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Introduction
In this report we will identify the key reasons for McDonald's different financial performance in FY 2023 over FY 2022, based on drawing some insight from a multi‐ratio analysis model (Attrill & McLaney, 2015) that considers liquidity, solvency, profitability and efficiency ratios. We will highlight the external pressures on the business, namely global inflation in 2022, and the internal organisational responses to the pressures, which included price increases, investments in digital capabilities, and an increasing blend of franchised restaurants. 
Specifically with an analysis of the price‐cost squeeze in 2022 and how menu price increases combined with internal cost‐containment measures supported some level of profitability in FY 2023, the rapid expansion of Mobile Ordering sales channels and delivery partnerships supporting asset turnover and asset returns, and the return on investment derived from an increasing focus on the company's franchised mix of restaurants that grew net income without any increase in operating expenses.
Furthermore, the impact of the identified working‐capital investments and the liquidity position of the company will be considered together with the potential contribution of refinancing debt to improve the company's interest‐coverage ratios (Madushanka & Jathurika, 2018; Rashid, 2018). Collectively these drivers help explain why McDonald's profit margins increased, liquidity ratios widened, and overall solvency remained strong. The trends evidenced, can provide a foundation for value-added recommendations to maintain financial performance and enhance long‐term value‐creation.
Why McDonald's Performed Better or Worse in FY 2020 versus FY 2021
As seen in the descriptive analysis (see Appendix for the ratio calculations) contained in the ratio analysis, there were both improvements and challenges for McDonald's in 2020 versus 2022. The importance of the drivers further explained below highlight areas of inflationary cost pressures, pricing and digital response initiatives, changing the mix of franchising, investment into the working‐capital required for some of the outcomes and debt management.
Inflationary Cost Pressures
McDonald's faced escalating commodity costs (beef, grains, dairy), labour, and distribution costs due to inflation across the globe in 2023.
Value of Pricing Power
While, McDonald’s raised menu prices in late 2022 and early 2023, input cost inflation was greater than pricing for much of 2022, which compressed margins, cash‐flow conversion (Operating Margin fell to 40.4% in 2022) and profitability (by 2023 more of these price increases flowed to the P&L and Operating Margin rose to a now robust 45.7%) ( see appendix). Pricing strategies can restore margin, and McDonald’s employed selective price increases in markets with a demand that had proven resilient (Shahid et al., 2014; Lucey (2009).
Digital and Delivery Growth
The expansion of mobile ordering, partnering with delivery, and loyalty‐program promotions shifted a higher volume of sales to a higher margin digital channel. Digital sales rose from about 25% of systemwide sales in 2022 to over 30% in 2023, which significantly improved profitability at the same time as total physical-restaurant traffic was relatively flat (McDonald’s Corporation, 2024) (see appendix). A technology investment generates more revenue per asset, which aligns with McDonald’s decline in Asset Turnover (from 0.46× to 0.45×) versus significant improvement in Return on Assets (ROA rose from 12.3% to 15.1%) (Ayrapetova, 2014).
Franchising versus Company‐Owned Diner Mix
In 2023 McDonald’s had an increased share of franchised locations, measured in royalties and rental income earnings as opposed to the full measure of operating expenses. The move from more franchising also supported overall Net Profit Margin from 26.6% in 2022 to 33.2% in 2023 (see appendix). Franchising taps into brand scale at lower capital intensity and enhanced ROA and cash‐flow conversion (Madushanka & Jathurika, 2018).
Working-Capital Investments
To facilitate international growth, rollout of digital operations (e.g., kiosks) and remodels of existing restaurants, McDonald's invested in increased receivables (mostly from franchisees) and inventories (for a lot of technology hardware), which caused liquidity to tighten. The Current Ratio fell from 1.43 to 1.16, and the Quick Ratio fell from 1.24 to 1.03 (see appendix). Developing some working capital seems necessary for growth, but if ratios get close to 1.0, it indicates that they have reduced ability to absorb disruptions and will have to finance any shortfall (Rashid, 2018).
 
Debt Management and Interest Rates
In 2023, alongside assets, total liabilities increased. The Debt Ratio improved a small amount from 1.12× to 1.08×. In addition, and more positively, McDonald's enjoys a lot of flexibility as it refinanced parts of its own debt at favourable rates in mid-2023, improving gross interest expense and raising Interest Coverage from 7.8× to 8.6× (see appendix). If Interest Coverage is above 5×, the company is considered to have strong solvency, and McDonald's easily meets this threshold (Blessing & Sakouvogui, 2023).  
Recommendations for Financial Improvement and Sustainability
Informed by the above analysis and reputable literature on management accounting, financial ratios, and sustainability practices, McDonald's may pursue the following: Working-Capital Efficiency
· Dynamic Payables Management: Negotiate extended payment terms with supplier and implement just-in-time inventory systems to reduce inventory carrying costs. Payables be closely aligned with surrendering receivables, if possible, to help reduce working capital fatigue (Attrill & McLaney, 2015).
· Receivables Acceleration: Encourage the use of electronic invoicing for franchisees and provide discounts for early payment so cashflow is accelerated (Rashid, 2018).



Pricing and Cost Hedging
· Data-Driven Dynamic Pricing: Leverage real-time analytics to raise and lower menu items in conjunction with localised input‐cost changes. 
· Expanded Hedging of Commodities: Extend hedging programs, currently only major commodity trading (grains, beef, etc.), to packaging and energy user bases to allow smoother earnings and protect volatility in the market (Ayrapetova, 2014).
Scale Up High-Margin and Lower-Capex Formats
· Delivery-Only (Dark kitchens): Expand so-called "dark kitchens" within tight urban markets that enable less capital required for the storefront to capitalise on incremental delivery sales (Tang, 2013).
· Cafe Premium Concepts: To the degree of available locations roll out the McCafé premium format, which can yield strong margins where higher‐ticket items and coffee volumes exist.
Engagement through Digital and Loyalty
· Personalised Promotions: Use customer‐level data generated by the loyalty program to promote offers, increasing average basket size and frequency of purchases (Shahid et al., 2014).
· Subscription Models: Pilot cafe‐style coffee subscription models or bundled meal plans to lock in revenue streams and better serve engaged customers, all while lifting Operating Margin (Veneziano, 2013).

ESG Integration
· Energy Efficiency Retrofits: Prioritise LED signage and lighting retrofits in every location possible, add smart HVAC controls in cooler locations, scale rooftop solar in warmer locations. 
· Transparent ESG Reporting: Adopt and report progress on emission reductions, sustainable sourcing initiatives and community commitments in conjunction with financial reporting, to meet investor and regulatory expectations (Hasidi, Baheri, & Hajar, 2024).
Relevant Debt Refinancing and Sustain Capital Allocation
· Interest-Rate Swaps: Deploy interest-rate swaps and caps as hedge strategies to guard interest-rate increases going forward and continuing to protect the favourable Interest Coverage ratio (Blessing & Sakouvogui, 2023).
· Share Buybacks vs. Dividend Policy: As much as possible, find the balance between returning capital to shareholders and corporate strategy for timing reinvestment into digital and remodel programs while keeping ROIC or beyond greater than the cost of equity capital (Ayrapetova, 2014).
Conclusion: Ratio Analysis and Key Findings
Conducting a multi‐ratio analysis that examines McDonald's liquidity, leverage, profitability / performance, and efficiency established a holistic viewpoint of the financial health of McDonald's revealing, some strengths and a few areas we could see potential vulnerabilities.

Strengths:
· Healthy Profitability & Cash: McDonald's Operating Margin increased to 45.7%, Net Profit Margin increased to 33.2%, Free‐Cash‐Flow conversion was stable at greater than 85%, thus where corporations self-fund most of their capital developments (McDonald's Corporation, 2024) (see appendix).
· Stronger Solvency: A significant improvement to Interest Coverage of 8.6×, highlights absolute resiliency to increasing rates (Blessing & Sakouvogui, 2023).
· Capital Efficiency: It was encouraging to see ROA be higher at 15.1% proving that McDonald's deployed their assets in successful digital and franchise, strategic investments returning these kinds of multiples (Ayrapetova, 2014).
Potential vulnerabilities:
· Close Liquidity: Current and Quick Ratios near 1.0 thus reduced, significant buffer, or size of the buffer to better absorb shocks (Madushanka & Jathurika, 2018; Rashid, 2018).
· Working-Capital: Growth investments in receivables and inventories have significantly tightened liquidity cycles for group efforts to enhance Shareholder Value (Attrill & McLaney, 2015).
Using ratio analysis, we were able to specifically indicate McDonald's priorities as calculated management behaviour having; working-capital cycles, having aggressive pricing and hedging strategy, and adopting/executing sustainable best practices as the source of considerably, long‐term value creation. McDonald's key findings would suggest that, perhaps counter intuitively that their performance has never been better as they enter 2024, with greater profitability, solvency and comparatively greater than a year ago, their ability to shore-up liquidity and adopt full-scope ESG measures will be critical policy criteria to retain their leadership, global capabilities and financial sustainability in the volatile, complexity of a global business environment.
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Appendix 
Current Ratio (Current Assets / Current Liabilities)
– 2022: 5,424.2 / 3,802.1 = 1.43
– 2023: 7,986.4 / 6,859.0 = 1.16 
Quick Ratio ((Cash + Receivables) / Current Liabilities)
– 2022: (2,583.8 + 2,115.0) / 3,802.1 = 1.24
– 2023: (4,579.3 + 2,488.0) / 6,859.0 = 1.03 
Debt Ratio (Total Liabilities / Total Assets)
– 2022: 56,439.0 / 50,435.6 = 1.12 ×
– 2023: 60,853.5 / 56,146.8 = 1.08 × 
Operating Margin (Operating Income / Revenues)
– 2022: 9,371.0 / 23,182.6 = 40.4%
– 2023: 11,646.7 / 25,493.7 = 45.7% 
Net Profit Margin (Net Income / Revenues)
– 2022: 6,177.4 / 23,182.6 = 26.6%
– 2023: 8,468.8 ÷ 25,493.7 = 33.2% 
Interest Coverage (Operating Income / Interest Expense)
– 2022: 9,371.0 / 1,207.0 = 7.8 ×
– 2023: 11,646.7 / 1,360.8 = 8.6 ×
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