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INTRODUCTION

This report aims to perform a
valuation of McDonald's Corporation
using two valuation models, Relative
Valuation and Discounted Cash Flow
model.

Firstly, we do a brief presentation of
the company, presenting its
shareholders, management team and
some key ratios of McDonald’s
Corporation comparing to its industry.
Secondly, we present our valuation
using Relative Valuation and then
Discounted Cash Flow Model.

Finally, it is important to mention that
all data used is from the first of March
2023 and this report should not be
used as an investment
recommendation.

Pagina 3



McDonald's Corporation is a
multinational fast-food
restaurant chain that was
founded in 1940 by Richard
and Maurice McDonald in San
Bernardino, California, USA. It
is now headquartered in
Chicago, lllinois, USA.
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The company operates
over 39,000 restaurants
worldwide, serving

approximately 69 million
customers daily in over 100

countries. McDonald's
primarily sells burgers,
chicken products, fries,

breakfast items, soft drinks,
and desserts. The company
also offers a variety of
options for its customers,
including vegetarian and
vegan itens,

COMPANY
DESCRIPTION

and coffee

salads,
beverages. In addition

to its restaurant
operations, McDonald's
has expanded into
other areas such as real
estate, franchising, and
marketing. Most of its
restaurants are owned
by independent
franchisees, with the
company collecting rent
and royalties from
them.
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MAIN SHAREHOLDERS

9,32%  |The Vanguard Group, Inc. 68178 100 18 0,90%

0,38%
7.05%  |BlackRock, Inc. 51569 204 13,6 3,34% 0,3%
4,65% |State Street Global Advisors, Inc. 34034123 9 -1,93% 0,47%
2,20%  |Wellington Management Group LLP 16087 317 4,2 -7,13% 0,73%
1,87% |Geode Capital Management, LLC 13702 475 3,6 1,33% 0,42%
1,43% J.P. Morgan Asset Management, Inc. 10424 810 2,8 -24,56% 0,46%
1,28% Northem Trust Global Investments 9331730 2,5 0,45% 0,46%
1,22% Morgan Stanley, Investment Banking and Brokerage Investments 8948 263 2,4 4,91% 0,43%
1,21% |Norges Bank Investment Management 8 884 607 2,3 15,60% 0,26%
1,18% |T. Rowe Price Group, Inc. 8651215 2,3 9,94% 0,25%
1,18% |UBS Asset Management 8643172 2,3 10,85% 0,39%
1,03%  |BW Mellon Asset Management 7 510245 2 1,62% 0,42%
1,01% |Capital Research and Management Company 7 363399 1,9 -20,12% 0,12%
0,95% Wells Fargo & Company, Securities and 6982629 1,8 -1,00% 0,75%

Source: https://simplywall.st

(1) The amount of shares bought or sold by the shareholder between the last two reporting dates.
(2) What percentage this stock makes up of the shareholders total stock portfolio.

I (V)

MANAGEMENT TEAM

Position Tenure (years) # Shares Owned
Christopher Kempczinski President 3.08 2 580
lan Borden Executive VP & CFO 0.25 7131
Desiree Ralls-Morrison Executive VP 1.67 0
Kevin Ozan Senior Executive Vice President of Strategic Initiatives 0.25 21 581
Joseph Erlinger President of McDonald's USA 7.75 8 187
Brian Rice Executive VP & Global Chief Information Officer 0.33 0
Mike Flores Senior VP & Investor Relations Officer NA 0
Amy Kovalan VP & Chief Compliance Officer 1.92 0
Michael Gonda Senior VP & Chief Communications Cfficer 1.92 0
Morgan Flatley Global Chief Marketing Officer 1.92 0
Heidi Capozzi Corporate Executive VP & Global Chief People Officer 267 0
Jill McDonald Executive VP & President at International Cperated Markets 0.25 0

Source: https://simplywall.st
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KEY RATIOS

KEY RATIOS*

Gross Margin
Operating Margir
Net profit margin
EPS

Return on Equity
Return on Assets
Quick Ratio
Current Ratio
Asset Turnover
Dividend Yield
Payout Ratio

*1st March 2023

McDonald's
56,97%
40,97%
26,65%
8,33%

11,85%
1,24
1,43

0,44
2,31%
67,47%

Industry Average
47,43%
-0,02%
11,28%
6,18%
33,88%
6,83%
0,99
1,23
0,62
1,01%
30,19%
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RELATIVE
VALUATION

Multiple MCD CMG DPZ YUM QSR WEN Average

P/E Non-GAAP (TTM) 26,13 45,46 23,45 28,26 20,54 2711 28,49
EV/EBITDA (TTM) 1959 | 2998 | 1884 | 21,95 | 1577 17,98 20,69
EV/SALES ratio (TTM) 10,32 51 3,44 7 5,36 5,05 6,05
Dividend yield (TTM) 2,20% - 1,50% 1,82% 3,35% 2,85% 2,34%
Price/ Sales (TTM) 8,38 4,81 2,31 5,32 3,04 2,89 4,46
Market Cap (Billions $) 19305 | 41,19 10,41 35,62 29,08 468 52,34

MCD McDonald's Corporation

CMG Chipotle Mexican Grill, Inc.

BEZ Domino's Pizza

YUM Yum! Brands, Inc.

QSR Restaurant Brands International Inc.

WEN Wendy's

Pagina 7




RELATIVE VALUATION
(CONT.)

PER |EV/EBITDA|DIV.YIELD
Average of benchmark assets 28,5 20,7 2,34%
Values for McDonald's TTM
Net income 5912,8
EBITDA 12 056
Equity (Book value)
Revenues
Dividends 3919
Value of operations 212736 249378 211 463
Value of non-operating assets and liabilities 3110 3110 3110
Enterprise value 215845| 252488 | 214573
Debt value 47 380 | 47 380 47 380
Equity value 168 466| 205108 167 193
Number of shares (millions) 732 732 732
Share Price 264 264 264
Market capitalization (€ in millions) 193288 193288 193 288
Deviation vis-a-vis multiple model (€ in millions) 24822 | -11820 26 095
Equity value per share 230,0 280,0 2283
Current value per share (March 1st, 2023) 263.,9
Upside/downside -12,8% 6,1% -13,5%

March 1st, 2023
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COST OF CAPITAL (WACC)

In order to determine the cost of capital of
McDonald’s, it is necessary to estimate the
value of the expected return that the
company should generate to compensate the
investors for the risk that is being taken by
investing in the company.

First, it is necessary to obtain the company's
capital structure, which refers to how the
company finances its operation, including the
debt and equity in its capital structure.

The next step is to determine the cost of debt
and equity. To obtain the cost of equity, it's
used the CAPM formula, and for this, the risk-
free rate is at 10-year US treasury yields.

Ri = Rf + Bi * (Rm - Rf)

Lastly, calculate the weighted average cost of
capital (WACC), which represents the
minimum return the company must generate
on its investments to meet its obligations to
the investors, which for McDonald's is 6,6%.

DCF VALUATION

WACC

Debt 35904
% Debt 15,0%
Cost of Debt 3,4%
Tax Rate 25,0% |
Equity Value 198 406
% Equity 85%
Cost of Equity 6,8%
Risk Free Rate 3,5%
Beta 0,64
Market Risk Premium 5,1%
Debt + Equity 234 310
WACC 6,13%
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DCF VALUATION (CONT.)

DCF

The next step in the valuation process is to compute the enterprise value using one of
the DCF models, the Free Cash Flow model.

The free cash model consists of the principle that the company's worth is equal to the
present value of its future cash flows, discounted by an appropriate rate of return.
This model also takes into consideration the company'’s cash inflows and outflows.
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DCF VALUATION (CONT.)

Ticker MCD Implied Share Price
Date 01/02/2023 Today's Share Price

assymptions

Valuation Assumptions

F:\?O_O Upside (Downside)

WACC FUe 1%
TGR i 208

1 2 3 4 5
DCF 2017 208 2019 2020 2021 2022 2023 2024 2025 2026 2027
Revenue 22 820 21025 21384 19 208 23223 23183 23847 24 120 24 602 25004 25 596
% growth -7.59% 1,6% -101% 20.9% -0.2% 20% 2.0% 2.0% 20% 20%
EBIT 8 3580 8 586 8878 71682 9773 9371 9455 5548 9841 10038 10 238
% margin 3658% 40.8% 41,6% 37.3% 42, 1% 40.4% 400% 40,0% 40,0% 400% 400%
Effective Tax Rate 39,44% 24, 20% 24.85% 22,96% 17,34% 21,10% 25,005 25.00% 25,005 25,008 25,008
|EBI.ﬁT 7 0sq 7236 7381 7528 7679
D&A 1363 1482 1618 1751 13868 1889 1892 19320 1968 2008 2048
% of sales 50% 7.0% 7.6% 91% 5,0% 51% 80% 50% 5,0% 0% 80%
CapEx 1854 2742 2354 1641 2040 1899 2010 2050 2091 2133 2176
% of sales B1% 13,09 11,2% 85% B.8% 8.2% 85% 85% 8,5% 85% 85%
Change in NWC -281 -473 299 -212 454 -545 -284 -289 -20% -300 -307
% of sales (4.3%) (2,.2%) 14% (1,1%) 2,0% (28%) (1,.2%) (1,2%) (1.2%) (1,2%) (1,2%)
Unlevered FCF 7260 7 405 7 553 7704 7 858
Present Value of FCF 6840 6574 638 6071  sass
Terminal Value 1938841
Present Value of Terminal Value 1438654
Enterprise Value 175 607
+ Cash 47 585
- Debt 35 904
Equity Value 187 298
thares 732
Share Price 255,87
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CONCLUSION

In conclusion, there is no doubt that
McDonald's is one of the best
businesses in the fast food industry,
and has seen immense success since
its founding in 1940. McDonald's
brand is known everywhere and their
costumers can expect similar meals
wherever there are around the globe.
Regarding the company’s financials we
concluded that McDonald’s tends to
perform better than its competitors in
a series of key aspects like cost
efficiency, return on assets, the overall
liquidity and the returns it provides to
the shareholders. By running a relative
valuation we also saw that the
company is slightly overvalued (12% to
14%) when considering the PE ratio
and dividend yield multiples. On the
other hand, the EV/ EBITDA multiple
suggests that the company has a slight
upside.

Finally, considering the DCF model
valuation,  according  with  the
underlying assumptions we took to
value the company, we believe that
there can be a downside by investing
in the company, given that the equity
value we calculated is lower than the
value at what the stock is trading in
the present moment.
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DISCLAIMER

The information provided in this equity research report has been prepared by
Catdlica Porto Investment Club, and its members have not and will not receive any
direct or indirect compensation for the views expressed in this document, as they
should not be considered an advertisement.

Furthermore, this research material is provided for informational purposes only,
therefore it does not constitute any offer, recommendation or solicitation to enter
any transaction or adopt any trading or investment strategy, nor does it constitute
any prediction of likely future developments.

Whilst we have taken every reasonable precaution to ensure that this report does not
contain any false or misleading data, we cannot guarantee its accuracy or
completeness, and you should not rely or act on it without verifying its content, as
this material should not be considered, in any way, a substitute of the exercise of
your own judgement.

Most importantly, Catélica Porto Investment Club is not an investment advisor, nor its
members are registered or certified by any local authority, so we are not purporting
to provide you with investment advice. Thus we accept no liability and will not be
liable for any losses or damages arising directly or indirectly from the use of this
document, including the ones associated with potential errors, imperfections or
inaccuracies.

Consequently, if you still desire to make a commitment to invest in the
aforementioned securities, we strongly recommend you to seek advice regarding the
suitability of the securities, taking into account your investment objectives, financial
situation or

particular needs, since the opinions stated in the report are subject to change without
further notice, and by any means should be taken as recommendations or
solicitations.

This report is produced and distributed exclusively for academic purposes, so it may
not be copied, photocopied, duplicated, reproduced or published, in whole or in part,
without prior written consent of Catdlica’s Porto Investment Club president.
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