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Key metrics
Scope estimates
Scope-adjusted EBITDA/interest cover 12.7x 24.6x 18.7x 17.5x
Scope-adjusted debt/EBITDA 3.2x 3.0x 3.2x 3.0x
Scope-adjusted funds from operations/debt 28% 33% 29% 32%
Scope-adjusted free operating cash flow/debt -14% 22% 3% 16%

Rating rationale

Progress’ issuer rating continues to benefit from its position as one of Hungary’s largest
restaurant operators through its use of the McDonald’s brand. The diversification
assessment remains low due to the limitation of the development licensee agreement to
Hungary and the concentration on one business line. Operating profitability is good but
under pressure from expansion and inflation.

The financial risk profile is supported by a very strong interest cover due to the low fixed-
coupon bond, decreasing leverage despite soaring inflation and the recovering free
operating cash flow as investment phase is tempered.

We assess an above-average recovery for the senior unsecured debt category from 2023
onwards thanks to the tripling of fixed assets since the bond issuance in 2020.

Outlook and rating-change drivers

The Outlook is Stable, based on our expectation that Scope-adjusted debt/EBITDA will
remain well below 3.5x, with no further debt issuance as expansion slows and input
prices stabilise, resulting in improved cash flow allowing for gradual deleveraging and
dividend payments.

A positive rating action could be warranted if the company strengthened Scope-adjusted
free operating cash flow/debt to at least 10% on a sustained basis while growing in size
as evidenced by an increased market share.

A downgrade could be warranted if Scope-adjusted debt/EBITDA increased above 4x.
This could be a result of a deterioration in the franchise relationship (developmental
licensee with McDonald’s and/or inflationary pressure leading to low cash flow.
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Rating and rating-change drivers

Positive rating drivers Negative rating drivers

e Moderate profitability, supported by world-leading quick- Heavily dependent on franchise (developmental
service restaurant brand, driven by strong marketing licensee) with McDonald’s
strategy validated by consumer research

e Volatile Scope-adjusted free operating cash flow/debt
o Well-defined strategies to preserve its market share, due to intensive capex plan
including plans for growth in number of new restaurants

. . Weak diversification
as well as facelifts for all existing restaurants

e Potential for further expansion with drive-through
restaurants, which have solid profitability

e Robust interest cover ratio

Positive rating-change drivers Negative rating-change drivers

e Significantly stronger revenue growth e Scope-adjusted debt/EBITDA increasing above 4x

e Scope-adjusted free operating cash flow/debt sustained Deterioration in franchise relationship (developmental
above 10% licencee) with McDonald’s

e Inflationary pressure resulting in low cash flow

Corporate profile

Progress Etteremhaldzat Kft. (Progress) is the McDonald's Corporation’s developmental licensee in Hungary and one of the largest
restaurant operators in the country based on both revenue and profit. Progress operates McDonald’s restaurants and uses the
trademarks, intellectual property rights and other products under the McDonald’s franchise. It is entitled to name itself the
‘Developmental Licensee Partner of McDonald's in Hungary’. The company has two primary sources of income: i) revenues
generated by own operated restaurants; and ii) franchisee fees from conventional lincensee partners. The company’s activities
consist solely of operating McDonald’s restaurants in Hungary.

The first McDonald’s restaurant in Hungary opened in 1988. Progress’s former name was McDonalds Hungary Kft. Ownership
changed in 2019, when Hungarian entrepreneur Sandor Scheer acquired the full stake from the global McDonald’s group through
his holding company Leones QSR Kft, whose sole investment is in Progress.

In Hungary, McDonald's has 111 restaurants with system-wide sales of HUF 140bn in 2023. Of these 111 stores, 60% are
operated and owned by Progress and roughly 40% are operated by local conventional licensees. Progress plans to further expand
its Hungarian restaurant network.
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Financial overview

Scope estimates

2022 2023 2024E 2025E 2026E

Scope credit ratios

Scope-adjusted EBITDA/interest cover 12.7x 24.6x 18.7x 17.5x 19.4x
Scope-adjusted debt/EBITDA 3.2x 3.0x 3.2x 3.0x 2.6x
Scope-adjusted funds from operations/debt 28% 33% 29% 32% 36%
Scope-adjusted free operating cash flow/debt -14% 22% 3% 16% 21%
Ccopempssagaronoen | || || ]
EBITDA 7,827 9,632 10,587 11,151 12,261
Operating lease payments 2,753 3,432 3,905 4,125 4,403
Scope-adjusted EBITDA 10,580 13,064 14,492 15,276 16,664
I I Y A N N
Scope-adjusted EBITDA 10,580 13,064 14,492 15,276 16,664
less: (net) cash interest paid (832) (531) (773) (873) (859)
less: cash tax paid per cash flow statement (104) (122) (126) (147) (203)
Changes in provisions - 305 - - -
Funds from operations 9,644 12,717 13,594 14,257 15,602
I A A O
Funds from operations 9,644 12,717 13,594 14,257 15,602
Change in working capital 493 331 164 198 203
Non-operating cash flow 1,721 1,650 - - -
less: capital expenditure (net) (16,748) (6,071) (12,500) (7,000) (6,500)
Free operating cash flow (4,890) 8,626 1,257 7,455 9,305

Net cash interest per cash flow statement

Net cash interest paid

Reported gross financial debt 33,693 33,000 33,000 33,000 28,875
less: cash and cash equivalents (9,706) (14,438) (7,671) (9,000) (7,777)
add: non-accessible cash* 4,853 5,450 4,250 3,650 3,650
add: operating lease obligations 5,506 14,587 16,596 17,533 18,713
Scope-adjusted debt 34,346 38,598 46,176 45,183 43,460

1 Includes funds earmarked for capex, cashier money and cash deposit for bank guarantee.
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Progress is working on a dedicated ESG strategy. It strives for cutting its environmental
footprint by reducing its general use of packaging, offering alternatives to traditional beef
burgers and modernising its whole infrastructure.

As a large employer, Progress has community support programmes and a good focus on
gender equity. Ownership and management structures are well separated. The company
pays attention to complying with food safety regulations and avoiding regulatory and
reputational risks.

The Hungarian entity also invests into product innovation. Internal controls and audits
from Mc Donald’s Corporation provide further assurance.

A sustainability report with set targets is also being prepared.
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Business risk profile: BB

Progress’ business risk profile benefits primarily from its position as one of the largest
restaurant operators in Hungary through its use of the McDonald’s brand. Revenues of
Progress reached HUF 91.0bn in 2023 (equivalent to EUR 230m) which is double
compared to pre-pandemic levels in 2019.

Progress was able to accomplish significant organic sales and guest count growth in
Hungary over 2015-2019 without increasing its number of restaurants. It has since
opened 24 new stores (network size up by 25%) out of which 14 in 2022. At the same
time, vast majority of existing stores have been modernised, with very little works
remaining for 2024.

On an international comparison, however, the number of McDonald’s restaurants per
capita in Hungary remains half of that in Germany, France or Austria. This can be linked
somewhat to the less modern retail space, especially in highly frequented transport hubs,
and to the lower purchasing power. We believe Progress’ capex plan to open further
restaurants is strengthening Progress’ market share and overall McDonald’s pricing
power in Hungary.

In the medium term, we expect that Progress’ good Scope-adjusted EBITDA margins will
protect its market share in Hungary from competitors that are willing to sacrifice
profitability to gain market share. However, the company’s market position assessment is
hampered by its dependence on a single country, the Hungarian market’s fragmentation
and Progress’ small scale on a global level.

Figure 1: Evolution of company revenues (in HUF m) and Figure 2: Operating profitability (in HUF m)
network size
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Geographical diversification is limited due to the sole exposure to Hungary. McDonald’s
sales channels are diversified: home delivery is available in around 85% of the
restaurants and drive-through access is growing. From the supplier side, we see a strong
integration in global supply chains. The company operates with strategic suppliers and
has long-term cooperation with its partners. Supplies were not disrupted by the
turbulence of recent years, unlike in other sectors or among less powerful companies.
Therefore, we see a low concentration of buyers as well as low supply chain risk. We
note that McDonald's is pro-actively improving product diversification by increasing menu
variety, adding breakfast items, opening McCafé shops, and offering wraps and salads.
Ultimately, however, McDonald’s product portfolio is still limited to food and beverages.

Historical EBITDA margins range from 10.6% to 17.9% in 2016-2021, averaging 14.7%.
The Scope-adjusted EBITDA margin is around 4pp higher than reported by the company
due to adjustments for real estate lease payments received from franchise partners.
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Operating profitability is good with a Scope-adjusted EBITDA of HUF 13.1bn in 2023 (up
23.5% YoY) and a Scope-adjusted EBITDA margin of 14.4% (stable YoY). The Scope-
adjusted EBITDA in 2023 includes HUF 3.4bn of adjustments for real estate leases.

The operating environment will remain challenging in 2024. Affordability, digitalisation and
economies of scale will therefore be key to remaining competitive. While certain input
costs may decrease or at least stabilise compared to 2023 levels, labour costs continue
to rise at a double-digit rate. We expect the company to remain resilient to inflationary
pressure as proven in 2022-23 and therefore expect stable Scope-adjusted EBITDA
margin of 13.5%-14.5% for 2024-26.

Financial risk profile: BB+

The financial risk profile assessment improved compared to last year due to improved
leverage metrics. The company was able to navigate the heavy investment phase and
operational expenditure inflation and scale up operations which resulted in improved
nominal EBITDA exceeding expectations while reported financial debt remained flat and
operating lease obligations increased.

Leverage measured by Scope-adjusted debt/EBITDA stood at 3.0x at YE 2023
(decreased from 3.2x YoY). We expect Scope-adjusted debt/EBITDA to stay around 3.0x
until YE 2025, driven by EBITDA growth due to inflation and additional restaurant
openings which is partially offset by increasing operating lease obligations.

The company’s debt as at YE 2023 includes a HUF 33.0bn senior unsecured bond and
HUF 2.5bn in bank guarantees. We expect no major changes in the next three years.
Furthermore, we have excluded from cash netting the contracted capex and cashier
money totalling HUF 2.4bn in 2023.

Scope-adjusted EBITDA interest cover is very strong, at above 20x at YE 2023. The
purely fixed rate debt having a coupon of 3.0% yearly supports debt protection. We
expect the metric to stay very strong, above 15x, in the next three years as there is no
new financing need and we project nominal EBITDA to increase for reasons mentioned
above.

Scope-adjusted funds from operations/debt is good at 33% at YE 2023 (up from 28% in
2022) and points towards healthy cash flow generation. With inflation stabilising, but with
some wage pressures and input price volatilities we expect cash flow generation to
stabilise above 30%.

Progress’ investment plan from the bond is roughly completed, with new store openings
slowing down and modernisations completed. Medium-term growth will therefore be less
dynamic allowing FOCF/debt to remain positive in the next three years. This will also
result in no pressure to raise new debt in the current high interest rate environment,
allowing cash to be accumulated for debt service and dividend payments.
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Figure 3: Leverage evolution

Figure 4: Cash flows (in HUF m)
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FFO: funds from operations,
FOCEF: free operating cash flow

Liquidity is adequate and benefits from the conservative debt maturity profile, with no
short-term debt held historically or planned in the coming years. The bond will start
amortising in 2026 with HUF 4.1bn yearly which does not seem to pose a liquidity risk
given the comfortable cash position and positive free operating cash flow following the
investment phase.

We highlight that Progress’s senior unsecured bonds issued under the Hungarian
National Bank’s Bond Funding for Growth Scheme has a covenant requiring the
accelerated repayment of the outstanding nominal debt amount (HUF 33bn) if the debt
rating of the bonds stays below B+ for more than two years (grace period) or drops below
B- (immediate accelerated repayment). Such a development could adversely affect the
company’s liquidity profile. The rating headroom to entering the grace period is three
notches. We therefore see no significant risk of the rating-related covenant being
triggered.

In addition to the rating deterioration covenant, bond covenants include list of soft
covenants among others (i) change of control unless approved by McDonald’s
Corporation, (ii) net/Debt EBITDA up to 3.5x applicable only if breach is due to raising
new debt, and (iii) dividend restriction up to 50% pay-out ratio.

Balance (in HUF m) 2024E 2025E 2026E

Unrestricted cash (t-1) 8,988 3,421 5,350
Open committed credit lines (t-1) - - -
FOCF 1,257 7,455 9,305
Short-term debt (t-1) - - 4,125
Coverage >200% >200% >200%

Supplementary rating drivers: +/- 0 notches

No notching was applied for any supplementary rating drivers.

We view Progress’ financial policy as appropriate and prudent, with the commitment to a
maximum net debt/EBITDA of 3.5x.

No dividends were paid during the investment phase, and company guidance on
dividends still allow deleveraging. We assume a HUF 3.1bn dividend payment in 2024
and HUF 2.0bn yearly thereafter. The bond prospectus limits dividends to 50% of the
previous year’s profit after tax, which is protective of debtholders.

30 May 2024

SRG_RR_COR_22-1 7/9



= Ve Ve
SCOPIE Progress Etteremhaldzat Kft.

hd Hungary, Corporates

Parent support is neutral as we do not expect support from the owner or his holding
company.

Governance and structure are credit-neutral, though we view positively the multi-level
control mechanisms and decision boards.

Peer group considerations do not warrant a change to the rating.

Long-term debt rating

We assess above-average recovery from 2023 due to the tripling of fixed assets to
HUF 36.8bn at YE 2022 from HUF 13.8bn at YE 2020 as a result of the capex. The
company has no senior secured debt and no need to raise any.

The improved recovery rate has resulted in the senior unsecured debt rating being
upgraded to one notch above the issuer rating, to BB+ from BB.
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Disclaimer

© 2024 Scope SE & Co. KGaA and all its subsidiaries including Scope Ratings GmbH, Scope Ratings UK Limited, Scope Fund
Analysis GmbH, and Scope ESG Analysis GmbH (collectively, Scope). All rights reserved. The information and data supporting
Scope’s ratings, rating reports, rating opinions and related research and credit opinions originate from sources Scope considers
to be reliable and accurate. Scope does not, however, independently verify the reliability and accuracy of the information and
data. Scope’s ratings, rating reports, rating opinions, or related research and credit opinions are provided ‘as is’ without any
representation or warranty of any kind. In no circumstance shall Scope or its directors, officers, employees and other
representatives be liable to any party for any direct, indirect, incidental or other damages, expenses of any kind, or losses arising
from any use of Scope’s ratings, rating reports, rating opinions, related research or credit opinions. Ratings and other related
credit opinions issued by Scope are, and have to be viewed by any party as, opinions on relative credit risk and not a statement
of fact or recommendation to purchase, hold or sell securities. Past performance does not necessarily predict future results. Any
report issued by Scope is not a prospectus or similar document related to a debt security or issuing entity. Scope issues credit
ratings and related research and opinions with the understanding and expectation that parties using them will assess
independently the suitability of each security for investment or transaction purposes. Scope’s credit ratings address relative credit
risk, they do not address other risks such as market, liquidity, legal, or volatility. The information and data included herein is
protected by copyright and other laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use
for any such purpose the information and data contained herein, contact Scope Ratings GmbH at Lennéstral3e 5, D-10785 Berlin.
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