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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye 

Risk Management is not a broker dealer and does not make investment recommendations. This research does not 

constitute an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard 

to individual investment preferences or risk parameters; it is general information and does not constitute specific 

investment advice.  This presentation is based on information from sources believed to be reliable. Hedgeye Risk 

Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 

contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye 

Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk 

Management and its employees have relied upon research conducted by Hedgeye Risk Management’s employees, 

which is based upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not 

responsible for the validity or authenticity of the information upon which it has relied.  
 

TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its 

contents are prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services 

Agreement and the Terms of Use at www.hedgeye.com 

DISCLAIMER 



MCDONALD’S OVERVIEW 
MCDONALD’S 2014 ANALYST MEETING 
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• Accelerating unit growth, while trying to fix a struggling core business. 

 

• Classic “Stage 2 Denial”: 
– In an effort to avoid the inevitable and appease the street, management begins to 

accelerate growth through the form of new units.   

– Normally, the core business continues to deteriorate alongside a decline in ROIIC. 

EVEN BETTER AND BIGGER  

THE NEW MANTRA  
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• Moving forward, menu growth will primarily come from the core categories, including beef, 

chicken, breakfast and beverage. 

 

• Beverage is the biggest opportunity, but it also has significant challenges. 

 

• Management believes each one of these categories represents a $2 billion opportunity over 

the coming years. 

 

• In order to capture the beef and chicken opportunity, MCD must improve store performance.  

Can this be done while emphasizing items, such as beverages, that slow throughput? 

 

• No change in long-term growth targets (which are now aggressive): 

– 3-5% system-wide sales 

– 6-7% operating income growth 

– High teens ROIIC 

– Incremental unit growth will come from the APMEA region, which has the lowest ROIIC 

LONG-TERM GROWTH STRATEGY 
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• The rise of fast casual suggests there is more competition for hiring. 

 

• MCD will refocus their efforts on hiring and retaining the best employees, in an effort to create a 

better experience for customers. 

 

• An effort to capture incremental market share in the coffee category will also require increased 

employee training. 

 

• Improving trends at lunch is vital to the future success of McDonald’s. 

 

• As we said on Tuesday, we believe MCD’s core lunch business has been declining since 2010 and 

has been masked by the company’s successful efforts to sell cold beverages. 

 

• QSR Magazine recently reported that MCD’s average speed of service was the slowest in 15 

years. 

 

• Slowing remodels to install new “prep tables” in the U.S. store base in an effort to improve the 

speed of service. 

 

• Globally, 60% of MCD’s interiors and 50% of its exteriors have received the company’s updated, 

contemporary look. 

OPTIMIZING EXECUTION  
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• The unit growth engine of the company, but very low ROIIC. 

 

• Of the company’s 840 planned new restaurant openings in 2014, approximately 

300 are planned for China.  

 

• In 2014, half of the company’s new restaurant openings in APMEA will include a 

drive-thru, including roughly 20-25% of the new openings in China. 

 

• Breakfast is only 13% of APMEA’s sales, so there is a significant opportunity to 

grow this business. 

APMEA 
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• The bull case for MCD is based on a turnaround in Europe. 

 

• MCD has restructured its European region with a new Managing Director in 

Germany; Germany sales trends remains soft. 

 

• Today, nearly 100% of MCD European interiors and 80% of exteriors reflect a 

more relevant, contemporary look; have not seen much of a sales lift from 

improving assets. 

 

• Breakfast is a big opportunity as only 5% of total sales come from this daypart. 

 

• The company is placing a strong emphasis on growing breakfast; right now, only 

50% of the company’s restaurants are open for breakfast. 

 

• Breakfast only accounts for 1% of sales in France and 14% of sales in the U.K. 

EUROPE 



HEDGEYE  9 

 

• Slowing the pace of LTOs in 2014. 

 

• Slowing the pace of remodels to enhance in-store execution. 

 

• Will not have the pressure of taking the Angus Burger and the Chicken Selects 

off the menu. 

 

• 2014 will be a transition year. 

 

• There will be a strong focus on beverages. 

 

• The 2013 new product pipeline did not work – will 2014 be any better? 

UNITED STATES 
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• To quote MCD’s senior management at lunch: “We kicked them in the gut in 2005-2006 and 

we are going to do it again.” 

 

• The last time management was able to drive mid-single digit same-store sales was when they 

launched Frappes & Smoothies. 

 

• While the opportunity looks impressive, execution will be key to driving incremental sales. 

 

• The company is looking to drive high margin, incremental beverage sales to help mitigate the 

pressure from other lines in the P&L. 

 

• The company did not reveal a go-to market strategy for taking advantage of the beverage 

opportunity. 

 

• According to MCD, they have 12.8% of the IEO coffee market in U.S. 

 

• They believe coffee is as important as fries; it has higher margins. 

 

BEVERAGE OPPORTUNITY  
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• Their goal is to enhance the coffee culture at MCD and they will enhance the training of their 

employees. 

 

• They believe they have a high quality coffee product and loyal consumers. 

 

• Plan to leverage brand McCafe – enhancing marketing calendar support and introducing new 

flavors. 

 

• More than 70% of coffee consumption in the US takes place at home (including retail sales of 

premium roast, ground, whole bean and single-serve coffee offerings). 

 

• According to management, “research suggests” that driving greater awareness of the McCafe 

brand in supermarkets will drive incremental consumers to their stores – thank you Starbucks! 

 

• When will McDonald’s introduce a McCafe branded beverage in supermarkets? 

BEVERAGE OPPORTUNITY 
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• Management loves the real estate. 

 

• They will not increase leverage to buyback stock. 

 

• There is minimal potential for dividend growth. 

 

• Margin pressure will persist through 2014. 

 

• G&A will increase in 2014, due to increased compensation expenses. 

 

• Implications are that management lowered guidance for 2014. 

FINANCIALS 
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• Overall, there was a feeling of disconnect to the meeting, which started with 

the “Even Better And Bigger” mantra. 

 

• In our space, we have never seen a company simultaneously get bigger 

and better while the core business is struggling. 

 

• It is now clear to us that McDonald’s, under CEO Don Thompson, is a 

company in transition. 

 

• What is unclear to us is how long and expensive this transition will be.  

ANALYST MEETING SUMMARY 
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COFFEE BRAND LOYALTY 

59% of SBUX 

customers make 

coffee purchases at 

coffee chains. 

 

Bottom line: among 

the people who 

patronize McCafe 

at least once a 

week, 70% are still 

buying their coffee 

elsewhere. 
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COFFEE RATINGS 

60% of coffee 

consumers like SBUX 

coffee “very much.” 

 

This is significant, 

considering that the 

overall quality and taste 

of coffee is the number 

one factor coffee 

consumers look for.  

 

High brand loyalty 

among large brands in 

the coffee category 

make it very difficult to 

take market share.  
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SINGLE-SERVE MCCAFE PODS 

42% of those 

surveyed said 

they would “likely” 

or “definitely” 

purchase McCafe 

(or McDonald’s-

branded) 

individual coffee 

pods from 

grocery retailers. 
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DEMAND DRIVERS: ALL CUSTOMERS 

• Quality & Overall 

Taste of Coffee is 

the most important 

factor for coffee 

customers. 

• Cleanliness, 

selection of coffee 

drinks available, 

quality and overall 

taste of food, and 

the friendliness of 

baristas/staff round 

out the top 5 most 

important factors 

for coffee 

consumers. 

Data Source: Dectiva, Hedgeye 
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DEMAND DIFFERENTIATORS 

• McCafe customers value price more 

than customization. 

• The majority of other customers 

value customization more than price. 

• MCD’s strategy to take market share 

by offering a lower price point will not 

work. 

• MCD can not match the level of 

customization that these other 

chains offer. 

Data Source: Dectiva, Hedgeye 
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