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COMPANIES MENTIONED IN
THIS REPORT:

CORE COVERAGE
COMPANY TICKER PAGE
QSR
McDonald’s MCD 5
Burger King BKC 6
Wendy's WEN 7
Jack in the Box JACK 8
Popeye’s PLKI )
KFC YUM 10
Del Taco TACO 11
Taco Bell YUM 12
Pizza Hut YUM 13
Domino’s DPZ 14
FAST CASUAL
Chipotle CMG 15
Starbucks SBUX 16
Wingstop WING 17
Noodles & Co.  NDLS 18
CASUAL

Applebee’s DIN 19
[HOP DIN 20
Chili’s EAT 21
Chuy’s CHUY 22
Longhorn DRI 23
Olive Garden DRI 24
Red Robin RRGB 25

INDUSTRY: HEADLINES / BUSINESS CONDITIONS/TRENDS

HEADLINE NEWS:
= Here we go again! Costco to limit purchase of paper towels, toilet paper,
water, certain cleaning supplies.
= More companies report product shortages.
=  Driver shortages are impacting supply chains/restaurant deliveries.

SALES & TRAFFIC: (Compass RCR coverage average):
Industry avg. SSS +14.6%
Industry avg. Traffic <3.2%> (estimated)
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ECONOMIC HEADLINES:
= CPI remains high - Annualized 5.3%
= Commodities wholesale prices rose 20.0%
= Unemployment 5.2%
CONSUMER HEADLINES:

= Consumer sentiment rose in September by 2.5 points; however, concerns
over key issues increased dramatically.

OPERATOR HEADLINES:

= Staffing issues ease.
= Operator optimism contradicts results.

SUPPLY CHAIN HEADLINES:

= Multiple large companies reporting product shortages.
= Bottleneck in port cities delaying products and raw materials.

CURRENT TRENDS:

=  Price point marketing focus.

Please see Page 26 for Important Disclosure
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ECONOMIC NEWS (BREAKDOWN):

= CPI/Inflation Rate - Annualized 5.3% Annually Adjusted CPI 5.4
= Commodities wholesale prices rose 20.0%
=  Unemployment 5.2%
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SOURCE: TRADINGECONOMICS.COM US Bureau of Labor Statistics

INFLATION - Annual inflation rate slowed from July’s 5.4%. However, faster price increases were seen for food (3.7% vs. 3.4%).

WHOLESALE COMMODITIES UPDATE September 2021 August 2021
Beef $2.85 $3.20
Dairy $2.07 $2.04
Pork $3.45 $4.31
Poultry $2.95 $2.85
Produce $23.50 $18.25
Seafood N/A N/A
Chicken Wings $3.15 $3.16
Thighs (error in last month’s report) Aug. correction $0.65 $0.58
Basket (limited) $5.91 $4.92
Gasoline - National Average $3.18/Gal $3.19/Gal

SOURCE: Commodities: USDA / Gasoline: AAA

Total Wholesale Basket prices rose 20% in September and according to the most recent USDA report, they forcast wholesale beef prices
are expected to increase a total of 17-20% in 2021, wholesale pork and chicken are expected to increase 16-20% The major factors
impacting these price increases are higher food costs, increase in demand and disruption in the supply chain.

National average of gasoline per gallon moved sideways in September due in part to normal seasonal decline in demand. A contributing
factor was an increase in refinery production.

RETAIL COMMODITIES UPDATE September 2021 September 2020 August 2021
Ground Beef $6.18 $5.76 $6.08
Milk $3.56 $3.40 $3.62
Bacon $7.10 $5.56 $6.86
Bread $2.08 $2.08 $2.10
Coffee $4.73 $4.50 $4.56
Whole Chicken $1.47 $1.60 $1.44
Eggs $1.71 $1.33 $1.64
Potatoes $0.80 $0.86 $0.78
Basket $3.45 $3.13 $3.38

(See notes above on inflation).
UNEMPLOYMENT:

Total unemployment reported for August 2021 (latest report) stands at 15.2%, the lowest level since March 2020. The labor market
continues to steadily recover despite lingering concerns of the Covid 19 resurgence (although there are still reports of labor shortages in
many sectors). The U.S. economy added 235,000 jobs in August. The economy is still more than 5.3M jobs or 3.5% down from February
2020 peak. A return to pre-pandemic employment levels will not likely be seen until late 2022. What is most alarming, Eating and
Drinking places lost 41,500 jobs in August. The Delta variant has been blamed as many workers said they were unable to work for
reasons linked to the pandemic - vulnerability and other factors were given as reasons many people quit restaurant work. A deeper dive
discovered the more severe understaffing situations are occurring in the QSR sector (average staffing levels were 60-65% of ideal levels;
Casual Dining average staffing levels were 75-85% of ideal; Fast Casual were 80-85% of ideal and Fine Dining was 90-95% of ideal).
What we learned in interviews with workers was QSR jobs have several issues that make them less desirable. They bare a negative social
stigma among peers, lower pay than other restaurant sectors, limited or no opportunity to earn tips, demeaning working conditions
when compared to the industry as a whole.
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Operator News

e OPERATORS:

o _Current Month Sales (nationally): ©
= 73.0% O Increase over last year
= 11.0% T Decrease over last year
= 16.0% Same as last year
O
o  Current Traffic:
= 69.0% L Increase over last year
= 22.0% 1 Decrease over last year
= 9.0% Same as last year
O

o  Future Outlook for Business Conditions over the next 6
mos.
= 36% expect business conditions to improve

o  Future Outlook for Sales:
= 53.0% {0 Increase over last year
= 42.0% Same as last year
= 5.0% Worse than LY

o  Margins Impact:
= 88.0% J{} Reported food cost increase

(rose 5.9% YOY)

Menu Prices:
= 86.0% 1 HigherthanLY
=  Menu prices increased 5.6% over last 12 months

Staffing Issues:

= 38.0% T Fully Staffed
=  62.0% { Understaffed
= 50.0% T Job openings not filled

= 42.0% T Reported raising compensation

Top Concerns:

= 86% Recruiting/retaining employees
= 74% Inflation

= 73% Food costs/availability

=  61% Covid Virus/Delta Variant

Based on consensus from our sources (CRCR interviews, NFIB Survey, National Restaurant Association Monthly Survey) SSS and Traffic
softened during the month; yet the trajectory was over last year. These indicators, as well as a softening in consumer spending, could be
signs of a business slow down. Another factor to consider is that historically this period is the second slowest in the calendar year for
the restaurant industry. So events over the next few months bare close scruitiny before any conclusion should be drawn.

When comparing SSS to 2019, operators reported the following. By segment:

CURRENT MONTH LAST MONTH
Higher Lower Higher Lower
QSR 75% 17% 61% 29%
Fast Casual 50% 17% 50% 50%
Casual 47% 42% 75% 25%
Fine Dining 38% 50% 50% 50%

SMALL BUSINESS OPTIMISM INDEX (Source: NFIB and Compass RCR)

Small Business Optimism Index
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RESTAURANT PERFORMANCE INDEX: (Source: National Restaurant Association)

1/21 2/21 3/21 4/21 5/21 6/21 7/21 8/21
@\ ggﬁ;ﬁg‘:ﬁ\l{h INDEX 99.1 100.1 105.1 106.3 105.5 105.6 105.2 104.2
CURRENT SITUATIONS
$ SSS Increase/Decrease  29%/71%  73%/27%  77%/23%  97%/3%  95%/5%  84%/16%  85%/15%  73%/11%/16%
Ly Capital Spending 51% 53% 58% 74% 68% 72% 73% 63%
EXPECTATIONS:
$ f::};:g/‘;i"e‘;li 59% 63% 78% 77% 75% 75% 71% 53%
Jdh F;%‘;gg’e};noeftl""k 56% 66% 69% 64% 74% 68% 3206 36%

CONSUMER SENTIMENT

10/20 11/20 12/20 1/21 2/21 3/21 4/21 5/21 6/21 7/21 8/21 9/21

Consumer Sentiment 72.5 74.1 80.4 81.8 76.9 80.7 84.9 82.9 85.5 81.2 70.3 72.8
Current Economy 82.8 82.9 87.8 85.9 87.0 90.0 87.7 89.4 88.6 84.5 78.5 80.1
Consumer Expectations 65.9 68.5 75.6 79.2 70.5 74.6 73.8 78.8 83.5 79.0 65.1 68.1

SOURCE: University of Michigan Sentiment Poll

Consumer Conerns:

September 2021 August 2021
Health concerns as related to Covid variant 50% 26%
Financial concerns - (Inflation) increased cost of goods 58% 16%
Immigration 52% 11%

SOURCE: September 24, 2021 Gallup Poll

Consumer Sentiment Index actually rose in September by 2.5 points based on less news of the Covid crisis. While consumer optimism did
increase, their concerns over key issues increased dramatically. There will be a time of reconciliation between these indexes which will
be more reflective of actual situations. One key indicator was consumers plans to postpone major purchases (as stated by over 48% of
those polled) which would imply a cautionary approach to spending.

SUPPLY CHAIN NEWS:

PRODUCT SHORTAGE:

=  Nike

=  (Costco

= (Certain medical supplies (Covid related)

=  Shortage of raw material hampering production of glass, plastics, metals, and electronics.

All are part of the larger supply chain disruption that has snarled the movement of goods around the world. Many producers are waiting
for parts produced overseas which are delayed or are waiting in jammed seaports. Last week the Port of Los Angeles announced a record
60 container vessels were waiting off-shore to unload their goods. The port of Los Angeles is not currently working 24 /7. They are
working 2 shifts per day, 6 days a week and have applied for permission to run 24/7 operations to help ease the bottleneck. As of
9/30/21 the federal government has not issued approval for the request for extended operational hours. The auto industry factories are
filled with vehicles awaiting scarce computer chips.

The causes for the bottlenecks are complex. It is the result of a shortage of trucks and drivers to pick up goods coupled with an
overwhelming demand for imports for consumer products, as well as Covid safety protocol for ships entering U.S. ports overwhelming
the workforce. It’s a global supply chain problem. All ports are interconnected so a disruption at one port will impact others.
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SSS Comparison - Brand to Mean COMPASS FORECASTS - SSS
30.0% )
25.0% FRANCHIOSE CONTACTS:
20.0% SSS: +9%
15.0% TRAFFIC:
10.0%
5.0% - ESTIMATES ON USA CORP.
(506(2/%; 1 SSS: +8-10%
B 0
(10.0%) TRAFFIC:
(15.0%) CKAVG: $6.80
Q2-2019 | Q3-2019 | Q4-2019 | Q1-2020 | Q2-2020 | Q3-2020 | Q4-2020 | Q1-2021 | Q2-2021
HMCD 5.7% 4.8% 5.1% 0.1% (8.7%) 4.6% 5.5% 13.6% 25.9%
= MEAN 2.6% 4.3% 2.9% (2.7%) (4.1%) 5.2% 4.5%
SUMMARY/KEY TAKEAWAYS:
e Trends: Sales - Positive Momentum - Increasing ~ Outlook - Positive
o Effective Sales Drivers: Disney Happy Meal Tie-In

o Effective Sales Initiative: = MyMcDonald’s Rewards Program - free food/Order & Pay

CONCLUSION:
e  September sales were positive; momentum increased. These results were primarily due to the Disney 50t Anniversary Happy Meal
Toy tie-in; the popularity exceeded expectations, despite not being advertised anywhere - except on Disney social media sites.

FORECASTS:
e For October - Our SSS expectations are in the positive 6-8% range based on expected slowing in momentum due to Disney Happy
Meal tie-in ending; but maintaining a healthy sales pace.

Market segmentation of our September channel checks: NE 11%; S 20%; MW 32%; W 37%.

SALES HIGHLIGHTS / KEY PERFORMANCE INDICATORS:
e  Sales were positive in September. Major Influences: (1) Strong media that supported Brand awareness and the new Chicken
Sandwich. (2) The Disney 50th Anniversary Happy Meal tie-in featuring over 50 Disney Toys. According to 80% of our contacts,
“sales were through the roof with adults coming in buying 9-10 Happy Meals or Toys at a time.”

SIGNIFICANT SALES DRIVERS THAT ARE WORKING:
1. Happy Meals - Disney 50t Anniversary Toys
2. 2for$6
3. New Chicken Sandwich

COMMENTS ON SSS & DRIVERS
e 77% of our contacts listed the above as their top sales drivers for the month.

ADVERTISING / MEDIA / PROMOTIONAL HIGHLIGHTS:

e  TV: Primary focus on: e SOCIAL MEDIA:
o  Crispy Chicken Sandwich o My McDonald’s Rewards
o Happy Meals - Disney 50t Anniversary o App
o  Pumpkin Spice Latte o Free food w/App
o McDelivery

SALES BUILDING INITIATIVES:
e Menu - Innovation/Price Point/LTO/Price Value: Happy Meal - Disney 50t Anniversary tie-in.

NEXT PROMOTION:
e  McRib to return November 1

IMPACTFUL CHAIN NEWS:
e Plans to eliminate plastic toys by 2025.

WHAT WE HEARD - OPERATORS:
e  Staffing Issues: 60% of our contacts reported continued staffing issues but that it was much better than July/August. The average
daily crew shortage was 1-3 employees. The remaining 40% of our contacts reported being fully staffed.
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DISCLOSURES AND DISCLAIMERS

Analyst Certification and Independence of Research.

The Compass Restaurant Consulting and Research analyst(s) whose names appear on the front page of this report hereby certify that all the views
expressed in this Report accurately reflect our personal views about any and all of the subject securities or issuers and that no part of our compensation
was, is, or will be, directly or indirectly, related to the specific recommendations or views of in this Report.

Compass Restaurant Consulting and Research (the “Company”) is an independent research provider. The Company is not a member of the FINRA or
the SIPC and is not a registered broker dealer or investment adviser. The Company has no other regulated or unregulated business activities which
conflict with its provision of independent research.

Limitations of Research and Information.

This Report has been prepared for distribution to only qualified institutional or professional clients of Compass Restaurant Consulting and Research. The
contents of this Report represent the views, opinions, and analyses of its author(s). The information contained herein does not constitute financial, legal,
tax or any other advice. All third-party data presented herein were obtained from publicly available sources which are believed to be reliable; however,
the Company makes no warranty, express or implied, concerning the accuracy or completeness of such information. In no event shall the Company be
responsible or liable for the correctness of, or update to, any such material or for any damage or lost opportunities resulting from use of this data.

Nothing contained in this Report or any distribution by the Company should be construed as any offer to sell, or any solicitation of an offer to buy, any
security or investment. Any research or other material received should not be construed as individualized investment advice. Investment decisions
should be made as part of an overall portfolio strategy and you should consult with a professional financial advisor, legal and tax advisor prior to making
any investment decision. Compass Restaurant Consulting and Research shall not be liable for any direct or indirect, incidental, or consequential loss or
damage (including loss of profits, revenue, or goodwill) arising from any investment decisions based on information or research obtained from Compass
Restaurant Consulting and Research.

Reproduction and Distribution Strictly Prohibited.

No user of this Report may reproduce, modify, copy, distribute, sell, resell, transmit, transfer, license, assign or publish the Report itself or any
information contained therein. Notwithstanding the foregoing, clients with access to working models are permitted to alter or modify the information
contained therein, provided that it is solely for such client’s own use. This Report is not intended to be available or distributed for any purpose that would
be deemed unlawful or otherwise prohibited by any local, state, national or international laws or regulations or would otherwise subject the Company to
registration or regulation of any kind within such jurisdiction.

Copyrights, Trademarks, Intellectual Property.

Compass Restaurant Consulting and Research and any logos or marks included in this Report are proprietary materials. The use of such terms and
logos and marks without the express written consent of Compass Restaurant Consulting and Research is strictly prohibited. The copyright in the pages
or in the screens of the Report, and in the information and material therein, is proprietary material owned by Compass Restaurant Consulting and
Research unless otherwise indicated. The unauthorized use of any material on this Report violates numerous statutes, regulations, and laws, including,
but not limited to, copyright, trademark, trade secret or patent laws.




