



Student name:	Nicoleta Pascu    
Programme: BA/HND Business and Management
Module:	Financial Management for Business Sustainability
Module code: BMSP4011
Lecturer: Navdeep Randhawa
Assignment Title:	Financial Analysis

Introduction
According to their financial statements, McDonald’s Corporation is an appropriate candidate for ratio analysis because its published accounts are available for a minimum of two years, which provides a year-over-year comparison. The Form 10-K annual reports from McDonald’s for 2024 and 2023 will be used in this analysis to evaluate the company's profitability, liquidity, efficiency and solvency performance from 2023 to 2024, including an explanation of why performance improved or declined from one year to the next. Ratio analysis converts raw accounting figures into indicators that assist financial judgment and decision-making, especially in the evaluation of financial statement trends over time, rather than viewing a financial statement as separate and distinct from other financial statements; this also corresponds to the theoretical foundation for ratio analysis in the financial literature (Das, 2023; Maheshwari et al., 2024).
Financial Data Used
· Sales (2024) - $25,920,000,000
· Operating Income (2024) - $11,712,000,000
· Net Income (2024) - $8,223,000,000
· Total Current Assets (2024) - $4,599,000,000
· Total Current Liabilities (2024) - $3,861,000,000
· Total Assets (2024) - $55,182,000,000
· Long-Term Debt (2024) - $38,424,000,000
· Free Cash Flow Conversion Rate (2024) - 81%
· Sales (2023) - $25,494,000,000
· Operating Income (2023) - $11,647,000,000
· Net Income (2023) - $8,469,000,000
· Total Current Assets (2023) - $7,986,400,000
· Total Current Liabilities (2023) - $6,859,000,000
· Total Assets (2023) - $56,146,800,000
· Long-Term Debt (2023) - $37,152,900,000
· Total Debt Obligations (2023) - $39,345,300,000
· Free Cash Flow Conversion Rate (2023) - 86%

Ratio Calculations
1. Current Ratio
Current Assets / Current Liabilities
Calculation for 2024: 4,599 / 3,861 = 1.19:1
Calculation for 2023: 7,986.4 / 6,859.0 = 1.16:1
Analysis: Liquidity improved slightly to $1.19 of current assets for every $1 of current liabilities in 2024 compared with $1.16 in 2023; therefore, short-term obligations continue to be manageable, although liquidity is still not very high, which is typically the case early in an organisation’s life cycle with predictably stable cash inflows, especially for franchised business models (Maheshwari et al., 2024)
2. Operating Profit Margin
Operating Income / Revenue x 100
Calculation for 2024: 11,712 / 25,920 x 100 = 45.2pct
Calculation for 2023: 11,647 / 25,494 x 100 = 45.7pct
Analysis: Operating margin decreased slightly from 45.7 per cent in 2023 to 45.2 per cent in 2024. While revenues increased from year-to-year, operating income grew only slightly; thus, McDonald’s retained slightly less of its sales revenues as operating income than it did in 2023. However, given the franchise-heavy model and strong market position, McDonald’s remains extremely profitable, which is consistent with current valuation business-model studies regarding the performance of McDonald’s (Zhou, 2025; An, 2024).
3. Net Profit Margin
Net Income / Revenue x 100
Calculation for 2024: 8,223 / 25,920 x 100 = 31.7pct
Calculation for 2023: 8,469 / 25,494 x 100 = 33.2pct
Analysis: Net profit margins declined between periods; thus, McDonald’s earned a lower profit from each dollar of revenue in 2024 compared with 2023. The decline was primarily caused by additional costs, financing charges, and non-operating factors; however, sales increased. Therefore, pressure from higher expenses led to the decline in net margin. There is research regarding the value of firms, which find certain profitability metrics (such as profitability margin) are still relevant as indicators for investors, as well as for market assessment. Therefore, a decrease in these margins is significant, although they are still viewed as being relatively high (Alvian & Munandar, 2022; Zhou, 2025).
4. Return on Assets (ROA)
Equation: Net Profit / Total Assets x 100
2024 Calculation: 8,223 / 55,182 x 100 = 14.9%
2023 Calculation: 8,469 / 56,146.8 x 100 = 15.1%
Analysis: The total return on assets declined slightly in 2024, which indicates that the company earned slightly less profit from its asset base than it did in 2023. The change is very small; however, this suggests that the company's ability to utilise its asset base was marginally less efficient than in the prior year. Additionally, McDonald's own reporting supports the conclusion that returns on invested capital declined during 2024 (return on invested capital went from 25.2% in 2023 to 21.8% in 2024).
5. Debt Ratio
Total Debt / Total Assets
The 2023 total debt is calculated using total debt obligations, while the 2024 total debt is calculated using only long-term debt stated on the balance sheet, recognising that a portion of short-term debt appeared under long-term support via the credit facility.
2024 Calculation: 38,424 / 55,182 = 0.70 or 69.6%
2023 Calculation: 39,345.3 / 56,146.8 = 0.70 or 70.1%
Analysis: Overall leverage remained significantly high in both 2023 and 2024, but improved very slightly in 2024. High levels of debt have historically been a characteristic of McDonald's capital structure and increase the company's financial risk as interest rates increase. The financial risk literature has pointed out that companies that are very reliant on debt need to pay attention to their funding structure, liquidity and exposure to interest rates to ensure that they maintain financial security over the long term (Akash et al., 2024).


Comparison of Results
For the year 2023 and 2024, McDonald's had a little weaker performance than they did in 2024, even though they had overall sales growth in revenue (25,494,000,000 to 25,920,000,000) but with the decline in both operating margin and net profit margin and ROA as well, where they did improve in liquidity and have higher than average leverage as well as maintaining their level of profitability at or near where they were in the previous year (the increase in overall amount of funds invested), it is clear that McDonald's remains in strong financial position, but their overall profitability did become worse than in the prior year. McDonald's also reported a decrease in Global Same Store Sales of -0.1% for 2024, as well as the impacts from the restructuring charges, transaction costs, the sale of the South Korean business and the acquisition of the Israeli business, which would help to explain the decreased profitability compared to the prior fiscal year.
Reasons That Have Contributed to the Change in Performance from 2023 to 2024
One of the primary reasons that there's a decline in performance in 2024 is that revenue growth was not 100% translated into profit growth (i.e., operating income increased by only 1.0% but net income decreased from $8,469,000,000 to $8,223,000,000) which indicates there is cost pressure below the revenue line as McDonald's stated that increased interest expense in 2024 is due to both higher average interest rates and resulting average debt balances meaning decreased final profitability.
A second reason for the overall decrease in performance is the weak global economic conditions, which make it difficult for McDonald's to operate in the current trading environment. McDonald’s had several markets, such as France and China, with declining sales results, due in part to the war in the Middle East and the resulting pressure on the economy. In addition, research regarding this topic suggests that local adaptation of the McDonald’s brand is critical to sustaining its competitiveness in different geographic locations. Thus, the decrease in sales in underlying markets may be attributable not only to local demand for the brand but to local economies (Yue, 2023).
Another factor contributing to weakened cash flow is the investment/transitional effect. McDonald’s has been increasing their use of cash for investing activities during the calendar year 2024 by acquiring increased shares of McDonald’s China, acquiring McDonald’s business in Israel and spending more for developing restaurants. Some of the moves have created opportunities for future growth, but have put pressure on free cash flow, which fell from 86% to 81% during the period.
To further enhance financial performance and sustainability for the future, McDonald’s should continue to improve cost control and margin protection, particularly in company-operated restaurants. The results in 2024 indicate that growing sales alone do not guarantee stronger profitability. Therefore, better operational data, forecasting, and automation can help reduce waste and optimise staffing to increase the overall effectiveness of the organisation. This is consistent with the increasing use of artificial intelligence and data tools in finance and accounting (Yi et al., 2023).
Secondly, the business should seek to further reduce its financial risk associated with debt and interest exposure. Despite the improved ratio of debt to equity, the business still carries a high level of debt; thus, implementing debt restructurings, improving refinancing discipline, and maintaining stronger cash reserve levels will provide greater resiliency to the business, particularly when it faces increases in interest rates (Akash et al., 2024).
In terms of their sustainability initiatives, McDonald’s should expand their use of circular economy practices and green supply chain. Longitudinal case studies regarding McDonald’s sustainability have shown that improving recycling, protecting against supply chain waste, and implementing environmentally conscious supply chain practices will improve a company’s long-term sustainability and brand equity (Bhandari, 2025; Rafli & Irjayanti, 2025).
Lastly, McDonald’s should continue to increase their digital engagement and app-based sales channels. Recent research suggests that pricing, promotional activity, and e-services associated with McDonald’s app will positively influence customer purchase decisions. Expanding their digital/online ordering capacity, creating more loyalty programmes, and developing targeted promotions will help the company create greater customer frequency within an increasingly competitive market (Thalib et al., 2025).
The ratio analysis completed demonstrated that McDonald’s has maintained a financially healthy organisation during both 2023 and 2024; however, their overall results have diminished between years. The results of the analyses indicate that significant measures of decline included operating margin, net profit margin, ROA, and free cash flow conversion. However, they have improved liquidity slightly and have decreased the amount of leverage utilised by the business. In summary, the ratio analysis conducted is valuable in that it provides a quantitative method to compare cash flow conversion levels over time and allows for the evaluation of profitability, liquidity, and asset/financing efficiency. Therefore, the completion of ratio analysis is critical to evaluating an organisation financially and in making financial decisions (Das, 2023; Maheshwari et al., 2024).
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