2





1. Introduction
McDonald’s Corporation, established in 1940, is among the most well-known brands in the fast-food business. With over 40,000 restaurant locations worldwide, over 90% of which are franchised, it is in a strong position in the quick-service restaurant (QSR) market. The corporation can effectively manage capital-light operations, reduce direct operational risk, and obtain a higher return on capital through franchising (McDonald’s Franchise Model, 2021). This report will assess McDonald’s financial performance from 2022 to 2023 using ratio analysis to track performance trends, understand weaknesses, and formulate recommendations to enhance financial sustainability. 












2. Overview of Financial Data
The financial data provided in this report is derived from McDonald’s audited financial statements provided in their annual 10-K SEC files (SEC, 2021). Between 2022 and 2023, McDonald’s saw measurable growth in its key performance indicators. Revenue grew from $23.18 billion to $25.49 billion, and net income was increased from $6.18 billion to $7.55 billion. McDonald’s total assets increased from $50.39 billion to $52.52 billion, which reflects capital invested in technology as well as capital invested in global expansion. However, shareholder equity for McDonald’s remained a negative value, dropping further from -$4.60 billion to -$5.32 billion due to continued aggressive share buybacks. This highly leveraged balance sheet is a tactic that shareholders have benefited from in the past, however it can add long-term financial risk (Bernard, 1994). 
3. Financial Ratio Analysis
Ratio analysis helps convert complicated financial data into a more interpretable and useful format for both managers and investors. Ratio analysis also helps determine liquidity, profitability, efficiency and leverage based of each metric (Dyson, 2010).
a) Profitability Ratios 
· Net Profit Margin
Net Profit Margin = (Net Income /Revenue) × 100
2022: 26.65%
2023: 29.61%
The shift in the net profit margin implies that McDonald's has increased its ability to transform sales into net profit. This has come from successful pricing initiatives to combat inflationary pressures, coupled with better control of costs throughout its franchise system (Shahid et al., 2014).
· Return on Assets (ROA)  
ROA = (Net Income /Total Assets) × 100
2022: 12.27%
2023: 14.38%
The increase in ROA indicates better utilisation of assets to generate profits, which was achieved by investing in drive-thru technologies and continued expansion into international markets with higher growth potential (Zhang et al., 2022). The increase in ROA illustrates the effectiveness of McDonald's low-capital franchising strategy, which enhances revenue with minimal expansion of assets (Ayrapetova, 2014).
b) Liquidity Ratios 
· Current Ratio 
Current Ratio = Current Assets/ Current Liabilities
2022: 1.06
2023: 1.05
McDonald's current ratio is roughly the same as 2022 and remains a slight margin above 1, indicating it has adequate liquidity to cover its short-term obligations. While not particularly high, this is acceptable in the context of the QSR industry because turnaround times on inventory are fast and cash inflows will be strong, even if cash reserves are poorly capitalised (Attrill and McLaney, 2015). If, however, a major operational disruption occurs, it will place significant pressure on this limited liquidity (Drury, 2020).
c) Leverage Ratios 
· Debt-to-Equity Ratio 
Debt to Equity = Total Liabilities /Shareholder Equity
2022: -11.95
2023: -10.87
The continued negative equity reflects the company's method of borrowing to fund a large share buyback program. Although it increases EPS and stockholder returns, it raises issues of long-term solvency and sustainability of the capital structure (Bernard, 1994). Also, Tang (2013) indicates that such high leverage exposes companies to credit market risks if the economy experiences a downturn.
d. Efficiency Ratios
· Asset Turnover Ratio
Asset Turnover=Revenue/Total Assets
2022: 0.46
2023: 0.49
The increase in asset turnover means that McDonald’s has become more efficient at creating revenue using its' assets. This increase aligns with McDonald’s growing dependence on ‘digital’ sales phenomena, AI infrastructure in ordering, and delivery (TechCrunch, 2019). Investment in these intangible assets has meant that revenue could grow without the need for a growing physical asset base (Heaton et al., 2010).
4. Year on Year Performance Comparison
McDonald’s was better in 2023 than 2022 on almost all key ratios. Increases in net profit margin, ROA and asset turnover suggest not only operational efficiency, but also efficiency in profit generation. The enhancements were a function of a combination of internal strategies and favourable macro trends once COVID-19 restrictions were eased (Carr, 2021). The main contributors to McDonald’s 2023 performance were:
a) Digital Next Strategy: McDonald’s has invested significantly in technology to develop and enhance customer experience and operational efficiency. McDonald’s acquisitions of voice ordering AI and Dynamic Yield (personalised menu technology) have advanced digital ordering and updated service models for drive-thru (TechCrunch, 2019). 
b) International Growth and Franchising: The company's global expansion is ongoing, and performance remains strong in countries such as China, Japan, and the UK. The company’s use of franchising allows the company to generate stable income from rent and royalties and transfer much of the operational risk to franchisees (McDonald’s History, 2021). This asset-light strategy increases returns while also minimising the company's risk exposure to rising labour costs and utility expenses (Ayrapetova, 2014).
c) Inflation Strategy via Menu Pricing: To offset inflation across labour, packaging, and food components, McDonald’s has tactically raised prices in its menus. Importantly, traffic to McDonald’s remained strong, suggesting the company has successfully maintained its value perception (Shahid et al., 2014). This price elasticity exhibits brand strength and the company's connection to its broad customer base.
5. Challenges and Weaknesses
Despite significant gains, McDonald's continues to face significant financial and operational challenges. 
a) Negative Equity and High Leverage: The company continues to have negative equity as it continues to aggressively purchase shares financed through debt. While this action can inflate the company's EPS and value to its shareholders in the short run, it also increases financial risk, such as the company’s ability to borrow capital to address potential market volatility (Bernard, 1994). 
b) Sustainability and ESG Commitments: Both consumers and investors remain increasingly interested in corporate sustainability. McDonald's has received considerable bad press for its supply chain practices, carbon emissions, and use of non-recyclable packaging (Choi & Wang, 2009). Strengthening its commitment to Environmental, Social, and Governance (ESG) will be necessary to continue competing in the market while addressing the company's moral responsibility.
c) Employee Costs and Operational Challenges: Consumer-facing businesses in targeted markets are facing increased operating costs due to rising of minimum wage standards coupled with labour shortages. Furthermore, the economy could lead to uncertain consumer discretionary spend impacting quick-serve restaurants ("QSR") like McDonald's (Carr, 2021).
6. Recommendations for Financial and Strategy Development 
a) Diminish Leverage and Strengthen Capital Structure: To increase financial viability, McDonald's should reduce share repurchases programs and put that capital towards long-term debt to restore positive equity and a lower debt to equity ratio, thereby increasing its capital structure (Lucey, 2009).
b) Increase Plant-Based and Healthier Menu Options: Increasing options for vegetarian and the McPlant line are congruent with health and sustainability. This shift will provide a foothold with eco-friendly customers and improve diversification of offerings to slow-growth markets (Zhang et al., 2022).
c) Diversify Digital Technology Infrastructure Globally: Investing in mobile ordering, AI at the drive-thru and kitchen smart technology will continue to create a better customer experience while increasing efficiencies and at the same time manage down labour costs while also increasing average order sizes (TechCrunch, 2019).
d) Increase Growth into Emerging Markets: Emerging markets like India, Indonesia, and parts of Africa where there is valid pricing and reason to create menus, show potential to allow market dimensions to drive additional revenue growth. Creating a localised customer experiences and introducing local franchisees can provide growth areas for emergence merchants in unsaturated markets (Tang, 2013).
e) Strengthen ESG Performance and Communication: Invest in packaging sustainability and energy-efficient kitchens. In addition, committing to fully transparent ESG reports communicating positive long-term progress will build and retain trust with stakeholders and influence other ESG positive and investor (Choi & Wang, 2009).



7. Conclusion
The ratio analysis of McDonald's for 2022 and 2023 provides a full picture of financial health. There were considerable improvements in both profitability and operational efficiency which were driven by pricing, global expansion, and technology transformation. Financial risk, sustainability, and inflationary pressures remain.
Key Findings:
· Net profit margin and ROA increased in 2023 providing greater profitability and operational efficiency.
· Liquidity was steady, while negative equity indicate vulnerability for revenues.
· Technology investment and franchise expansion were the top long-term drivers for improved financial performance.
· Future growth relies on further strengthening their ESG investment, decreasing financial risk, and seeking emerging market merchant.
Value of Ratio Analysis
This analysis has demonstrated how key financial metrics based on profit margin, asset utilisation, and debt provide insights into McDonald's financial strengths and weaknesses. This demonstrates ratio analysis for advanced strategic and investment decision making is a useful analysis tool in due diligence context (Wood, 2015).
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