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Intrinsic Value: $202.07 

Executive Summary 

A potential of an economic downturn in the near future has led us to look into less cyclical companies. 
McDonald’s is driven by the amount of disposable income that people have. However, due to the 
affordable prices and value-driven menu, we believe under economic pressures, McDonald's will be 
able to perform well with respect to the market. McDonald’s intrinsic value’s potential upside is 
10.25% due to a sales growth increase at the beginning of 2019. 

 

 
Company Overview 

McDonalds is a quick service restaurant with over 37,000 restaurants opened worldwide serving over 
68 million customers a day. They are known for a value driven menu that offer a variety of products at 
various price points to target the low-middle income class. The way McDonalds makes revenue is 
through company operated restaurants however, about a third of their revenues comes from 
franchising. However, McDonald’s profit margins are significantly higher through the revenues 
generated from franchising, consequently, McDonald’s wants to transition to 95% of their restaurants 
to be franchised. 
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Industry Outlook 

The Industry for fast food restaurants is growing at a rate of 1.2% per year. It has transitioned from 
growth to maturity. In the fast food Industry, revenues are sensitive to consumer spending. Therefore 
s people's income continues to increase, the amount of disposable income they have increases as 
well which translates to more consumer spending. The products that are sold in the industry is 
comprised of burgers, pizza, sandwiches, etc. Revenues within the industry will be comprised from 
either company owned stores or franchises.   
 

 
 

Comparable 

Well known competitors to McDonalds would be Wendy’s and Yum Brand.  The two metrics we used to 

compare the companies was the Return on Total Capital and Revenue per Square footage. Return on Total 

Capital shows the amount of return that a company money that a company produces off of the Debt and Equity. 

As shown in Exhibit (A.1) Yum brand has the highest Return on Total Capital; however, McDonalds makes up 

the lower Return on Total Capital with how efficient their restaurants operate as can be on their Revenue/ 

Square Footage Exhibit (A.2) 

(Exhibit A.1)       (Exhibit A.2) 
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Catalysts 

Customer Focused Strategy 
In 2015, McDonald’s began an initiative to become customer-centric through improving restaurants and 
operations. In 2017, McDonald's accelerated their customer-centric strategy. The strategy consists of retaining 
existing customers, regaining lost customers, and converting casual to committed customers. McDonald’s is 
targeting low- to middle- income consumers to capture more market share. The accelerated strategy has 
benefitted McDonald’s greatly resulting in an increase of 3.6% comparable sales and an increase of 1.0% 
comparable guest count. McDonald’s continues to capitalize on the accelerated strategy.  
 
McDonald’s has been revamping their menu for the past couple of years to target their customers. In 2016, 
McDonald’s introduced their all-day breakfast menu generating an increase of sales. McDonald’s reintroduced 
their dollar menu, a McPick 2 menu, and a $6 meal deal in 2018. In addition to the cost-conscious menu, 
McDonald’s is creating a healthier menu by reducing antibiotics in beef patties and introducing 100% fresh 
beef, instead of frozen beef.  
 
Technological Advances 
McDonald’s is continuing to integrate new technologies into their restaurants. To capture new customers and 
existing ones, McDonald’s created new technological advances. McDonald’s enhanced the existing service 
model through curbside pick-up, mobile app, and self-order kiosks. The mobile app has different capabilities 
such as deals for customers to utilize and ordering in advance for eating in, taking out, or picking-up curbside. 
The McDonald’s app has over 20 million users. Furthermore, McDonald’s self-order kiosks provide customers a 
chance to personally order food on a large screen and cutting costs for restaurants.    
 
Refranchise and Renovation of Restaurants 
Currently, McDonald’s has 92% franchised restaurants and a long-term goal of 95%. The goal of refranchising 
restaurants is to provide a stable revenue flow while lowering general and administrative costs. Moreover, 
McDonald’s is revamping most of the restaurants to have an appealing and more modern look. Also, the 
restaurants contain new fixtures, furniture, tables, and lighting. McDonald’s partnered with Uber Eats to 
provide a convenient option for delivering food to customers.  

 

Investment Thesis 

Transitioning to the customer-centric initiative through the investment of self-serving kiosk and the mobile 

app has allowed McDonald’s to expand their market presence. The investment in modernization will serve to 

attract new customers while retaining current customers. Technology such as Self-Serving displays will be able 

to provide customers with a more continent way to order while also reducing labor costs in the long term. We 

believe that McDonalds will provide great value to our portfolio and for those reasons, this makes for a good 

opportunity to buy.  
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Valuation, Recommendation, & Risks 

 

Risks 
Consumer Taste shifting: The biggest risks that McDonald’s is facing is the shift in consumer tastes to 
Healthier alternatives. They have been affected by the stigma that associates them to unhealthy eating. The 
shift has been affecting McDonald’s top line as can be seen with decreasing revenues over the past five years. 
Mitigation: McDonald’s has been working hard on changing the way consumers view their products with 
Healthy lifestyle style Marketing Campaign. The goal is to disassociate their brand image with an unhealthy 
lifestyle. 
 
Modernization Costs: McDonald’s will continue to invest in modernizing their restaurants which can be seen 
with the self-serving displays that most McDonald's have today. The investment in self-serving displays may 
not generate expected returns. 
Mitigation: Although self-serving displays may initially be costly, it will be a good investment in the long term 
as it will be able to reduce labor costs as wage rates increase in the future. 
 
Food Safety: McDonald’s ability to ensure their products are safe for consumption is crucial to their business. 
Their products are exposed to foodborne illness or food contaminants. In any circumstance, whether there are 
rumors of compromised products or actual compromised products, the results would lead to significant 
financial loses. 
  

• Assumptions used according to McDonald’s 2017 10-K 

o Beginning in 2019, sales growth of 3-5% 

o Operating margin in mid-40% range 

o Effective income tax rate 25-27% 

• LT growth rate & TV growth rate is 3% 

• Risk-free: 2.9% Beta: 0.21 Market risk premium: 5.5% 

o Using CAPM = 4.1% 

• Five years forecasted DCF 

o  Intrinsic value: $202.07 

o Potential upside: 10.25% 
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 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 

enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 

report is prepared for general circulation. It does not have regard to the specific investment objectives, 

financial situation and the particular needs of any recipient hereof. You should independently evaluate 

particular investments and consult an independent financial adviser before dealing in any securities 

mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 

believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 

completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 

or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 

have issued other reports expressing views different from the Information and all views expressed in all 

reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 

to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 

representatives may, to the extent permitted by law, transact with, perform or provide broking, 

underwriting, corporate finance-related or other services for or solicit business from, the subject 

corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 

representatives may also, to the extent permitted by law, transact with, perform or provide broking or 

other services for or solicit business from, other persons in respect of dealings in the securities referred 

to in this report or other investments related thereto; and (3) the officers, employees and representatives 

of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 

“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 

(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 

make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 

this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 

in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 

carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 

Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 

(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 

related or linked to the recommendations or views expressed in this report or to any sales, trading, 

dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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