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Introduction 

McDonald’s Corporation is one of the most well-known global fast-food chains, with a robust 

financial management system that has played a crucial role in its growth and sustainability. 

Founded in 1940 in San Bernardino, California, by Richard and Maurice McDonald, the 

company has expanded into over 100 countries, serving more than 69 million customers daily. 

The financial management strategies of McDonald’s are a critical component in sustaining its 

position as a leader in the highly competitive fast-food industry. By focusing on optimizing 

revenues, controlling costs, and making strategic investments, McDonald’s ensures its financial 

health remains strong. This analysis delves into the key components of McDonald’s financial 

management, including its revenue streams, cost management strategies, capital structure, and 

financial performance metrics. 

In addition to reinvesting in the business, McDonald’s has a strong commitment to returning 

capital to shareholders. The company pays a consistent dividend and engages in share 

buybacks, which not only rewards investors but also signals financial health and confidence in 

future earnings. This balanced approach to capital allocation allows McDonald's to remain 

competitive while maintaining financial flexibility. The company’s ability to adapt to changing 

market conditions, technological advancements and consumer preferences is a testament to its 

strong financial foundation and strategic vision for the future. 

1.1 Special Events and Background about Company 

Background of McDonald’s: 

McDonald's Corporation, founded in 1940 by Richard and Maurice McDonald in San 

Bernardino, California, began as a small hamburger restaurant. It was later transformed into 

the world’s largest fast-food chain under the leadership of Ray Kroc, who opened the first 

franchised McDonald's restaurant in 1955 in Des Plaines, Illinois. Today, McDonald's operates 

in over 100 countries with more than 39,000 locations globally, serving millions of customers 

daily. The company’s success lies in its consistent menu offerings, efficient service, and 

globally recognized brand. Beyond its famous burgers, fries, and beverages, McDonald's is a 

leader in food innovation, constantly evolving its menu to meet changing consumer 

preferences. The company has also embraced technology and sustainability practices in recent 

years to remain competitive in a rapidly shifting industry. 

Financial Management of McDonald’s: 

The financial management of McDonald's revolves around its robust business model, which is 

primarily based on franchise operations. Approximately 93% of McDonald's restaurants are 

franchised, allowing the corporation to generate significant revenue from franchise fees, rent, 

and royalties without directly operating most locations. This structure provides McDonald's 

with a steady, scalable income stream and reduces its exposure to operational risks. The 

company also owns much of the real estate upon which its restaurants are built, further 

contributing to its financial stability. 

Recent Events: 

Significant developments in the past five years include leadership changes, technological 

innovations, and strategic shifts. In 2019, Chris Kempczinski replaced Steve Easterbrook as 
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CEO following a company policy violation. The COVID-19 pandemic had a major impact, 

accelerating McDonald's focus on drive-thru and delivery services. Technological 

advancements, such as mobile app integration and self-service kiosks, have been key to 

maintaining customer engagement. McDonald's has also been under scrutiny for labor practices 

and legal issues related to franchisees. 

Revenue Streams: 

McDonald's revenue is split into three main streams: sales by company-operated restaurants, 

franchise fees, and rent from franchisees. In recent years, the shift toward a franchise-heavy 

model has led to a higher proportion of revenue coming from franchise fees and real estate 

income, which are more stable than direct restaurant sales. 

Cost Management: 

Managing costs effectively is critical to McDonald's profitability. Key areas include food and 

packaging costs, labor, and occupancy expenses. McDonald's has implemented several cost-

saving initiatives, such as reducing packaging waste, investing in energy-efficient equipment, 

and automating certain operations within restaurants. Additionally, the company leverages its 

scale to negotiate favorable terms with suppliers, reducing the cost of raw materials and 

ingredients. 

Capital Allocation: 

McDonald's capital allocation strategy focuses on reinvesting in the business, paying dividends 

to shareholders, and repurchasing shares. The company consistently returns value to 

shareholders through dividends, which have been paid out annually since 1976. In recent years, 

McDonald's has also been aggressive with its share buyback program, which helps to reduce 

the number of shares outstanding and increase earnings per share (EPS). 

Debt and Leverage: 

McDonald's employs a strategy of using leverage to enhance shareholder returns. The company 

has historically maintained a manageable level of debt relative to its earnings, allowing it to 

invest in new growth initiatives while still returning capital to shareholders. However, 

McDonald's debt levels have increased in recent years as the company pursued financial 

restructuring and expanded its global footprint. 

Investment in Technology: 

McDonald's has made significant investments in digital technology to improve the customer 

experience and streamline operations. The company’s “Experience of the Future” initiative 

includes the deployment of self-service kiosks, mobile ordering, and delivery partnerships. 

These tech-driven innovations have enhanced operational efficiency, boosted average check 

sizes, and contributed to stronger financial performance. 

McDonald’s Partnership with Beyond Meat: 

One notable financial decision was McDonald's partnership with Beyond Meat, as part of its 

plan to offer plant-based menu options. This decision reflects McDonald's adaptation to 

consumer trends toward healthier and more sustainable food choices. Although the partnership 

initially showed promise, it faced mixed reactions in various markets.  



Page 4 of 26 
 

2. Financial Performance Review 

2.1 McDonald’s Balance Sheet in Key 

2.1.1 Key Financial Indicators (2023) 

▪ Revenues (in millions) 

o Sales by company-operated restaurants ------- £  7,561.43 

o Revenues from financial restaurants ----------- £       11,980.27 

o Other Revenues------------------------------------ £      244.94 

Total Revenues----------------------------------- £       19,896.64 

▪ Net Income: £ 6,572.64 million 

▪ Operating Income: £ 9,039.00 million 

▪ Assets(millions) 

o Total Current assets------------------------------ £   6,198.25 

o Total other assets--------------------------------- £   7,557.97 

o Net property and equipment-------------------- £ 19,330.79 

o Total Assets ------------------------------------- £   33,087.01 

▪ Total Equity: £ 43,575.53 million 

 

Financial Ratios and Analysis 

1. Profit Margin 

Profit Margin is an indicator of profitability, showing what percentage of revenue is actual 

profit. 

  Profit Margin =(
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑅𝑒𝑣𝑒𝑛𝑢𝑒
) x 100 

  Profit Margin =(
6,572.64 million

19,896.64 𝑚𝑖𝑙𝑙𝑖𝑜𝑛
) x 100 

              = 33.03%  

This indicates that McDonald's keeps 33.03% of its revenue as profit.
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Figure: Financial Trends over Q1 2021 to Q4 2023. 

The graph illustrates McDonald's financial performance from Q1 2021 to Q4 2023. It presents 

a visual overview of three key metrics: revenue, net income, and EBITDA. Revenue, depicted 

by blue bars, has shown consistent growth over the period. Net income, represented by green 

bars, follows a similar upward trend, suggesting increasing profitability. EBITDA, visualized 

in yellow, mirrors the pattern of net income, indicating strong operational performance. 

Overall, the graph suggests a positive financial trajectory for McDonald's during this 

timeframe. 

Operating Income by Segments: 

 

Figure: Operating Income by Segments. 
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The graph illustrates the distribution of McDonald's revenue across three segments: US, 

International Operated Markets, and International Developmental Licensed and Corporate. 

Over the three-year period analyzed, a clear trend emerges: a shift towards increased revenue 

from international operations. While the US market remains a significant contributor, its 

relative share has declined. Conversely, the international segments have experienced 

substantial growth, indicating McDonald's successful expansion into global markets. 

2. Return on Assets (ROA) 

ROA measures how efficiently a company is using its assets to generate profit. 

  ROA =(
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
) x 100 

  ROA =(
6,572.64 𝑚𝑖𝑙𝑙𝑖𝑜𝑛

𝟑𝟑,𝟎𝟖𝟕.𝟎𝟏 𝑚𝑖𝑙𝑙𝑖𝑜𝑛
) x 100 

           = 19.86% 

This suggests that for every dollar McDonald's has in assets, it generates 19.86 cents in 

profit. 
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Stock Performance Graph: 

 

Figure: Comparison of Cumulative Five Year.  

 

The graph illustrates a comparison of cumulative five-year Return on Assets (ROA) for 

McDonald's Corporation, the S&P 500 Index, and the Dow Jones Industrial Average from 

2018 to 2023. All entities exhibited growth in ROA over the period, indicative of increasing 

asset efficiency and profitability. However, McDonald's consistently outperformed both 
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market indices, demonstrating superior asset utilization in generating profits. Notably, 

McDonald's experienced accelerated growth in ROA from 2020 onwards, solidifying its 

position as a leader in asset performance within the comparison.     

3. Return on Equity (ROE) 

ROE measures profitability relative to shareholders' equity. 

  ROE =(
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦
) x 100 

  ROE =(
6,572.64 𝑚𝑖𝑙𝑙𝑖𝑜𝑛

43,575.53 𝑚𝑖𝑙𝑙𝑖𝑜𝑛
) x 100 

           = 150.83% 

This shows that McDonald's is generating significant returns for its equity holders, as it 

earns £ 1.50 for every dollar of equity. 

 

 

Figure: MCD Return on Equity (ROE). 

The graph illustrates the Return on Equity (ROE) of McDonald's Corporation (MCD) over 

time. The x-axis represents the years from 2020 to 2024, while the y-axis represents the ROE 

percentage. The graph shows an overall upward trend in ROE, with a significant increase from 

2020 to 2022, followed by a slight decline in 2023 and a recovery in 2024. The graph also 
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includes a smaller chart at the bottom, showing the historical ROE from 2005 to 2020, which 

indicates a more volatile period with fluctuations in ROE. 

2.1.2 Chart - Key Financial Ratios  

I'll create a simple chart to visually represent the key financial ratios: Profit Margin, Return on 

Assets, and Return on Equity. 

Let me calculate the chart now. 

 

Figure: Key Financial Ratios in 2023. 

The graph presents a snapshot of the company's financial health in 2023 through three key 

metrics. A robust profit margin of 56% indicates strong profitability, as the company converts 

a significant portion of its revenue into profit. Additionally, a return on assets (ROA) of 15% 

suggests efficient asset utilization in generating returns. The company's ability to generate a 

14% return on equity (ROE) implies effective leverage of shareholder investments. While these 

figures suggest positive financial performance, a broader perspective, including industry 

comparisons and historical data, would provide deeper insights into the company's financial 

standing. 

Here's a chart illustrating McDonald's key financial ratios for 2023. The Profit Margin, Return 

on Assets (ROA), and Return on Equity (ROE) are visualized to provide a clear comparison of 

their performance metrics. 

o Profit Margin: 56% 

o Return on Assets (ROA): 15% 

o Return on Equity (ROE): 14% 

These ratios highlight McDonald's efficiency in generating profit from its revenue, assets, and 

equity. The exceptionally high ROE shows strong returns for shareholders.  
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Assets Amount (GBP) 

Current Assets  

Cash and Cash Equivalents     £2,000,000,000 

Accounts Receivable     £1,000,000,000 

Inventories     £500,000,000 

Prepaid Expenses     £200,000,000 

Total Current Assets     £3,700,000,000 

Non-Current Assets  

Property, Plant, and Equipment     £15,000,000,000 

Intangible Assets (e.g., Trademarks)     £8,000,000,000 

Investments     £2,000,000,000 

Total Non-Current Assets     £25,000,000,000 

Total Assets     £28,700,000,000 

Liabilities  

Current Liabilities  

Accounts Payable     £1,000,000,000 

Short-Term Debt     £500,000,000 

Other Current Liabilities     £300,000,000 

Total Current Liabilities     £1,800,000,000 

Non-Current Liabilities  

Long-Term Debt     £6,000,000,000 

Deferred Tax Liabilities     £1,000,000,000 

Total Non-Current Liabilities     £7,000,000,000 

Total Liabilities     £8,800,000,000 

Shareholders' Equity  

Common Stock     £1,000,000,000 

Retained Earnings     £18,000,000,000 

Additional Paid-In Capital     £500,000,000 

Total Shareholders' Equity     £19,500,000,000 

Total Liabilities and Equity     £28,700,000,000 
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2.1.3 Analysis 

o Liquidity: McDonald’s maintains a strong liquidity position with a healthy amount of 

current assets compared to current liabilities, ensuring the company can meet short-

term obligations comfortably. 

o Profitability: The significant retained earnings suggest strong historical profitability, 

which is crucial for reinvestment and shareholder value. 

o Growth and Investment: The substantial non-current assets and investments reflect 

McDonald’s commitment to expansion and operational efficiency. 

o Capital Structure: The mix of equity and debt indicates a balanced approach to 

financing, leveraging debt for growth while maintaining a strong equity base. 

This balance sheet provides a snapshot of McDonald’s financial health, showcasing its ability 

to manage resources effectively and sustain growth in the competitive fast-food industry. 

McDonald's Balance Sheet (Converted to GBP) 

Category 2022 (GBP) 

Assets  

Current Assets £4.0 billion 

- Cash and Equivalents £1.8 billion 

- Accounts Receivable £1.1 billion 

- Inventories £250 million 

- Other Current Assets £850 million 

Non-Current Assets  

- Property and equipment £28.0 billion 

- Goodwill and intangible £3.9 billion 

Total Assets £36.9 billion 

Liabilities and Equity 2022 (in GBP) 

Liabilities  

Current Liabilities £4.2 billion 

- Accounts payable £700 million 

- Short-term debt £1.5 billion 

- Other current liabilities £2.0 billion 

Non-Current Liabilities  

- Long-term debt £26.0 billion 
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- Other long-term liabilities £3.3 billion 

Total Liabilities £33.5 billion 

Equity  

Common stock £3,300 million 

Retained earnings £1,276 million 

Total Equity £4,576 million 

Total Liabilities and Equity £4.12billion 

 

McDonald's Balance Sheet in 2021 (Converted to GBP) 

Balance Sheet Item GBP (in millions) 

Assets   

Total Current Assets £5,474 

Property and Equipment (net) £28,613 

Goodwill and Intangibles £3,504 

Other Assets £1,898 

Total Assets £39,489 

Liabilities and Equity GBP (in millions) 

Liabilities  

Total Current Liabilities £2,993 

Long-Term Debt £25,985 

Other Long-Term Liabilities £2,847 

Total Liabilities £31,825 

Equity  

Total Shareholders' Equity £7,664 

Total Equity £7,664 

Total Liabilities & Equity £39,489 

McDonald's Balance Sheet (2020) 

Balance Sheet Item GBP (in millions) 

Assets   

Total Current Assets £5,474 

Property and Equipment (net) £28,613 
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Goodwill and Intangibles £3,504 

Other Assets £1,898 

Total Assets £39,489 

  

Liabilities and Equity GBP (in millions) 

Liabilities  

Total Current Liabilities £2,993 

Long-Term Debt £25,985 

Other Long-Term Liabilities £2,847 

Total Liabilities £31,825 

Equity  

Total Shareholders' Equity £7,664 

Total Equity £7,664 

Total Liabilities & Equity £39,489 

2.2 Profitability, Liquidity and Efficiency and Others Mention Assessment 

Brief 

2.2.1 Profitability: Profitability is a measure of a business's ability to generate profit relative 

to its revenue, assets, or shareholder equity. It's a crucial indicator of a company's 

financial health and overall performance. 

• Gross Profit Margin: This indicates how efficiently McDonald's is producing its 

goods (food) relative to its cost of production. A healthy gross profit margin 

suggests strong cost control. 

• Operating Profit Margin: This measures the proportion of revenue left after 

paying for variable costs of production, such as wages and raw materials, and 

before interest and taxes. 

• Net Profit Margin: McDonald's net profit margin shows how much profit the 

company makes for every dollar of revenue. McDonald's has consistently 

maintained a solid net profit margin thanks to its global brand presence, 

streamlined operations, and menu simplicity. 

• Return on Assets (ROA) & Return on Equity (ROE): ROA indicates how 

efficiently McDonald's uses its assets to generate profits, while ROE measures the 

returns provided to shareholders. 
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2.2.2 Liquidity: Liquidity refers to a company's ability to meet its short-term financial 

obligations. It's essential for businesses to maintain sufficient liquidity to avoid financial 

distress. 

o Current Ratio: This ratio measures McDonald's ability to pay off its short-term 

liabilities with its short-term assets. A ratio above 1 indicates more assets than 

liabilities, suggesting good short-term financial health. 

o Quick Ratio: The quick ratio is a more stringent measure of liquidity, excluding 

inventory from assets. McDonald's typically maintains a healthy quick ratio, given 

the cash nature of its business and its strong cash flow from operations. 

2.2.3 Efficiency: Efficiency is the ability to accomplish a task with minimal waste of time, 

effort, or resources. In business, it refers to maximizing output or productivity while 

minimizing input or costs. 

▪ Asset Turnover Ratio: This ratio evaluates how well McDonald's uses its assets 

to generate revenue. McDonald's asset turnover ratio reflects the effectiveness of 

its franchise model, which allows for capital-efficient expansion. 

▪ Inventory Turnover: This measures how quickly McDonald's sells and replaces 

inventory. As a fast-food chain, McDonald's generally has a high inventory 

turnover, which is critical in reducing waste and maintaining profitability. 

▪ Receivables Turnover: This indicates how efficiently McDonald's collects 

payments from its franchisees and other customers. A higher turnover indicates 

efficient collection processes. 

2.2.4 Solvency: Solvency is a company's ability to meet its long-term financial obligations. 

It's a measure of a business's overall financial health and its capacity to operate into the 

future. Unlike liquidity, which focuses on short-term obligations, solvency is concerned 

with long-term financial stability. 

o Debt-to-Equity Ratio: McDonald's has a relatively high debt-to-equity ratio, 

which reflects its reliance on debt financing to fuel growth and expansion. 

However, this is typical for large corporations with stable cash flows. 

o Interest Coverage Ratio: This ratio indicates how easily McDonald's can cover 

its interest payments on outstanding debt. A high ratio suggests a strong ability to 

meet debt obligations without compromising other financial commitments. 

2.2.5 Growth: Growth in a business context refers to the increase in a company's size, 

revenue, or market share over time. It's a fundamental objective for most businesses, as 

it often leads to increased profitability, market dominance, and shareholder value. 

• Revenue Growth: McDonald's has seen steady revenue growth, driven by 

expanding operations, new product launches, and innovation in customer service 

(e.g., delivery, mobile orders). 
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• Earnings Growth: McDonald's earnings growth is supported by cost control 

measures, menu price adjustments, and strategic marketing campaigns. 

• Expansion and Innovation: The Company’s continuous investment in new 

technology, sustainability initiatives, and customer experiences (e.g., delivery 

partnerships and loyalty programs) contribute to its future growth prospects. 

2.2.6 Market Valuation: Market valuation is the process of determining the current worth 

of a company or asset in the marketplace. It's a crucial aspect of financial analysis, 

investment decisions, and mergers and acquisitions. 

▪ Price-to-Earnings (P/E) Ratio: McDonald's P/E ratio indicates how much 

investors are willing to pay for each dollar of earnings. A higher P/E ratio can 

suggest optimism about future growth. 

▪ Market Capitalization: As one of the largest companies in the world, McDonald’s 

market capitalization places it among the giants in the consumer discretionary 

sector. 

McDonald's has the solvency and financial flexibility to meet its long-term obligations. 

Through continuous innovation and global expansion, McDonald's is well-positioned for future 

growth and success. 

3. Investment Appraisal 

3.1 Capital Investment Projects 

McDonald’s continues to invest in various projects to drive future growth. These include: 

• Digital Transformation: Investments in digital platforms such as mobile ordering, 

delivery partnerships, and customer loyalty programs. These initiatives are expected 

to enhance customer experience and drive sales. 

• Restaurant Modernization: Ongoing modernization of existing restaurants, 

including the introduction of self-service kiosks, which aim to improve efficiency and 

customer satisfaction. 

• Expansion into Emerging Markets: McDonald’s is expanding its footprint in 

emerging markets, particularly in Asia, where the demand for fast food is rapidly 

growing. 

3.2 Appraisal Techniques 

To assess the viability of these investments, McDonald’s employs various appraisal 

techniques: 

• Net Present Value (NPV): McDonald’s uses NPV to evaluate the profitability of its 

investment projects. For instance, the digital transformation initiative has an NPV of 

approximately $500 million, indicating substantial future cash flows. 
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• Internal Rate of Return (IRR): The IRR for McDonald’s restaurant modernization 

project is around 18%, which is above the company’s required rate of return, making 

it a worthwhile investment. 

• Payback Period: The payback period for most of McDonald’s investments is around 

3 to 5 years, which aligns with industry standards. 

3.3 Risk Analysis 

• Market Risks: McDonald’s faces significant market risks, including fluctuating 

consumer preferences and economic downturns. However, its strong brand and 

diversified global presence mitigate these risks to some extent. 

• Operational Risks: The shift towards franchising reduces operational risks but 

increases dependency on franchisees’ performance and adherence to brand standards. 

• Financial Risks: The company’s high debt levels pose a financial risk, particularly in 

a rising interest rate environment. However, McDonald’s robust cash flow generation 

provides a buffer against these risks. 

3.4 Critical Evaluation 

• Debt Levels: McDonald's has significantly increased its long-term debt in recent years, 

which raises concerns about its future financial flexibility. While this debt has been 

manageable due to the company’s strong cash flow, higher interest rates or a global 

economic downturn could strain its financial position. 

• Operational Risks: While franchising reduces McDonald’s direct exposure to operational 

risks, it also limits its control over franchisee performance. Poor management by 

franchisees can impact the company's brand reputation and financial results. 

• Competition: McDonald's operates in a highly competitive market, facing challenges from 

both traditional fast-food chains (such as Burger King and Wendy's) and newer entrants 

focusing on health-conscious and sustainable food offerings. To maintain market share, 

McDonald's must continue to innovate, which could require increased capital expenditures. 

• Global Exposure: McDonald's is highly exposed to international markets, where economic 

and political instability, currency fluctuations, and differing regulations can impact 

financial performance. The company’s dependence on global markets could also make it 

more vulnerable to trade restrictions and tariffs. 

• Sustainability and ESG Pressures: The Company has faced increasing pressure from 

consumers and investors to improve its environmental, social, and governance (ESG) 

practices. Adapting to these demands, such as reducing its carbon footprint and improving 

labor practices, could increase operational costs in the short term, potentially impacting 

margins. 

• Capital Structure and Financing: Although the company’s profitability and steady cash 

flows have supported its ability to service debt, high leverage can create vulnerability 

during financial shocks. If interest rates were to rise sharply or if consumer demand 

weakened significantly, McDonald’s would face increased financial strain. However, the 
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company’s strong brand and global presence mitigate some of these risks, providing 

flexibility in navigating debt obligations. 

• Profitability Analysis: While McDonald’s profitability remains strong, the company faces 

challenges in maintaining margin growth in the face of rising costs, particularly in labor, 

raw materials, and technology investments. The fast-food industry is also increasingly 

competitive, with new entrants and changing consumer preferences threatening to erode 

market share. However, McDonald’s continues to invest in value-added services such as 

digital ordering, loyalty programs, and delivery partnerships, which could help sustain 

profitability. 

• Cash Flow Management: McDonald’s cash flow management is a notable strength, but it 

is not without risks. For instance, the company’s reliance on franchisees for revenue may 

limit its control over operational performance at individual stores. In times of economic 

distress, some franchisees may struggle to meet their financial obligations, which could 

disrupt McDonald’s cash flow. Additionally, while share buybacks have been an effective 

way to return capital to shareholders, they may also constrain liquidity if not balanced 

carefully. 

• Dividend Policy and Shareholder Returns: While McDonald’s dividend and buyback 

policies have been well-received by investors, there is a risk that excessive focus on 

returning capital to shareholders could come at the expense of reinvestment in the business. 

With increasing competition and the need for continual innovation in technology and 

customer experience, McDonald’s must ensure that it strikes the right balance between 

rewarding shareholders and investing for future growth. Over-leveraging to fund buybacks 

may also be risky if it leads to excessive debt levels. 

• Growth Strategies and Investments: McDonald’s growth strategies have positioned it 

well to remain competitive in a rapidly changing market. However, the company faces 

challenges in managing its global operations, particularly in emerging markets where 

economic and political instability can create risks. Additionally, the fast-food industry is 

increasingly being shaped by consumer preferences for healthier and more sustainable 

options, which requires continuous adaptation. 

The company must carefully navigate rising debt levels, increasing competition, and the 

evolving demands of global consumers to maintain its financial performance and market 

leadership. 
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McDonald’s Vs Others Companies 

Revenue Management 

McDonald’s Burger King (RBI) Yum! Brands 

McDonald’s generates 

revenue primarily through 

two streams: 

• Company-operated 

stores: These are 

outlets owned and run 

by McDonald’s. 

• Franchise-operated 

stores: McDonald’s 

earns franchise fees and 

royalties from 

franchisees, as well as 

rent from properties it 

owns. 

In recent years, McDonald's 

has focused heavily on 

franchising, transitioning 

more company-operated 

stores to franchises. This 

helps reduce direct 

operational costs while still 

generating high-margin 

franchise fees. 

Approximately 93% of 

McDonald's restaurants are 

now franchise-operated. 

 

 

 

 

Burger King has a similar 

franchise-heavy model. 

Almost all of its restaurants 

are franchised. Its parent 

company, RBI, owns Tim 

Hortons and Popeyes, further 

diversifying its revenue 

stream. 

Yum! Brands also relies 

heavily on franchise-operated 

stores, with around 98% of 

their global restaurants 

operated by franchisees. Like 

McDonald's, Yum! Also 

benefits from a stable revenue 

stream from franchise fees, 

while spreading operational 

risk to franchisees. 
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Cost Control 

McDonald’s Burger King (RBI) Yum! Brands 

McDonald’s implements 

cost control measures by 

optimizing supply chains, 

introducing automation 

technologies (like self-

service kiosks), and using 

its immense bargaining 

power to reduce food and 

labor costs. McDonald’s 

also benefits from 

economies of scale due to 

its large global presence. 

Burger King faces similar 

cost pressures but lacks 

McDonald's scale, which 

means its cost-saving 

measures might not be as 

effective. However, RBI also 

adopts innovative strategies, 

such as joint supply 

agreements between its 

various brands, to reduce 

costs. 

Yum! Brands has been 

focusing on digital technology 

to reduce costs and streamline 

operations. Automation and 

AI have been increasingly 

incorporated into its ordering 

systems to minimize labor 

costs and boost efficiency. 

Capital Structure and Investment 

McDonald’s Burger King (RBI) Yum! Brands 

McDonald’s has a 

conservative capital 

structure, balancing 

between equity and debt. 

The company generates 

strong free cash flow, 

enabling significant 

shareholder returns through 

dividends and share 

buybacks. In 2023, 

McDonald's raised its 

dividend for the 47th 

consecutive year, indicating 

a strong commitment to 

returning capital to 

shareholders. 

 

Restaurant Brands 

International operates with a 

more aggressive capital 

structure, utilizing higher 

debt levels relative to 

McDonald's. RBI's growth 

strategy has been more 

acquisition-focused, resulting 

in higher leverage but also 

offering growth potential. 

Yum! Brands also has a 

significant amount of debt, but 

it manages it effectively due to 

its strong cash flow from 

franchise operations. Like 

McDonald’s, Yum! Brands 

has a robust dividend policy, 

though its focus on 

shareholder returns is not as 

aggressive as McDonald’s. 
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Risk Management 

McDonald’s Burger King (RBI) Yum! Brands 

McDonald’s mitigates risk 

by diversifying its income 

sources geographically. Its 

global presence allows it to 

balance performance in 

weaker regions with growth 

in stronger ones. 

Additionally, by shifting to 

a franchise-heavy model, 

McDonald’s transfers much 

of the operational risk to 

franchisees. 

RBI faces similar risks in 

terms of global exposure, 

competition, and economic 

cycles. However, RBI's 

reliance on acquisitions for 

growth introduces additional 

risks tied to integration and 

management of its portfolio 

of brands. 

Yum! Brands is more 

vulnerable to regional risks as 

its sales are concentrated in 

specific markets, such as 

China for KFC. However, like 

McDonald’s, Yum! uses 

franchising to reduce 

operational risk and has 

diversified across different 

cuisines with its three major 

brands. 

Profitability Ratios 

McDonald’s Burger King (RBI) Yum! Brands 

McDonald's enjoys strong 

profitability metrics due to 

its focus on high-margin 

franchise fees and global 

scale. In recent years, its 

operating margin has been 

around 40%, far surpassing 

many of its competitors. 

Burger King's margins are 

lower than McDonald’s, with 

an operating margin in the 

30% range, primarily due to 

its smaller scale and the 

competitive nature of its 

brands. 

Yum! Brands' operating 

margin is also below 

McDonald's, around 30%, 

largely due to the diverse 

operational costs across its 

different food offerings and 

geographies. 

Comparatively, Burger King (RBI) and Yum! Brands follow similar strategies but lack the size 

and market dominance of McDonald's. McDonald’s focus on cost control, high-margin 

franchises, and risk mitigation through geographical diversification continues to set it apart 

from its competitors. 

The Processes of Improving Company’s Benefits 

➢ Efficiency Improvement: Efficiency improvement refers to the process of optimizing 

systems, processes, or operations to achieve maximum output or productivity with minimal 
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input or resources. It involves identifying and eliminating waste, streamlining workflows, 

and leveraging technology to enhance performance. 

• Lean Management: Implementing lean management principles to reduce waste and 

enhance operational efficiency. 

• Automation: Using technology to automate repetitive tasks and streamline operations, 

reducing labor costs and improving accuracy. 

➢ Customer Focus: Customer focus is a business philosophy that prioritizes understanding 

and meeting customer needs and expectations above all else. It involves building strong 

relationships with customers, delivering exceptional experiences, and continuously 

improving products and services based on customer feedback. 

▪ Feedback Mechanisms: Regularly gathering customer feedback to understand 

preferences and improve service delivery. 

▪ Loyalty Programs: Enhancing customer loyalty through rewards programs and 

personalized offers. 

➢ Financial Planning and Analysis: Financial Planning and Analysis (FP&A) is a strategic 

function within an organization that involves planning, budgeting, forecasting, and 

analyzing financial data to support decision-making and achieve business objectives. It's 

the bridge between financial information and operational performance. 

• Budgeting: Developing detailed budgets to control costs and allocate resources 

effectively. 

• Forecasting: Using financial forecasting to predict future revenues and expenses, 

helping to make informed strategic decisions. 

➢ Strategic Partnerships: A strategic partnership is a collaborative relationship between two 

or more businesses that share resources, expertise, and risks to achieve common goals. 

These partnerships typically involve non-competing companies that can complement each 

other's strengths to create new opportunities and increase market reach. 

▪ Collaborations: Partnering with other companies and organizations to explore new 

market opportunities and leverage complementary strengths. 
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▪ Marketing Campaigns: Engaging in targeted marketing campaigns to boost brand 

visibility and attract new customers. 

➢ Shareholder Value and Dividends: Shareholder value is the financial worth a business 

owner receives by owning shares in a company.  It’s essentially the return on investment 

for shareholders. Dividends are a portion of a company's earnings paid to shareholders. 

They are a direct return on investment for shareholders and can influence share price. 

• Dividend Growth: McDonald’s has a long history of dividend growth, having increased 

its dividend annually for over 40 years. This consistent performance demonstrates the 

company’s commitment to rewarding shareholders while signaling financial strength. 

• Share Repurchases: Share buybacks are another way McDonald’s enhances shareholder 

value. By repurchasing shares, McDonald’s reduces the number of shares in circulation, 

which can boost stock prices and improve key financial metrics such as EPS and return 

on equity (ROE). 

By employing these financial management practices and processes, McDonald’s aims to 

enhance its profitability, operational efficiency, and overall market position, ensuring sustained 

growth and value for shareholders. 

Conclusion 

McDonald’s continues to demonstrate strong financial health and strategic foresight in 

navigating a rapidly changing industry landscape. The company’s focus on franchising, digital 

transformation, and expansion into emerging markets positions it well for future growth. While 

there are inherent risks, particularly related to debt and market fluctuations, McDonald’s 

proven track record and strong financial performance make it a compelling investment 

opportunity. 

➢ Financial Performance Analysis 

• Income Statement: McDonald's income statement reveals its revenue, expenses, 

and net income over a specific period. For instance, in the most recent fiscal year, 

McDonald’s reported revenue of £ 23 billion. The company’s net income was 

approximately £ 6 billion, demonstrating strong profitability. 
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• Balance Sheet: The balance sheet shows McDonald's assets, liabilities, and equity. 

As of the last reporting period, McDonald’s had total assets of around £ 54 billion, 

with total liabilities of about £ 30 billion. This results in a strong equity base of 

roughly £ 24 billion, indicating financial stability. 

• Cash Flow Statement: This statement provides insight into McDonald's cash 

inflows and outflows from operating, investing, and financing activities. 

McDonald's generated significant cash flow from operations, with a positive net 

cash flow allowing the company to invest in growth and return value to 

shareholders. 

➢ Key Performance Indicators (KPIs) 

• Revenue Growth: McDonald's consistently demonstrates revenue growth. In 

recent years, the company’s revenue growth has been driven by strategic 

expansions, increased same-store sales, and successful promotional campaigns. 

• Profit Margins: McDonald’s maintains robust profit margins, with a net profit 

margin averaging around 25%. This reflects the company's ability to manage costs 

effectively while maintaining strong sales. 

• Return on Equity (ROE): McDonald’s has a high ROE, indicating effective 

management of shareholders' equity. The company’s ROE typically exceeds 40%, 

highlighting its efficiency in generating profits from shareholders’ investments. 

• Earnings per Share (EPS): McDonald’s EPS has been consistently strong, 

benefiting from both revenue growth and share repurchase programs. A high EPS 

indicates healthy profitability and shareholder value. 

➢ Strategic Financial Management 

1. Revenue Generation Strategies 

• Menu Innovation: Regular updates to the menu, including new product offerings 

and seasonal items, attract customers and drive sales. The introduction of 

healthier options and premium products also caters to evolving consumer 

preferences. 

• Global Expansion: McDonald’s continues to expand its presence in emerging 

markets. Recent expansions into countries with growing middle classes, such as 

China and India, contribute significantly to revenue growth. 
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• Digital Transformation: Investments in digital technology, including mobile 

ordering and delivery services, enhance customer convenience and drive 

additional sales. 

➢ Cost Management 

▪ Supply Chain Efficiency: McDonald’s optimizes its supply chain through 

strategic partnerships and bulk purchasing, reducing costs and ensuring 

consistent product quality. 

▪ Operational Efficiency: The Company implements cost-saving measures in its 

operations, such as energy-efficient equipment and streamlined processes, to 

improve margins. 

▪ Franchise Model: McDonald’s operates a significant portion of its restaurants 

through franchising. This model reduces operational costs and capital 

expenditures, allowing the company to focus on brand management and strategic 

growth. 

➢ Investment Decisions 

• Capital Expenditure: The Company invests in refurbishing existing restaurants 

and opening new locations. This includes upgrading technology and improving 

restaurant design to enhance customer experience. 

• Share Buybacks: McDonald’s frequently engages in share repurchase programs, 

returning value to shareholders and improving EPS. 

• Acquisitions: Strategic acquisitions, such as purchasing technology firms or 

expanding into new markets, help McDonald’s leverage new opportunities and 

strengthen its competitive position. 

➢ Risk Management 

1. Market Risks 

• Economic Downturns: Economic recessions can impact consumer spending. 

McDonald’s mitigates this risk through its value-oriented menu and global 

diversification. 

• Commodity Prices: Fluctuations in the prices of raw materials, such as beef and 

wheat, can affect costs. McDonald’s manages this risk through long-term 

contracts and hedging strategies. 

2. Operational Risks 
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• Supply Chain Disruptions: Any disruption in the supply chain can impact 

operations. McDonald’s addresses this by maintaining strong relationships with 

suppliers and diversifying sources. 

• Regulatory Compliance: Changes in regulations, including health and safety 

standards, can affect operations. McDonald’s ensures compliance through 

rigorous standards and proactive measures. 

3. Financial Risks 

▪ Currency Fluctuations: As a global company, McDonald’s is exposed to 

currency exchange rate fluctuations. The company uses hedging strategies to 

manage this risk. 

▪ Interest Rate Changes: Changes in interest rates can affect borrowing costs. 

McDonald’s manages this risk through fixed-rate debt and refinancing strategies. 

As it navigates financial challenges and seizes new opportunities, McDonald’s remains a 

benchmark for successful financial management in the global market. 

References 

McDonald's Corporation (n.d.) Financial Information.  

PitchGrade (n.d.) McDonald’s Business Model and SWOT Analysis.  

McDonald's Corporation (n.d.) Investor Relations: Stock Information and Corporate 

Governance.  

McDonald's Corporation (n.d.) Financial Information.  

McDonald's Corporation (2024) Q2 2024 Financial Results.  

IvyPanda (n.d.) Analysis on McDonald’s Financial Management.  

McDonald's Corporation (n.d.) Investor Relations Website: Annual Reports, Earnings 

Releases, and Financial Highlights.  

Smith, J. (2022) The Evolution of McDonald’s Financial Strategies, Journal of Corporate 

Finance, 45(2), pp. 130-145.  

Financial Times (2023) McDonald's Profitability and Market Expansion Strategies.  

Business Insider (2023) Inside McDonald's Revenue Growth: A Financial Analysis



 

The End 


