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What is the new National
Franchising Financial Standard?

Vision: Owner/Operators are financially healthy and
successful.

Purpose: Owner/Operators are capable of growing and
reinvesting in their restaurants by optimizing and
managing all financial aspects of their business.

Standard: Operate a financially viable restaurant
business, meet all financial obligations, and be credit
worthy in order to meet ongoing and future

business need:s.
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What is the new National
Franchising Financial Standard?

Measurement and guidelines:

Financial Viability of the Restaurant Business as
determined by an overall point system applied to the
individual viability measurements. The individual
financial viability measurements are as follows:

= Cash Flow Coverage Ratio greater than or equal to 1.2
= TTM Liability Turnover equals 7 Days or less
= EqQuity greater than or equal to 25%

Courtesy of McDonald’s USA, LLC //
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An Organization must achieve an overall
score of 6 or greater to meet the financial
viability measurement.
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What is the new National Franchising
Financial Standarde

= Metrics

CFC Ratio Points
1.4 or higher or No Debt 4
1.2 10 1.39 3
1.110 1.19 2
1.0 fo 1.09 1

-1

Less than 1.0

TTM Liability Turnover Ratio — In Days
Positive (+) days indicate degrees of positive working capital;
negative (-) days indicate a traditional liability turnover.

Greater than 10 Days + 4
O to 10 Days + 3
Greater than O Daysup to 7 Days - 2
Greater than 7 Days up to 14 Days- 0
Greater than 14 Days or Higher - 2

Equity

Greater than 70% Equity 2
25% to 70% 1
Less than 25% -2
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gy What is the new National Franchising
| Financial Standard?

= Metrics — other considerations

= Submits timely and accurate Financial
Statements to McDonald'’s.

= Pays McDonald’s and others on time.
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=l \What does the new Standard mean
wd 10 My organization?

= The calculation of ratios has not
changed

= The new system aftributes a point value
to arange of the value of the ratio

= The new system allows an Owner
Operator fo have a Cash Flow Coverage
ratio of 1.0 - 1.2 as long as they have
positive TTM Working Capital and Equity
greater than 70%
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=l \What does the new Standard mean
wd 10 My organization?

= The new system provides Owner
Operators with the potential to “Pass”
when they would have been ineligible
under the old system

» Building cash in your organization leads
to less risk when dealing with viability
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=l \What does the new Standard mean
wd 10 My organization?

= Under the new system the Liability
Turnover in days metric is now being
measured over trailing twelve months,
not at the fime of measurement. This has
a significant impact on viabllity as a
greater emphasis has been placed on
maintaining positive working capital in
your business throughout the year.
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Example - McDonald’s NFS Guidelines
Prior to April 1, 2014

CFC Ratio

1.2 3 Points
TTM Liability Turnover in days

0 days up to 7 days - 2 Points
Equity

25% to 70% 1 Point

Score 6 Points
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Example — New McDonald’s NFS
Guidelines as of April 1, 2014

The scenario below exemplifies how the new system allows an
Owner Operator to have a passing score with a Cash Flow
Coverage ratio below 1.2 as long as they maintain positive

TTM Working Capital and Equity greater than 70%

CFC Ratio

1.0-1.09 1 Point
TTM Liability Turnover in days

O days up to 10 days+ 3 Points
Equity

Greater than 70% 2 Points

Score 6 Points

GrAY GRAY& GRAY



' What does the new Standard mean
l tOo my organization?

Be sure to check with your CPA and/or
financial advisor to understand your
financial viabillity under the new 6 point
system.
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Ratio Calculations

Run On: 4/1/2014
Organization Name & Number: RONALD McDOMNALD
Total Cwner/Operators: 1

The measurements below are computed using financial statements loaded to Web FFS and DO NOT represent your Business Review.

Key Indicators of running a financially viable business are Est. Net Equity of 25% or greater, Cash flow Coverage of 1.2 or Higher, and TTM Liability Turnowver Days of 7 days or less.

We b F FS Financial Viability | Last Business Review
Guideline TTM Feb 2014 Assessment TTM Oct 2012
Estimated Met Equity 25% or greater 25% to 69.9% 1 Above
n a p S o Cash Flow Coverage Ratio 1.2 or higher 125 3 092
TTM Liability Turnover Days 7 days or less 4.4 2 6.6
& Points or Higher [ [

TTM Feb 2014 Calculations for your organization based on your most recent financial information submitted are as follows:

% Estimated Net Equity—estimated value of the business less any debts (before required reinvestments)
Guideline 25% or greater

% Cash Flow Coverage Ratio (CFCR)—indicates the ability to service debt.

Guideline 1.2 or higher

Calculation: Pre-Debt Cash Flow Before GEA and Draw (A) 5 2,850,000
Less: Actual GEA s 1,200,000
Less: Draw s 280,000
Cash Flow after Draw and GE&A s 1,370,000
Divided by: Annual Debt Service (B) 5 1,100,000
Cashflow Coverage Ratio 125

< TTM Liability Turnover Days—indicates the ability to pay debts on a timely basis.
Guideline TTM Liability Turnover Days of 7 or less

Calculation: Computed for each of last twelve months then averaged
‘Working Capital = Average Daily Sales = LTO
Working Capital = Current Assets -Current Liabilities - Current Portion of Long Term Debt + 1/12 Current Portion of Long
Term Debt
Average Daily Sales = Annualized Sales = 363

TTM Liability Turnover {in days, note - negative days indicate positive working capital) (C) 44

{A) - Pre-Debt CashFlow Before GEA and Draw is reduced by NEP debt payments made during the past twelve months to reflect treatment as occupancy cost.

(B} - Annual Debt Service reflects loan information, utilizing loan payment and origination date, reported by you on the Debt Summary for the past twelve months.
This number has not been reviewed to determine whether all loans are in compliance with McDonald's guidelines and McDonald's reserves the right to
restate the terms of any loans not in compliance with McDonald's guidelines. NEP debt payments are induded in Pre-Debt Cash Flow Before G&A and Draw,
and therefore exduded from Annual Debt Service. See footnote (A).

{C) - See TTM Liability Turnaver details on the BalSheet tab.




Web FFS
Snapshot

Owner/Operator Name & Number:
Organization Name & Number:

TTM Balance Sheet

Jun-13 Jul-13 Aug-13 Dec-13 Jan-14 Feb-14
# of Balance Sheets Consolidated 1 | 1 | 1 1 1 1
Total Current Liabilities 51,811,890 51,845,080 $2,012,597 $1,960,102 $1,779,539 $2,252,524
Equipment/Other Debt (£ Tyrs) 2,607,970 2,541,656 3,752,622 3,573,164 3,490,622 3,303,413
Conivestment/Building/Site Debt (£ 10 yrs)
NEF Debt (< 20 yrs) 1,283,568 1,270,044 1,256,647 1,200,630 1,187,375 1,138,472
Non-Restaurant Building and Equipment Debt
Note Payable - Vehicle 0 0 1] 1] 0 0
Lines of Credit Drawn
Miscellaneous Payable-Long-term 4] 0 0 0 0 0
Note Payable-Shareholder 4] 0 0 0 0 0
Total Long-Term Liabilities $3,891,539 53,811,700 $5,009,269 $4,773,794 $4,677,998 54,441,885
Total Liabilities $5,703,429 $5,656,780 $7,021,866 $6,733,895 $6,457,537 56,694,409
Capital Stock/Owners Capital 815,465 815,465 815,465 815,465 577,204 577,204
Additional Paid in Capital 298,985 298,985 298,985 298,985 298,985 298,985
Treasury Stock (42,940) (42,940) (42,940) (42,940) (42,940) (42,940)
Retained Earnings/Accumulated Earnings 1,416,242 1,416,242 1,416,242 1,416,242 1,502,241 1,502,241
Current Profit and Loss 123,904 195,454 233,277 238,808 (23,035) (55,041)
Draw/Dividends/Distributions (248,908) (259,455) (269,855) (391,070) (50,735) (55,322)
Total Equity/Capital $2,362,748 52,423,752 $2,451,175 $2,335,490 $2,261,721 $2,225,128
Total Liabilities and Owners Equity 58,066,177 58,080,532 $9,473,040 $9,069,386 $8,719,257 58,919,537
Chg in Monthly Shareholder Receivable S0 S0 S0 S0 S0 50
Chg in Monthly Notes Payable Shareholder - - - - - -
Chg in Monthly Draw/Dividends/Distributions 69,259 10,547 10,400 24,318 50,735 4 587
Total Monthly Draw/Dividends/Distributions $69,259 510,547 $10,400 $24,318 $50,735 $4,587
TTM Total 5$281,019
Profit and Loss Comparison:
501 §162,456 5161,113 $142,895 ($79,647) 574,347 575,915
Less GRA 5111,892 589,563 5105,072 $130,963 597,382 $107,922
Computed Profit and Loss from Income Statement 50,564 71,550 37,823 {210,610) (23,035) (32,008)
Chg in Monthly B/S Current Profit and Loss 50,564 71,550 37,823 {210,610) (23,035) (32,008)
Variance - - - - 0 -
Working Capital (190,600) (498,644) (273,727) (242,714) (316,912) (217.661)
Avg Daily Sales 60,655 61,029 60,825 61,801 61,747 61,999
LTO 31 82 4.5 39 5.1 35

TIMLTO
4.4
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Stop by and visit GG&G!
Booth #440A

(located between Treasury & Futures)
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il Contact Us

GrAY GRAY&GRAY

CERTIFIED PUBLIC ACCOUNTANTS|IADVISORS

BEYOND THE NUMBERS
Westwood | Framingham | Boston
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Disclaimer

The content of this webinar is intfended for educational purposes only.

This webinar provides a brief summary based on our understanding and interpretation of current law. All
tax references are to federal tax law only, unless otherwise stated.

The information contained in this webinar is general in nature and is based on authorities that are subject
to change. Itis not, and should not be construed as accounting, legal or tax advice or opinion provided
by Gray, Gray & Gray, LLP. The material presented may not be applicable to, or suitable for, specific
circumstances or needs, and may require consideration of non-tax factors and tax factors not described
herein. Contact Gray, Gray & Gray or another tax professional prior to taking any action based upon this
information. Changes in tax laws or other factors could affect, on a prospective or retroactive basis the
information contained herein; Gray, Gray & Gray assumes no obligation to inform the reader/webinar
attendee of any such changes.

The material presented in this webinar is not intended to, and cannot be used to, avoid IRS penalties. This
material supports the marketing and promotion of accounting services. Seek advice based on your
particular circumstances from independent tax, legal accounting, insurance, investment and financial
advisors.

Mark E. Kashgegian, CPA is a Certified Public Accountant in Massachusetts and serves as Partner at Gray,
Gray & Gray, LLP.
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