. Canadian coffee market ( compared to Starbucks at #2

§ Mately 10 ¢

ember 4, 2014, Burger Kino w i
pec it & b o g ()‘rldWldC (BKw) officially acquired Tim H Inc..
2dian co g retailer, for $11 4 oal IO mrsutred Bresms e

randS International (RBI), which overnight b )h‘l'”“’n- hWi[h that deal, BKW created Restaurant

t in the world. The combp; : ccame the second-largest elobal ick-service
resrtgrl:isncanada’ although BKWbV]\’rzlxesth:(Tpuny’ RBI, is hcadquancrctd ini);k‘i‘il(ltlt)ul:czl]:‘f
qs acquisition was for BKW to quartered in Miami, Florida. A primary rationale for

Save potentiz 13
[rlversion——a process where a C0n1pan;/)re(elll]1[cf:lgl}'/t mlljlhg()m of dollars through what is called rax
i s S s ULS. tax liability by g : L 5
[ersl?siioggt;}é:cv:nht l(;\ia;(rji;()rl?orale lax rates, Canada’s Lorrl)‘i)t;:t]?t:: rrdC[lO_Cdt]lr_lg e Ll
. in - N ’ ate is 15 percent vers
: art of the deal, BKW agried t‘:) I;(])t)e::lfll [hyge annual savings in corporate (arw)(e: for ;3&[?\:1'\
i aintain employ ) 3 . o
nts, (2) expand Tim > Ployment levels at T s’ Canadiz
restallfad by strrl:cture' H(?Flons global Presence, (3) maintain Tj o HOFIOI}\ “Cdnd('hdn
gent and oy y ' at current levels for 5 5-year period . Hon'ons "
Burger ngKa,S be&jlrd]l; bfciindS. With no plans to create one ur;'afn((lj(lj) Ogerate SIS
Burger King Worldwide is the e , 1fed brand.
pain beghind McDonalds, in Ihee Sjc(])(nq ldfgesl global fast-food hamburger restaurant (FFHR)
& . BKW sells b uick-service restaurant (QSR) indus i
Whopper. sells beef and chicken-bas ndustry. Best known for the

ed s ; ! .
BKW launched lower-calorie french il sandwiches along with other fast foods. Recently,

s a -pri : .
whoppers.” and even brought back the YUM‘E;Z‘OYG;D Zflfd\\:i}:;lpper in San Francisco called “Proud

Known internationally as “Tim Horto
/ ; ns Cafe and B ' Ti i

mgisggrlck;serwce, f:asual.restaurant (McDonald’s i #23)5‘;\?:)(;%““2?0“;6110“5 i P
has 4,304 res aur’ants. including 3,468 in Canada, 807 in the United St : 3"Tlm HOfTO“S
East. However, as of September 2014, there were fewer (3 m Hortors wosins idale

Canada, but more (869) in the United Sta

. [ i L tes, and nearly double (56) in th i i

;Ltgefr;lnasgg Can;dlﬁn military bases). Tim Hortons has about)75 pei(l:\:rll(ti((i)llftﬁasé(malmy
goods (based on the number of customers served) and about 65 pefc ina;hﬁ"
ent of the

with 7 percent).

o'?June 30, 2({15.. Also dgring Q2, Tim Hortons added 52 net new restaurants, endip th i
14508 lwal:’:l:o?zstvhl},c.qurger ng, added 141 net .new restaurants, endi}lg the ierieogeSSE
s o . S. , yc.u,. l%urg'cr King purchased Tim Hortons for $11] billion. Resta
as over $23 billion in systemwide sales and over 19,000 restaurants i s
) Ountries and U.S. territories. ’ ‘ e approxi
ODvrs, .
PYright by Freq David Books LLC. www.strategyclub.com (Written by John D. Varlaro)

I'"Story

Tin
Hortong was founded

and Jip, in 1964 in Hamilton, Ontario, by Canadian hockey player Tim

~ ed witp in?fmradc._ after an initial venture in hamburger restaurants. In 1967, Horton
: 4. Oyce ex o :jsamr Ron Jf’y‘_t’ who asfun.lc.d cunlrpl over operations after Horton died in
ced it W[::n “Ld.lhc chain mlo' a multimillion busme.-ss_ In November 2010, Tim Hortons
Eng’andgr(‘)smg 36 stores in the norlhca.sFern Upned States, due to high competition
~based Dunkin’ Brands, owner of Dunkin Donuts. In May 2014, Tim Hortons
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launched a new frozen drink, Frozen Green Tea, and a few months later launched a dark roast
u)“&l;u}:‘t:rdl‘(ing Worldwide was founded in 1‘)5‘4 by Jume§ McLamore and David Edgemn’
who opened the first location in Miami, Florida, after purchas.lng the tr.ademark_nghts for “Ingta.
Burger King”—a franchise hamburger restaurant that qscd an ?nstu-hrmler to quickly and Cheaply
grill hamburgers. As franchisees of the Insta-Burger King chzup. they purchased the Jacksonville‘
Florida-based franchise, renamed it Burger King, and successfully grew the company for the fo).
lowing 8 years. BKW introduced the Whopper in 1957. o

In 1967, Pillsbury Company purchased Burger King and s:ubsequemly instituted severa] 4.
tempts to restructure the restaurant chain. After years of declining Proﬁ}s and poor performance.
Burger King was purchased by its current parent company, 'SG Capltal., in 2006 for $4 billiop_ 3G
Capital made Burger King a private company, but relisted it as a public company in 2012, while
retaining approximately 70 percent ownership. 3G Capital is currently the largest shareho]de; of
Restaurant Brands International.

Dunkin® Brands, Krispy Kreme Doughnuts, and Starbucks are rivals to Tim Hortons,
McDonald’s, Wendy’s, Hardees, and hundreds of other hamburger chains are rivals tq Burger
King. Prior to the purchase, BKW had a presence in 97 countries with approximately 14,
locations. The United States and Canada markets account for about 50 percent of these locations,
Burger King Worldwide recently increased its locations in China substantially. With the Creation
of RBI, the international footprint of these two iconic brands now account for more than 18,000
restaurants located in 100 different countries.

Restaurant Brands International was founded on December 4, 2014.

Internal Issues

Vision/Mission/Values/Ethics

Burger King Worldwide’s vision is as follows: “Our commitment to premium ingredients, sig-
nature recipes, and family-friendly dining experiences is what has defined our brand for more
than 50 successful years.” The company has an extensive Code of Ethics referred to as the BKC
Code published on the website. As found in the BKC Code, BKW states, “Our vision is to be
the most profitable QSR business, through a strong franchise system and great people, serving
the best burgers in the world.” The BKC Code further lists the following corporate values: Bold,
Accountable, Empowered, Meritocratic, and Fun. The company does not have a written mission
statement. The BKC Code is published for all franchisees, employees, and executives to follow. It
specifically addresses employee culture, key business strategies, guests, and how employees can
adhere to the code in all of these areas. For example, the section on employee culture addresses

diversity and inclusion as well as data privacy. Safety and restaurant quality are addressed under
the Guest section.

Organizational Structure

As illustrated in Exhibit 1, RBI operates using a strategic business unit type design, with there
being two strategic business units (SBU): Burger King Worldwide and Tim Hortons. There ar¢
divisions by region below the two SBUs. Soon after the merger was consummated in Decembi
2014, Daniel Schwartz was appointed CEO of Restaurant Brands International. Schwartz 1
leading the company’s day-to-day business and is responsible for the overall business strategy-
Exhibit 1 reveals other executives appointed to the RBI’s leadership team.

Strategy

. ions
Restaurant Brands International is committed to fulfilling its agreed-on strategy d‘;;]ilr:\lz?sg
for operating Tim Hortons. However, regarding its BKW brand, RBI is focused on (3 aggres”
sales in the United States and Canada, (2) accelerating international development, 3 eleve
sively pursuing refranchising opportunities, and (4) maintaining strong focus on COrPomthmugh
cost structure. Burger King Worldwide is focused on increasing its global fOOthlancluswe
joint ventures and strategic partnerships, Typically, BKW provides franchisees Wlm { venture:
rights within specific regions. In return, franchisees receive minority stakes in the join
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Currently, BKW is focused on high growth or emerging markets. Simply stated, BKW ig focuseq
on reducing the number of corporate-owned franchises. Through these means, BKW intepgg to
decrease costs and increase profits. In addition, BKW is focused on expanding Tim Hortong
likely first in the Northeast United States, then nationally, then globally—not necessarily ip lhai
order—but consistent with the agreed terms of the acquisition.

Segments
Reporting into its two SBUs, RBI segments its operations into five regions. Exhibit 2 detajjs the
locations of RBI’s franchise-owned restaurants. Franchise-owned restaurants account for nearly
100 percent of all restaurants since RBI owned only 65 total restaurants out of over 19,000
worldwide. Note that only 24 percent of all stores are Tim Hortons.

Exhibit 3 shows RBI's segment revenues and EBITDA. Note that Tim Hortons has the poor-

est ratio of EBITDA/Revenues by a wide margin overall compared to the Burger King regional
segments.

Marketing

The Whopper and several iterations (Double Whopper, Four Cheese Whopper, etc.) are core
BKW products. Periodically BKW brings new iterations, such as the Angry Whopper and the
Chipotle Whopper, for a limited time. These variations help drive new customers to BKW, while
reinvigorating current customers. Other more experimental offerings have included the Pride
Whopper, exclusive to San Francisco, as well as Satisfries, a healthier alternative to french fries,
While BKW has significantly reduced the number of corporate-owned locations, the remaining
52 are intended to be used to test-market new products prior to wider release. ;

Burger King Worldwide also varies its core products globally to meet local tastes. Some
examples would be the offering of a black burger in Japan, a Cheese Fondue Whopper in South
Korea, and a Bacon Outback Burger in Australia. It is also only in Australia where Burger King
restaurants operate under a different name—Hungry Jack’s. This different brand further demon-
strates BKW’s commitment to meeting regional market needs, and helped lead to the 2.4 percent
increase in global comparable sales in the third quarter of 2014.

With the new marketing slogan, Taste is King, BKW is focusing its marketing to put its food
first. BKW has had a tumultuous history of marketing campaigns, but it has been known to be
a front-runner within the FFHR and QSR markets for successful campaigns. The communica-
tion strategy integrates multiple channels to reach consumers, including social media, the BK
app, and the website. The website, for example, is simple yet bold with its emphasis on food
offerings. It also places promotions in the website navigation bar, again reinforcing the strategic

EXHIBIT 2 RBI's 2014 Total Franchise Stores

Tim Hortons BK US & Canada
4,658 7,354
24% 39%
BK APAC
1,466
8%
BK Latin America
1,698
#h BK EMEA
3,802
20%

Source: Based on information in RBI's 2014 Annual Report, p. 6.




2014 2013
-_
Revenues EBITDA Revenues EBITDA
BK US & Canada 640 446 655 437
BK EMEA 274 220 336 189
BK Latin America 77 69 86 67
BK APAC 64 56 58 49
Tim Hortons 142 35 _ =

Source: Based on information in RBI's 2014 Annuq/ Report, pp. 120 and 121.

goal of communicating both core products and value. The Burger King app mirrors this as well,
providing consumers the Opportunity to find locations and receive coupons. The ability to pay by
phone is also integrated into the app.

Finance
Restaurant Brands International’s recent income statement and balance sheet are provided in
Exhibits 4 and Exhibit 5, respectively.

Competitors

Every year, U.S. consumers spend about $75 billion in the Fast-Food Hamburger Restaurant
(FFHR) category. Companies in this segment compete based on price and convenience, leading
to fierce competition. For example, it is common practice within this segment to quickly expand
and open new locations to leave little space for other competition. Not only is there constant
price pressure, but constant marketing of deals through coupons, a common tactic to drive traffic.
Yet, the products (i.e., hamburgers) may be seen as undifferentiated by consumers. Both factors
necessitate competitors to manage operating expenses, while spending marketing dollars to drive
 foot-traffic, and while striving to create brand differentiation and loyalty. Of the $75 billion spent
annually in FFHR, consumers spend about $10 billion at Burger King Worldwide Yet, BKW is
| only number two in this market segment, with McDonald’s being number one and Wendy'’s close
behind as number three in the market.

In addition to the real big companies such as McDonald’s and Starbucks, Five Guys
Enterprises, Elevation Burger, BurgerFi, and What-A-Burger compete aggressively with

EXHIBIT 4 RBI Income Statement (in millions of USD)

Report Date December 31, 2014 December 31, 2013
Revenues $1,197 $1,146
Operating expenses 1,015 624
EBIT 182 522
Interest and other 435 200
EBT (253) 322
Tax expense (24) 88
Partnership adjustments (560) =
Net income (837) 234

Source: Based on RBI's 2014 Annual Report, p. 68.
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EXHIBIT 5 RBI's Balance Sheet (in millions of USD)

—
Report Date December 31, 2014 December 31, 2013
Assets
Cash and equivalents $1,803 $787
Accounts receivable 440 178
Inventories 194 70
Other current assets 223 39
Total current assets 2,660 1,074
Property, plant & equipment 2,540 802
Goodwill 5,851 630
Intangibles 9441 2,796
Other assets 672 526
Total assets 21,164 5,828
Liabilities
Accounts payable 223 31
Tim Hortons notes 1,045 —
Other current liabilities 657 315
Total current liabilities 1,925 346
Long-term debt 8,937 2,880
Other liabilities 2,681 1,086
Total liabilities 13,543 4,312
Preferred Partnership Units 3,297 -
Total stock 4,579 —
Retained earnings - 226
Treasury stock — (7)
Paid in capital — 1,240
Other (255) 57
Total equity 4,324 1,516
Total liabilities, Preferred 21,164 5,828

Partnership Units & equity

Source: Based on RBI's 2014 Annual Report, p. 69.

RBI. Five Guys, for example, proudly proclaims its strategy of offering healthy beef, not
investing heavily in marketing and advertising, and serving all-you-can-eat peanuts and veg-
gie burgers. Elevation Burger and BurgerFi focus on high-quality food and drinks. E!evatlog
Burger markets its hamburgers as grass-fed, free-range, and organic—overall healthier foz
that is better for the environment. BurgerFi touts angus-beef burgers with craft be::)rraer
wine available for purchase. Also, there are more than a million mom-and-pop hamburg
restaurants globally. (s that sell
Competition for consumers is not limited to hamburger restaurants, as restauran oy Fried
pizza and other fast foods can compete indirectly. Yum! Brands—consisting of Ke““i; domes-
Chicken, Taco Bell, and Pizza Hut—represents significant indirect competition to B . in China

tically and abroad. For example, there are about 4,600 KFCs and 1,000 Pizza Hmcontaini“g V
alone. Yum! Brands further views the Pizza Hut Casual Dining experience in China 32 otly bega? L_ |
untapped potential, given that two-thirds of sales are non-pizza. Yum! 'Brands rec |

offering breakfast items, and serving breakfast even at its Taco Bell locations. " COrporﬂtion j |

nis
d restaurd g

Exhibit 6 compares RBI, McDonald’s (MCD), Wendy’s (WEN), Starbu;'se
(SBUX), and Dunkin’ Brands (DNKN) on various metrics. Be mindful that francii
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xHIBIT 6_Comparative Metyic, f

or RB| its Ri i
£ and its Rival Fir
sl RBI =
McCD WEN SBUX DNKN

r— 128 27B 21B 17B 750M
 Net Income 837) M 488 121 M 25B 177M
4Employees 4,600 420,000 32,000 191,000 1,600
 Revenue per Employee 261 K 64,000 65,000 89,000 469,000
s Market Capitalization 1828 92B 4B 08 478
SEPS (2.34) 4.80 0.32 3.30 1.65

source: Based on company documents gpg Yahoo! Finance,

‘ hisee financia] statements, not the big parent company.
The parent Teports royalty income fropy, f

i ranchisees (i.e., on their income statements), but the
property: plant, and equipment and everythi
fnancial statements rather than the parent ¢

, . Restaurant Brands International is
much smaller than McDonald’s or Starbucks.

porate owned. McDonal
large number of corporate-owned locations, as

franchisees—a very different approach from B
has been struggling of late due to intense pric

d’s strategy includes operating a
it is viewed integral to lead-by-example for
KW’s current franchise strategy. McDonald’s
¢ competition in the industry.

The Wendy's Company (WEN)

Headquartered in Dublin, Ohio, Wendy’s has about 6,500 restaurants, primarily in the United
States and Canada. Of those 6,500 locations, about 1,100 are corporate owned. Wendy’s has
about 400 franchised locations outside North America, in 25 other countries.

Starbucks Corporation (SBUX)

Headquartered in Seattle, Washington, Starbucks has about 22,000 restaurants in 65 countries.
Historically primarily a breakfast restaurant, Starbucks now offers dinners and alcoholic bever-
4es, and is open longer hours per day than ever before.

Dunkin’ .

Hggg:]':laiz:gsf legr\'lzon, Massachusetts, Dunkin Brands’ owns, operates, and franchl.ses
Quick-service restaurants under the Dunkin’ Donuts and Baskin-Robbins l.)rand?J l;zfzorldw1de.
The company operates 11,500 Dunkin’ Donuts restaurants and 7,600 .Baskm'-rRo Hm:t rest;u—
lis globally. Dunkin has avoided Canada (having only 4 locatlonsgl, J“T;tra:m;l: ::);3; tei‘s
Woided the United States, obviously to avoid crossing paths very muc o - sl Pli’ncrease thz
200 Dunkin’ Donuts in the Asia Pacific region :alone, W1th21())lans tso Cuarxrrz " tl);ere o e
esence i China, with over 1,400 new' 10: astit(;?essmLt?lfeng);(tW }],)el?rnk'in’ Donuts, caters to l’ocal

nkin’ i nite ' : : .
S i Ko o G Cslt b o K T

Mochi-based donuts in China.
Externg) Issues

*Public’s Concern for Health It obesity. It is estimated that
; ildhood and adult obesity :

€ is an ever-growing concern regarding Chﬁihgure s are expected to increase. Obesity may

i icar d(glafetcs and heart disease. To stave off these con-

0 significant health issues, including d at the local, state, and federal levels—all

i ente
*4number of regulations have been implem
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' i S ations and revenues. For example, the U.S. Food and
Zufdwhl(i:?trz(t)il:)]: (lggzjt»\l:ﬁls:)o(:)p(l:)red;undating all caloric yalues be disclosed on mer‘lus. While
RBIIn::TJrlremly provides this information on .ils website, it i1s pf)szlblg t}?at ;s thi: public’g under.
standing of calories grows, so may the negative 1mpa§t on RBI’s usllne?ss. Tmp Y stated, aceorg.
ing to the company website, the Whopper has appropmalely 650 c'a ories. Since the Current ;)
allowance recommended is 2,000 calories, the pu.bhc may eventually put pressure on BKw i
other restaurants to provide healthier, lower-calorie altern‘all.ves. The Satls.fnes 1S a good eXample
of BKW attempting to meet these demands. McDonald’s is trying to raise consumerg

g , Percep.
tion of the quality of its food by adding kale to the menu. McKale chi

PS may soon be available
alongside hamburgers and fries. _ . ' ]

Class action lawsuits have been filed against various qu1ck-serv1c.e restauran.ts for not appro.
priately notifying the public of the health risks frqm such food§. Various law§u1ts have claimeg
that marketing practices have unfairly targeted chlldren—echomg the lawsun‘s against tobaceg
in prior decades. Even if RBI is not directly affected by suc.h lawsuits, t'he publicity and attentiop
they draw can negatively impact the company. A related dietary trend is the growing Number of
people following specialty diets. These may range from gluten-free to vegetarian, Restaurap;
Brands International does offer information concerning gluten on its website, but doeg not nec.
essarily offer food for those who desire these options. Yum! Brands’ Pizza Hut and Domings
Pizza, however, offer gluten-free pizza as a dining option. White Castle, a fast-food hamburger
restaurant famous for its beef sliders, offers veggie burgers that are prepared Separately frop
meat-containing foods to cater to vegetarians. If more competitors begin to offer these options, jt
may put more pressure on BKW to deviate from its core products.

or group? Even the company’s
firm vulnerable in social media. Al
and mitigation measures,

Employment Law

New minimum wage and health-care laws impact RBI. Both at the state- and federal-level mini-
mum wage levels are being challenged. There have been open protests against the hourly Wages
of fast-food workers. Viewed as low-wage workers, many of these people are protesting to in-

The Patient Protection and Affordable Care Act (ACA) represents another area of increased
costs for franchisees, requiring that b

usinesses offer health care to employees meeting.the hourly‘
threshold. This is another area where franchisee costs may increase. Other changes in °mpl°);_
ment law can cause disruptions and increases in costs, such as laws related to immigration, 0V¢
time, working conditions, and fami

W's
ly leave. These potential changes are exacerbated by BK
global presence, as it must monitor and support franchisees across the globe.

Future

. urger
Burger King Worldwide is actively transitioning from being a USA-based, global hambure
chain, to a Canada-based

seition an
diverse restaurant chain. BKW’s recent Tim Hortons acquli;‘iz grow
the creation of Restaurant Brands International has both BKW and Tim Hortons poise

et

e 2



uch faster globally—but where,
m
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When, why,

and how? Some analysts assert that RBI’s finan-
jal fundamentals are éxcellént, Same-store sales at Burger King and Tim Hortons rose 2 percent
‘ d 3 percent, respectively, in 2014, whic is
an -

00 percent franchised-model, SO
lleroer synergies. RBI shareholders are
meiz

excellent. However, RB] Operates from a desired
future Carningg largely rely on fixed-cost reductions and post-



