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Driven by incremental improvement in macroeconomic drivers, a brighter consumer
outlook, aggressive operator menu innovation and LTO experimentation, quick-service
(including fast casual) and snack and beverage restaurant sales are on track for
moderate growth. But among consumers, price sensitivity is still top of mind: 68% of
limited-service restaurant (LSR) users say low price would influence their decision to go
to a fast food restaurant and 24% citing it as “most important.” Operators, also
constrained by highly competitive grocery aisle pricing, will have limited pricing power
even while they will continue to face guest traffic challenges into 2014. In an
environment in which stealing share remains the key to growth, menu innovation and
keeping up with broader consumer trends remains essential.

This study analyses the industry and consumer trends shaping this highly competitive
environment, focusing on the quick-service, fast casual, and snack and beverage
restaurant segments.

Key content includes:

Studying the degree to which 26 different factors influence consumers’
decisions to go to a “fast food restaurant™ and which are the most important
factors in that decision, with accompanying demographic analysis and industry
responses/examples.

Limited-service restaurant menu trending, focusing on menu item penetration by

restaurant segment, including depth of menu items, limited-timed offers, mini-
size menu items, top proteins, preparation methods, and beverages.
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Guest traffic analysis for quick-service restaurants and snack and
beverage restaurants, with daypart and chain vs. independent share, including
2008-2013 QSR guest traffic trending for the segment’s key consumer groups,
and a strong focus on HH income trending by restaurant brand, including
leading LSR beef/burger, chicken, pizza, and fast casual chains.

How technology trends are shaping the limited-service restaurant industry, with
a focus on increasingly mobile consumers and emerging mobile payment
technologies.

Health and wellness trending, including calorie count trends and impact; healthy
menu claim trends; clean food trends; kids’ menu health; and healthful
restaurant concepts to watch. We also present analysis of two consumer groups
with divergent views regarding the importance of nutritional value, regular
exercise, healthy diet and weight management. We gauge their restaurant,
health and diet preferences, and the relationship to their restaurant brand
choices.

Studying the impact of macro-economic drivers on limited-service restaurant
industry growth, including an economic forecast through 2014, with supporting
macroeconomic analysis; the effect of HH income and employment trends on
limited-service restaurants; and the effect of consumer and commaodity price
trends on limited-service restaurants; with price trends and forecasts.

A market size and forecast through 2015 for full-service restaurants, limited-
service restaurants, cafeteria/buffets and snack/beverage establishments; same-
store sales analysis of major brands by limited-service segment; and consumer
restaurant spend trending, by segment.

The report also provides analysis of leading restaurant brands operating in four limited-
service restaurant segments: snack and beverage, quick service, fast casual and
cafeteria/buffet. For each brand, we assess competitive differentiation; growth strategy;
menu development and trending; consumer food lifestyle consumer segmentation
analysis; guest traffic trending, by demographic; and sales performance and outlook.
Brands analyzed, by segment, include:

Baskin-Robbins, Dunkin’ Donuts, Jamba Juice, Starbucks
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Burger King, Chick-fil-A, KFC, McDonald’s, Pizza Hut, Sonic, Wendy’s
Chipotle Mexican Grill and Qdoba

Old Country Buffet
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CHAPTER 1: EXECUTIVE SUMMARY REPORT SCOPE

Share of stomach: limited-service restaurant sales analysis
Limited-service restaurant macroeconomic analysis
Limited-service restaurant industry guest traffic trends
Limited-service restaurant menu trends

Limited-service restaurant health & wellness trends
Limited-service restaurant technology trends

Factors influencing the decision to go to a fast food restaurant
Leading snack and beverage restaurant chains

Leading quick-service restaurant chains

Leading fast casual restaurant chains

Leading limited-service cafeteria/buffet restaurant chains

CHAPTER 2: SHARE OF STOMACH RESTAURANT SALES ANALYSIS

Summary analysis Market size and forecast
Graph 2-1: Restaurant Sales, 2007-2015
Graph 2-2: Restaurant Performance Index, 2007-2015
Restaurant Performance Index trending positive
Graph 2-3: Restaurant Performance Index, 2007-2013
Same-store sales and guest traffic trends
Graph 2-4: Restaurant Industry Same-Store Sales and Customer Traffic Trends,
2007-2013
Guest traffic trends
The National Restaurant Association’s take
NPD Group’s CREST point of view
Table 2-1: Restaurant Industry Guest Traffic Share and Guest Traffic Growth, by
Restaurant Segment,2011-2013
Unit growth
Same-store sales trends, by brand and restaurant segment
Reading the graphs
Snack and beverage restaurant performance & outlook
Graph 2-5: Snack & Beverage Restaurant Annual Same-Store Sales Index:
2007-2012, 2007-2009 & 2010-2012
QSR performance & outlook
Beef/burger
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Graph 2-6: Quick-Service Burger Restaurant Annual Same-Store Sales Index:
2007-2012, 2007-2009 & 2010-2012

Chicken and Mexican

Graph 2-7: Quick-Service Chicken & Mexican Restaurant Annual Same-Store Sales
Index: 2007-2012,

2007-2009 & 2010-2012

Pizza

Graph 2-8: Quick-Service Pizza Restaurant Annual Same-Store Sales Index:
2007-2012, 2007-2009 &

2010-2012
Fast casual performance & outlook

Graph 2-9: Fast Casual Restaurant Annual Same-Store Sales Index: 2007-2012,
2007-2009 & 2010-2012
Consumer limited-service restaurant spending trends
Food at home versus food away from home

Food at home spending accelerates

Table 2-2: HH Income & Expenditures, Food, Food at Home, Food Away from Home:
2007-2011 Growth

Table 2-3: HH Income & Expenditures, Food, Food at Home, Food Away from Home:
2007-2011 Share
Consumer restaurant spending trends

Limited-service share of spend increases

Table 2-4: Consumer Expenditures on Limited-Service and Full-Service Meals and
Drinks: 2007-2011 Growth

Table 2-5: Consumer Expenditures on Limited-Service and Full-Service Meals and
Drinks: 2007-2011 Share
Limited-service restaurant spending trends

Table 2-6: Consumer Expenditures on Limited-Service Meals, Non-Alcoholic Drinks &
Alcoholic Drinks: 2007-2011 Growth

Table 2-7: Consumer Expenditures on Limited-Service Meals, Non-Alcoholic Drinks &
Alcoholic Drinks: 2007-2011 Share
Limited-service restaurant spending trends, by HH Income

“Trading down” of consumer household incomes influences LSR spend

Graph 2-10: Household Number/Share & Household Limited-Service Restaurant
Spend/Share,by HH Income: 2007 v. 2011

Table 2-8: Number of Households & Household Limited-Service Restaurant
Spending,by HH Income: 2007 v. 2011
Limited-service restaurant spending trends: day part analysis

Table 2-10: Consumer Expenditures on Limited-Service Meals and Non-Alcoholic
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Drinks,by Daypart: 2007-2011 Growth

Table 2-11: Consumer Expenditures on Limited-Service Meals and Non-Alcoholic
Drinks,by Daypart: 2007-2011 Share
Breakfast spend trending by HH income

Graph 2-11: Household Number/Share & Household Limited-Service Restaurant
Breakfast Spend/Share,by HH Income: 2007 v. 2011

Table 2-12: Number of Households & Household Limited-Service Restaurant Breakfast
Spending,by HH Income: 2007 v. 2011

Lunch spend trending by HH income

Graph 2-12: Household Number/Share & Household Limited-Service Restaurant
Lunch Spend/Share,by HH Income: 2007 v. 2011

Table 2-13: Number of Households & Household Limited-Service Restaurant Lunch
Spending,by HH Income: 2007 v. 2011
Dinner spend trending by HH income

Graph 2-13: Household Number/Share & Household Limited-Service Restaurant
Dinner Spend/Share,by HH Income: 2007 v. 2011

Table 2-14: Number of Households & Household Limited-Service Restaurant Dinner
Spending,by HH Income: 2007 v. 2011
Snack spend trending by HH income

Graph 2-14: Household Number/Share & Household Limited-Service Restaurant
Snack Spend/Share,by HH Income: 2007 v. 2011

Table 2-15: Number of Households & Household Limited-Service Restaurant Snack
Spending,by HH Income: 2007 v. 2011

CHAPTER 3: LIMITED-SERVICE RESTAURANT MACROECONOMIC ANALYSIS

Summary analysis The Big Picture: Moderate economic growth
Continued gradual rates of improvement expected
Graph 3-1: Unemployment, GDP & Inflation Forecast, 2013-2015
Supported by consumer confidence and employment gains
Graph 3-2: Monthly Unemployment Rate & Consumer Confidence, 2007-2013
Supported by wealth and debt trends
Household wealth continues to rebound
Wealth bedrocks follow two different paths
Stock market doubles in value
Home prices remain depressed but gains noted
Graph 3-3: Wealth Effect: Wilshire 5000 and Case-Shiller Index: 2007-2013
And households see almost 40% gain in real estate value
Graph 3-4: Wealth Effect: Household Net Worth and Mortgage Equity: 2007-2013
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Improving consumer debt picture: total consumer debt down by 12%
Graph 3-5: Consumer Debt Balance and Its Composition: Q2 2006- Q2 2013
Skyrocketing student loan debt; lower credit card and mortgage debt
Table 3-1: Consumer Debt Balance, by Type: Amounts, Share & Year Year-Over-Year
Comparisons:Q2 2007- Q2 2013
How to play continuing economic improvement
Addressing Millenials challenges
Influence of HH income trends on limited-service restaurants
Economic recovery bypasses lower-income restaurant consumer
$150K+ income household growth explodes
Middle class shrinks and low-income group rises
Table 3-2: 2009 vs. 2013 HH Income Segment Comparison, by Number of Households
&
Percentage Change
Additional context
Graph 3-6: HH Income Trends, by Income Segment: Number of Households &
Percentage Share:July 2006 — July 2013
Influence of employment trends on limited-service restaurants
Rise in the unemployment rate results in lower restaurant engagement
Too many part-time jobs, not enough full-time jobs
Reliance on restaurant extreme affordability
Graph 3-7: Full-Time, Part-Time & Total Employment: January 2007 - July 2013
Table 3-3: Full-Time, Part-Time & Total Employment: Number, Share & Year Year-
Over-Year Comparisons: July 2007- July 2013
Demographic trouble spots persist
Trouble areas & restaurant industry ramifications
Table 3-4: National Employment Rate, by Demographic, w/ Year Year-Over-Year
Comparisons: July 2007- July 2013
Food price outlook
Ask McDonald’s: Food at home index keeps menu pricing in check
Graph 3-8: Food at Home vs. Food away from Home Price Trends, 2007-2013
Food at home prices grow at meager rate
Graph 3-9: Food at Home & Alcoholic Beverages at Home, 2007-2013
Limited-service restaurant price increases track overall inflation rate
Graph 3-10: Food & Alcoholic Beverages Away from Home, Full-Service & Limited-
Service Meals/Snacks Price Trends, 2007-2013
Wholesale food and beverage price trends
Where we’ve been
Table 3-5: Producer Price Index, by Food and Beverage Type, w/ Year-Over-Year
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Comparisons: 2007-2013
Where we’re going
Table 3-6: Livestock, Dairy, and Poultry Price Outlook: 2012-2014

CHAPTER 4: LIMITED-SERVICE RESTAURANT INDUSTRY GUEST TRAFFIC
TRENDS

Summary analysis
Guest traffic volume and share analysis
Quick-service restaurant guest traffic volume
Daypart and chain/independent status

Graph 4-1: Quick-Service Restaurant Guest Traffic Share, by Daypart and
Chain/Independent Status: 2013
Key demographics

Table 4-1: Quick-Service Restaurant Guest Traffic Volume Comparisons, by
Demographic: 2013
Guest traffic volume: daypart and chain/independent status, by demographic

Table 4-2: Quick-Service Restaurant Guest Traffic Volume Comparisons by Daypart
and Chain Status,by Demographic: 2013
Key demographic guest visit drivers: detailed analysis

Guest traffic frequency in decline

Table 4-3: Limited-Service Restaurant Monthly & High-Frequency Use by LSR
Segment: 2008-2013
18-24s: more economically pressed, but visits are up

Table 4-4: 2013 Monthly & High-Frequency Use by LSR Segment among 18-24s, w/
2008-2013 Usage Share Change
Blacks: visits are up, but trading up a looming issue?

Table 4-5: 2013 Monthly & High-Frequency Use by LSR Segment among Blacks, w/
2008-201 Usage Share Change
After post-recession growth, Hispanic traffic trends suggest trouble afoot

Table 4-6: 2013 Monthly & High-Frequency Use by LSR Segment among Hispanics,
w/ 2008-2013

Usage Share Change

Table 4-7: 2013 Monthly & High-Frequency Use by LSR Segment among
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Consumer limited-service restaurant spending trends

This section analyses the food and restaurant spending patterns of consumers from
2007 through 2011, using data from the U.S. Bureau of Labor Statistics’ Consumer
Expenditure Survey.

We note that survey figures for consumer expenditures are lower than personal
consumption expenditures (PCE) reported by the U.S. Bureau of Economic Analysis.
PCE is the primary measure of consumer spending on goods and services in the U.S.
economy and it accounts for about two-thirds of domestic final spending.

As such, we believe the aggregate spending amounts provided by the Consumer
Expenditures Survey should not be used to create direct market estimates. However,
we view changes in spending patterns over time and percentage share of expenditures
as valuable tools, especially as they can be linked to demographic groups.

Below, we analyze spending trends for the following categories: food at home; food
away from home (which includes restaurant delivery, takeout and dine-in; vending;
employer/school cafeterias; and out-of-town trips); restaurants (including full-service
and limited-service restaurants); and daypart analysis (breakfast, lunch, dinner and
shacking).
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