative to ensure the

long-term profitability and resilience of the brand. Looking at Exhibit 50 we can

\

\ compared to its peer group. MCD excels in emissions management, suggesting a
Management \/___./ Res‘:g:;;“w robust approach to environmental responsibility. However, this strength is offset

by areas where MCD does not perform as well. The company's resource

Community Workforce

OMcD 0 Peer Group utilization indicates lower efficiency than its peers, a discrepancy that could

Exhibit 50: ESG KPI translate into higher operating costs and a negative environmental footprint,
Performance

improving in this matter could therefore have direct upwards impact on margin
performance. Another notable divergence is observed in workforce management,

80

where MCD trails its peers. This is a crucial aspect as it has a direct impact on

73
70

68 employee satisfaction, productivity and brand reputation. Investing in the
workforce is investing in the foundation of the business, and any negligence in
this area can lead to high turnover rates and diminished brand value. Community
engagement is another area where MCD scores lower, which could have

RBI McD Wendys Yum!

Exhibit 51: ESG Score negative implications on local support and potentially complicate expansion plans
or crisis management. Building a robust community around the brand is essential
for sustained business operations, especially for companies with a conspicuous
global presence. In terms of a holistic ESG score, MCD performs just below
average compared to its Peers and must be monitored in terms of the mentioned

risks.t”

Recommendation

17 source: LSEG, 2023
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Based on the comprehensive valuation analysis presented in this equity research
report, our recommendation is to HOLD McDonald's stock based on an analysis
of its financial performance, market position, and future outlook. Our analysis
projects a share price of $304.35 for MCD by 31 December 2024. To value

Recommendation - HOLD

MCD's shares, we utilize a weighted average approach, with 80% allocated to
cash flow-based valuations (DCF and APV), and 20% to multiple valuations. The
rationale for implementing these precise weightings is rooted in the proposition
that valuations based on cash flow, because of their direct emphasis on the
company's operational efficiency and ability to generate earnings, are considered
to be more reflective of McDonald's intrinsic value. Meanwhile, multiples provide

a market-based perspective, justifying a lesser but still significant weightage.

The EV/Sales multiple has been excluded from these calculations due to its
marked divergence from other valuation metrics, and as a significant outlier. As
Our Target Share Price for of 13th December 2023, MCD's closing stock price was $291.42, marking a 4.4%
MCD is $304.35 — 4.4% above deviation below our determined price target. This notable discrepancy suggests a
the current share price potential for stock appreciation, guiding our recommendation to hold MCD
shares. The proximity of our price target to the current market price indicates a

market perception of McDonald's that aligns closely with our analysis.

Our valuation methodology and projections take into account McDonald's robust
brand equity, unique market standing, extensive global footprint, and an
increasing share of franchised operations anticipated to boost margins.
Furthermore, the projected rise in sales and expansion of store networks are
integral to our assessment. Our confidence in McDonald's lies in its proven ability
to adapt to evolving macroeconomic conditions. The company's agility in
responding to global market trends, strategic emphasis on digital integration, and
ongoing expansion in both established and developing markets are factors we

believe will continue to drive its growth path.

Valuation Summary - Range of implied share prices

Cashflow based Valuation APV 278, s [ :::- s
Cashflow based Valuation DCF 2776 s [T ::::s
Trading Comps: EV / EBITDA oY 0000 3 1 BB
Trading Comps: EV / EBIT 258,85 [NNNENEGEGEEE I :ic:s
Trading Comps: P/ 205 [N I 5s-

200,0 2250 250,0 275,0 300,0 325,0 350,0

Current Share Price S 291,42

Recommended Share Price $ 30435

Exhibit 52: Football Chart — Valuation Summary
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Appendix

Financial Statements

Income Statement for McDonalds Corp.

Historical Period Projection Period Steady State
Year ended December 31 ($, in millions) FY2018A FY2019A FY2020A FY2021A FY2022A FY2023E FY2024F FY2025F FY2026F FY2027F FY2028F FY2029F FY2030F FY2031F FY2032F FY2033F
Forecast Income Statement
Operating Actiy
Revenues 21.257,9 21.360,4 192078 232229 231826 |  25.0918 271183  29.460,6 320070 347817  37.8064 410969  44.6723| 463129 483372 504503
Sales by Company-operated restaurants 10.012,7 9.420,8 8.139,2 9.464,8 10.007,0 10.743,5 11.528,8 12.356,0 13.244,4 14.189,7 15.193,4 15.095,0 15.7315 16.395,5
Revenues from franchised restaurants 11.012,5 11.655,7 15.290,1 16.747,1 18.321,5 20.048,4 21.958,6 24.054,3 26.355,3 28.879,0 30.596,1 31.956,6 333773
Other Revenues 2327 2879 3425 350,1 3369 364,1 3956 4298 467,1 507,7 5519 599,9 621,9 649,1 6775
d es. (10.4253) (10.185,0) (9.455,7) (10.642,7) (9.9754)|  (10.944,7) (11.6654)  (12.578,7)  (13.563,3)  (14.6188) (15.763,1)  (16.9965) (18.3245) (18.5282) (19.3504)  (20.210,4)
Company-operated restaurant expenses (7.7606) (6.9812) (8.047,3) (7.3809)]  (7.8992) (83517)  (89664)  (96218) (103122) (110536) (118425) (126803) (125981) (13.1293) (13.6835)
Food & Paper (2.9803) 2 (2.982,7) (3.1536)  (33856) (36331) (38938) (4.1738)  (44717)  (47880) (47569) (49575)  (5.1668)
Payroll & employee benefits (2.745,0) (29022)  (3.1158)  (3.3436)  (3.5835)  (3.8411)  (4.1153)  (4.4064) (4.377,8)  (4.5624)  (4.7550)
Occupancy & other aperating expenses (21715) (22959)  (24649)  (26451)  (28349)  (30387)  (32556)  (34859) (34633) (36093) (37617
Other restaurant expenses (275,5) (297,8) (3235) (351,5) (381,9) (415,1) (451,3) (490,5)| (508,5) (530,8) (554,0)
Franchised restaurants-occupancy expenses (2.770,0) (3.015,9) (3.288,8) (3.590,0) (3.924,7) (4.294,4) (4.702,8) (5.153,7) (5.421,6) (5.690,3) (5.973,0)
Gross Profit 11.179,4 9.752,1 12.580,2 13.207,2 14.147,1 15.452,9 16.882,0 18.443,8 20.162,8 22.043,3 24.100,3 26.347,8 27.784,7 28.986,9 30.239,8
Selling, general & administrative expenses 9) (2.377,8) 24922)  (2.7635) (3.0088)  (3.281,1)  (3.5815)  (3.9155)  (4.2843)  (46917)  (5.1416)| (5.4089)  (5.6769)  (5.959,0)
Other operating (income) expense, net 2813 140,7 2730 1730 269,0 2933 3202 3496 3819 4173 456,1 4985 524,7 5479 572,1
Gains on sales of restaurant businesses
g 96,0 872 2,2 1023 112 1208 1313 1428 1552 1609 1679 1752
Equity in earnings of unconsolidated affiliates 1515 153,8 1770 181,8 1991 2178 2384 261,1 286,0 3134 3434 3638 380,0 396,9
EBITDA 93028 9.493,8 7.647,8 104754 108880 | 116526 127374 139211 152118 166292 _ 181763 _ 198647 217047 | 229005 _ 238578 _ 24.853,0
Depreciation and amortization (2148) 262,5) (32 (704)|  (4395) (4891)  (s424) (5998 (6619  (6076)  (6333)  (e611)|  (6886)  (7174) (747,
Operating Income before Taxes (EBIT) 9.088,0 9.231,3 7.347,2 10.145,7 10.517,6 11.213,0 12.248,3 13.378,7 14.612,0 15.967,3 17.568,7 19.231,5 21.043,6 22.211,9 23.140,5 24.105,9
Notional Taxes. (1.938,6) (2.130,6) (2.208,7) (2.354,7) (2.572,1) (2.809,5) (3.068,5) (3.353,1) (3.689,4) (4.038,6) (4.419,2) (4.664,5) (4.859,5) (5.062,2)
Tax Adjustments 3 3714 63 (28 (1328)  (1450)  (1584)  (1731)  (1904) (2085  (2281)  (2408)  (2508)  (2613)
NOPLAT 6.888,4 6.937,1 5.659,9 8.386,5 8.302,6 8.736,7 9.543,4 10.424,2 11.385,1 12.441,1 13.688,8 14.984,4 16.396,3 17.306,7 18.030,1 18.782,3
Non-Operating Activities
Other operating (income) expense, net (337) (87.2) (2907) (750) (Lu468)  (1502) (1623)  (1764)  (1916)  (2082)  (2263)  (2460)  (2674)  (2772)  (2834)  (3020)
pre-tax charges related to the sale of the Company's business in Russia 1.281.0]
281,0) 5 5 5 - - - - - -
pre-tax gain related to the Company's sale ofits Dynamic Yield business 2710 S o 5 5 5 2 - . . . .
Asset Disposition & Other Expenses (33,7, 75,0) we8)f  (1502)" 623" (764" (916" (082" (22637 (260 (2674 (27727 (894" (3020
Impairment and other charges(gains),net (2317 2850 - - - - - - - - - - - -
Other operating (income) expense, net - Balancing value 03 02 - - - - - - - -
Non operating (income) expense, net = (517,0)] - - - - - - - -
Non-Operating Income Before Taxes (265,4) (161,5) 232) (@663,6) (1502 (1623)  (1764)  (19,6)  (2082) (2263 (2460 (2674 (277 (2898 (3020
Notional Taxes. 7 339 49 4,2) 349,4 315 341 370 40,2 437 4715 51,7 56,2 58,2 60,8 63,4
Tax Adjustments 85 62 05 77 10 16 18 19 21 23 25 27 29 30 31 33
Non-Operating Income After Taxes (before OCI) (201,2) (121,4) 1738 @By @e (1265)  (1374)  (1493)  (1622) (1763 (1917) (2084  (2160) (2255 (2353
Other Comprehensive Income (431,1) 131 87,1 - - - - - - - -
After Taxes (after OCI) (632,3) 54 (122,0) 186,9 (1.226,2) (117,0) (126,5) (137,4) (149,3) (162,2) (176,3) (191,7) (208,4) (216,0) (225,5) (235,3)
Financing Activities
Interest expenses (981,2] (1.121,9) (1.218,1) (. 12070 (1.366,5) (1427,7)  (1.4892)  (1.5504)  (1.6104)  (1.6689)  (1.7094)  (1749,0) (17885  (1.827,4)  (1.867.2)
Nonoperating (income) expense, net 25,3] 70,2 348 (42,3) 1784 48,4 50,1 51,8 534 55,0 56,4 57,8 59,2 60,5 61,8 63,1
Financial Result before Taxes (1.006,5) (1.051,7) (1.183,3) (1.228,1) (1.028,6)  (1.318,0) (1377,6)  (1.437,4)  (1.496,9)  (1.5554)  (1.612,5)  (1.651,6)  (1.689,9) (1.728,0)  (1.765,6)  (1.804,0)
Notional Taxes 2114 2485 257,9 216,0 276,8 2893 3019 3144 3266 3386 3468 3549 362,9 3708 3788
Tax Adjustments 32,2 40,5 232 (45,0) 06 143 149 156 16,2 16,9 17,5 179 183 187 191 196
Financial Result after Taxes (762,9) (790,3) (911,6) (1.015,2) (812,0)]  (1.026,9) (1073,3)  (1.120,0)  (1.166,4)  (1.211,9)  (1.256,4)  (1.2869)  (1.316,7) (1.3464)  (1.375,7)  (1.405,6)
Total Cc i me for the Year (excluding OCI) 5.924,3 6.025,4 4.730,5 7.545,2 6.177,4 7.592,8 8.343,6 9.166,8 10.069,4 11.066,9 12.256,1 13.505,8 14.871,3 15.744,2 16.429,0 17.141,4
Total Cc i me for the Year (including OCI) 5.493,2 6.152,2 4.626,4 7.558,3 6.264,5 7.592,8 8.343,6 9.166,8 10.069,4 11.066,9 12.256,1 13.505,8 14.871,3 15.744,2 16.429,0 17.141,4
Cashflow Statemen
storical Period Projection Period Steady State

Year ended December 31 (3, in m

FY2018A FY2019A FY2020A FY2021A FY2022A FY2023E FY2024F FY2025F FY2026F FY2027F FY2028F FY2029F FY2030F FY2031F FY2032F FY2033F

Free Cashflow

Cashflow
NOPLAT 6.888,4 6.937,1 5.659,9 8.386,5 8.302,6 8.736,7 9.543,4 104242 113851 124411 136888 149844 16393 | 17.3067  18.030,1 187823
Depreciation & Amortization 2148 262,5 300,6 329,7 370,4 489,1 542,4 599,8 661,9 607,6 633,3 661,1 688,6 717,4 747,1
Gross Cash Flow 7.103,2 7.199,6 5.960,5 8.716,2 8.673,0 9.1763  10.0325 109665  11.984,9  13.103,0  14.2965 156176  17.0575| 17.9952 187475  19.529,4
Delta in NWC 701,1 97,3 7354 (400,0) 331,0 1153 127,1 1406 156,6 1732 1918 2124 1434 147,6 155,4
Delta Capex (14.9085)  (2.3834) 1758 1.630,3 (2.4473)  (1897,8)  (20770)  (2.2688)  (2.4793)  (2.5853)  (2.7855)  (3.0029) (2.9512)  (3.0416)  (3.1555)
Delta Goodwill (345,9) (95,7) © (117,9) - - - - - - - - - - -
Delta Long-term lease liability 12.757,8 563,5 (300,4) (886,5) 1.301,6 389,9 4233 4496 501,3 514,1 539,0 5634 327,0 3334 339,9
Total (1.7955)  (1.818,3) 601,4 2259 (8148)  (1.3926)  (1.5266)  (1.6786)  (1.821,4)  (1.8980)  (2.054,7)  (2227,1)] (2.480,7)  (2.5606)  (2.660,2)
Operating FCF 7.103,2 5.404,1 4.142,2 9.317,6 8.899,0 8.361,5 8.639,9 9.440,0 103062  11.281,6 123985  13.562,9  14.830,4| 155145  16.1869  16.869,2
Growth in% 233% 1249% 4.5% -6.0% 33% 3% 2% 95% 99% 9% 93% 46% 43% 42%
Non operating result (201,2) (121,4) (17,9) 1738 (13133) (117,0) (126,5) (137,4) (149,3) (162,2) (176,3) (19,7) (208,4) (216,0) (225,5) (2353)
Delta Derivative Assets 106,6 (499,9) 1.660,1 (2305)  (11228) (255,4) (295,2) (3209) (349,7) (381,2) (414,7) (450,6)| (206,7) (255,1) (266,3)
Delta Tax asset (liability) 3845 801,2 (2.75L6)  (1.370,4) 69,4 736 85,1 92,5 1008 109,9 1196 129,9 59,6 73,6 76,8
Delta Derivative Liabilities (116,7) 74,5 269 (29,2) 1738 99,0 1144 1244 1355 147,7 160,7 174,6 80,1 98,9 103,2
Non operating FCF (201,2) 2530 357,9 (890,8)  (2.943,4) (996,7) (209,2) (233,1) (2533) (275,5) (299,9) (326,1) (354,4)| (283,0) (308,1) (3216)
Growth in % 41,5% -348,9% 230,4% -66,1% -79,0% 11,4% 87% 88% 88% 87% 87% -20,1% 89% 44%
Total FCF 5.657,1 4.500,2 8.426,8 5.955,6 7.364,9 8.430,6 9.206,9 100529  11.0061 120986 132369  144760| 152315 158788  16.547,6
Growth in% 205% 87,3% 293% 23,7% 145% 2% 2% 95% 99% 9% 9% 52% 42% 42%
Financing FCF

ancing Result (762,9) (790,3) (911,6)  (1.0152) (812,0) (10269)  (10733)  (1120,0) (1.1664)  (1.211,9)  (1.2564)  (1.286,9)  (13167)| (1346,4)  (13757)  (1.4056)
Delta Net Debt 3.1105 756,5 (3.090,4) 2.436,2 4.067,1 1.409,6 13916 13574 13013 1.2347 11492 11254 1.115,0 11009 11238
Change in Equity (1.951,9) 3854 3.2239 (1.402,4)|  (2.812.2) (4233) (311,8) (174,6) (285) 179,2 406,6 586,6 744,2 825,0 8756
Comprehensive Income 6.025,4 4.7305 7.545,2 6.177,4 7.592,8 8.343,6 9.1668 100694 110669 122561 135058  14.871,3| 157442 164290  17.1414
Financial Free Cashflow (762,9)  (5.657,1)  (4.5002)  (8.426,8)  (5.9556)] (7.364,9)  (8.430,6)  (9.206,9) (10.052,9) (11.006,1) (12.098,6) (13.2369) (14.476,0)] (15.231,5) (15.878,8) (16.547,6)
Growth in% 20.5% 87.9% 29.3% 23,7% 145% 2% 2% 95% 99% 4% 9.4% 52% 42% 42%
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Historical Period Projection Period Steady State

Year ended December 31 (3, in millions) RPN CY P T S A7) 7 USRI T FY2023E  FV2024F  FY2025F  FY2026F  FY2027F  FY2028F  FY2020F  FY2030F | FY2031F  FY2032F  FY2033F
Balance Sheet Forecast
Core business
Operating cash 66,2 66,6 59,9 724 72,2 782 84,5 91,8 99,7 1084 117,8 1281 139,2 144,3 150,6 157,2
Accounts receivable 24415 2.2242 2.1103 18724 21150 21561 23303 25315 27504 29888 32487  3.531,4  3.8387| 39797 41536 43352
Inventories, at cost, not in excess of market 51,1 50,2 51,1 55,6 52,0 56,2 59,9 64,6 696 751 809 873 94,1 95,1 99,4 103,8
Deferred revenues - nitial franchise liabilities (627,8) (660,6) (702,0 (738,3) (757,8) (855,6) (937)  (1.0252) (1.121,9) (L2287) (L3460)  (1.4748) (1.6160) (1.712,1) (17882)  (1.867,7)
Accounts payable (1.207,9) (988,2) (7413)  (1.006,8) (980,2)|  (1.055,4)  (1.1249) (12130) (13079)  (1.4097) (1.5200) (1.639,0) (L767,1)| (17867  (1.866,0)  (1.9489)
Current Liabilities (9866)  (1.6567)  (1.839,8)  (2.0525)  (1.8985) (2.107,8) (2.2562) (24204) (2.6013) (2.8017) (3.0225) (3.2660) (3.5342)| (3.7090) (3.8858)  (4.0713)

Lease liability - (621,0) (701,5) (705,5) (661,1) (674,3) (695,5) (718,5) (743,5) (770,7) (800,2) (832,4) (867,3) (903,4) (941,) (980,4)

Accrued payroll and other liabilities (9866)  (1.0357)  (11383)  (1.3470)  (1.2374)| (14334) (L560,7) (L7019) (1857,8) (203L0) (22223) (2.4336) (2.667,0) (2.8056) (2.9446)  (3.0909)
NWC (263,5) (9645)  (1.0618)  (1.797,2)  (1.397,3)] (1.7282) (1.8436) (1.970,7) (2111,3) (22679) (2.441,1) (2.6330) (2.8453)] (2.9887) (3.1364) (3.2918)
Goodwill N 23315 2.677,4 27731 2.782,5 2.900,4 29004 29004 29004 29004 29004 29004 29004 29004 | 29004 29004  2.9004
Intangible Assets - net N - - 691,2 7950 864,3 899,1 971,7 10557 11469 12464 13547 14727 16008 | 16596 17321 17942
Property Plant & Equipment 22.842,7 24.160,0 24.958,2 24.7206 237736 | 244855 252548  26.0907 269987  27.9855  29.0581 302240 31.491,4 | 32.8053 341737 355993
Lease right-of-use asset, net 13.261,2 13.827,7 13.552,0 125657 | 13.3427  13.7619 142174 147122 152499 158344 164697 171604 | 17.8764  18.6220 193988
Investments in advance to affiliates 1.202,8 1.2703 1.297,2 1.201,2 1.064,5 15486 16962 18556 20305 22240 24363 26693 29249 | 30988 32366  3.3805
Long-term lease liability N (12757,8)  (13321,3)  (13.0209)  (12.134,4) (13.4360) (13.8259) (14.2493) (14.6988) (15.2001) (15.7143) (16.2533) (16.8167) (17.1437) (17.477,1) (17.817,0)
Core Invested Capital 26.113,5 27.6466  29.1643 282332 27.6368 | 280120 289156 208998 30.9786 321381 334285  34.8499 364159 | 382080  40.051,3 419644
Non Core business
Derivative Assets 3.0756 2.969,0 3.468,9 1.808,8 2.039,3 31621  3.4175 37126 40336 43832 47644 51791  5.6296| 58364 60915  6.3578
Tax asset (liability) (37787)  (4.1632)  (4.964,4) (22128 (842,4) (911,8) (9854)  (L070,5)  (11631) (12639) (13738) (1.4934) (1.6233)| (1.6829) (1.7565) (1.8332)
Derivative Liabilities (1.096,3) (9796)  (10541)  (1.081,0)  (L0518)| (1.2256) (1.3246) (1.4390) (L5634) (L6989) (1.8466) (2.007,3) (2.1820)| (22621) (2.3610) (2.464.2)
Non Core invested capital (1.799,4)  (2.173,8)  (2.549,6)  (1.485,0) 145,1 10247 11075 12031 13071 14204 15440 16784  1.824,4| 18914 19740  2.060,3
Financing
Long-term debt 31.075,3 34.118,1 35.196,8 35.622,7 35.903,5 | 39.8638  41.2527  42.622,9 439586 452380 464507  47.578,1  48.680,9 | 49.7795  50.8629  51.968,6
Current maturities of longterm debt - 59,1 2.243,6 - - - - - - - - - - - - -
Accrued Interest 297,0 337,8 3884 3633 3934 4118 426,1 4403 4541 467,3 4798 4915 502,9 5142 5254 5368
Debt 313723 345150  37.8288 359860  36.2969 | 40.2756 41.6788  43.063,2  44.412,7 457053  46.930,6  48.069,5 491838 | 502937 513883 525055
Excess cash 7998 8319 3.389,2 4.636,8 25116 24231 24168 24095 24016 23929 23835 23733  23621| 23570 23507 23441
Net debt 30.572,5 336831  34.4396 313492 337853 | 37.852,4  39.262,0  40.653,7  42.011,1 433124  44.547,0 45.6963  46.821,7 | 47.9367  49.037,6  50.161,3
Equity (6.2584)  (8.210,3)  (7.824,9)  (4.601,0)  (6.003,4)] (8.8156) (9.239,0) (9.550,8)  (9.7254) (9.753,8)  (9.574,6) (9.168,0) (8.5815) (7.837,3)  (7.012,3)  (6.136,6)

DCF Valuation

torical Period Projection Period Steady State

Year ended December 31 (3, in millions) FY2018A FY2019A FY2020A FY2021A FY2022A FY20238 FY2024F  FY2025F FY2026F FY2027F FY2028F FY2029F FY2030F FY2031F FY2032F FY2033F ™
‘Operating Free Cash Flow to Firm (base case) 83615 84306 92069 10,0529 1.006,1 2.098,6 13.2369 15.2315 15.8788 16,547,6 16,9443
Operating Free Cash Flow to Firm (default case) 24992 20270 22123 24136 2.6581 29134 31823 34721 3.6187 3.7805 3.9847 20393
Uttimately expected Cash Flow. 84300 9.206,2 10.052,2 12.097,7 132359 14.474,9 152303 158776 165464 16,9435
discounted @ WACC 7,13% 713% 743 7,13% 7,13% 7,13% 7,13% 7,13 13%| 7,13%
Discount factor 093 087 081 076 071 0,66] 062 058 0,54 050

Discounted FCF 85936 8.758,9 89512 9.184,9 93804 95758 9.405,1 91523 8.903,2 179.961,5

[Enterprise Value
Share projectionPriod
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Disclosures and Disclaimers

Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)
of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)
between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected
dividend yield) over a 12-month period.

This report was prepared by Finn Maschke and Niclas Steinmetz, Master in Finance students of Nova School
of Business and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
master graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who

revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her
academic supervisor is registered with or qualified under CoOMISSAO DO MERCADO DE VALORES MOBILIARIOS
(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or
distribution of this report was required and/or obtained from any local authority, given the exclusive academic
nature of the report.

The additional disclaimers also apply:
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USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.

Germany: Pursuant to 834c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fir
Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be
noted that Nova SBE is a fully-owned state university and there is no relation between the student’'s equity

reports and any fund raising programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively
academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,

estimates or projections used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein

may change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance

are, by nature, subjective, and may be fallible.

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being

denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private

investors. The information and opinions expressed in this report are not intended to be available to any
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person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this

report, students did not have in consideration the specific investment objectives, financial situation or

particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship
(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the
covered company or security” and/ or “A draft of the reports have been shown to the covered company’s
officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later

modified, prior to its publication.”]

The content of each report has been shown or made public to restricted parties prior to its publication in Nova
SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty

members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and
companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus,
Nova SBE may have received compensation from the target company during the last 12 months, related to its
fundraising programs, or indirectly through the sale of educational, consulting or research services.
Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on
the opinions expressed in this report. The Nova School of Business and Economics does not deal for or
otherwise offer any investment or intermediation services to market counterparties, private or intermediate

customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE
may decide to suspend this report reproduction or distribution without further notice. Neither this document
nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than
Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or

to Portuguese citizens is therefore prohibited and unlawful.
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