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Credit Ratios and Formulas

It’s not rocket science
And

It’s an art, not a science

Key Measures

Leverage Ratios
Coverage Ratios

Capital Expenditures

What are
banks looking for these days?
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IT
DEPENDS!

Variables

* Are you a franchisOR or a franchisEE?

* How big are you? How many units, how
much revenue and EBITDA?

How long is your operating history?

Are you growing?

What else do you have going for you?
—Owned real estate?
—Audited financials?

Leverage Metrics

Traditional Approach

Funded Debt/EBITDA — Total loans
outstanding/Earnings before Interest, Taxes,
Depreciation, Amortization and Other Non Cash
Charges.

For restaurant operating companies this number
can range between 2.75x and 4.50x, depending
on the size of the company, growth story and
presence of subordinated debt in the capital
structure.

Leverage Metrics
Current Approach

Lease Adjusted Leverage -- Total loans
outstanding plus eight (8) times rent expense/
Earnings Before Interest, Taxes, Depreciation
and Amortization and Other non-cash charges
plus rent

Between 5.25x and 5.50x for restaurant
operating companies and 5.50x and 5.75x for
franchisees
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Leverage Metrics

Senior Lease Adjusted Leverage — Leverage
ratio calculated solely using first priority funded
debt.

Total Lease Adjusted Leverage — Leverage
ratio calculated based on the sum of first priority
funded debt and subordinated, mezzanine or
second lien debt.

For operating companies Senior Leverage targets
may reach 4.75x to 5.25%, while Total Leverage
may reach 5.25x to 5.75x.

Coverage Metrics

EBITDAR/Interest + Rent
Should range between 1.50x and 1.75x

OCF/TDS

EBITDA — Cash Taxes — Maintenance Capex/
Interest + Principal

Should range between 1.15x and 1.25x

Coverage Metrics

Fixed Charge Coverage Ratio Before Dividends
and Distributions

EBITDAR/Principal plus Interest plus Rent

Should not be less than and 1.25x to 1.30x for franchisees

Fixed Charge Coverage Ratio After Dividends
and Distributions

EBITDAR minus taxes, dividends, distributions, loans
and advances/Principal plus Interest plus Rent
Should not be less than 1.10x to 1.15x for franchisees

Capital Expenditures

Consolidated Capital Expenditures --
Means for the Borrower, all capital expenditures,
as determined in accordance with GAAP,

Limits to be established on a dollar basis
according to the company’s business plan, on a
per year basis.







