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Arcos Dorados Holdings Inc.
Consolidated Statements of Income (Loss)

 For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

 

  2022 2021
REVENUES    
Sales by Company-operated restaurants $ 755,294  $ 537,889 
Revenues from franchised restaurants 35,387  23,227 
Total revenues 790,681  561,116 

OPERATING COSTS AND EXPENSES    
Company-operated restaurant expenses:    

Food and paper  (263,408) (192,659)
Payroll and employee benefits (152,228) (114,421)
Occupancy and other operating expenses (220,127) (178,193)
Royalty fees (38,616) (27,661)

Franchised restaurants – occupancy expenses (16,008) (11,827)
General and administrative expenses (55,538) (44,966)
Other operating income, net 3,591  1,803 
Total operating costs and expenses (742,334) (567,924)
Operating income (loss) 48,347  (6,808)
Net interest expense (10,659) (12,282)
Loss from derivative instruments (11,692) (1,149)
Foreign currency exchange results 15,827  (9,348)
Other non-operating expenses, net  (25) (142)
Income (loss) before income taxes 41,798  (29,729)
Income tax (expense) benefit (17,169) 70 
Net income (loss) 24,629  (29,659)
Less: Net income attributable to non-controlling interests (126) (54)
Net income (loss) attributable to Arcos Dorados Holdings Inc. $ 24,503  $ (29,713)

Earnings per share information:    
Basic net earnings (loss) per common share attributable to Arcos Dorados Holdings Inc. $ 0.12  $ (0.14)
Diluted net earnings (loss) per common share attributable to Arcos Dorados Holdings Inc. 0.12  (0.14)

 

See Notes to the Condensed Consolidated Financial Statements.
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Arcos Dorados Holdings Inc.
 Consolidated Statements of Comprehensive Income (Loss)

 For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars

 
  2022 2021
Net income (loss) $ 24,629  $ (29,659)
Other comprehensive income (loss), net of tax:    
Foreign currency translation 35,939  (17,154)
Post-employment benefits:
   Net gain recognized in accumulated comprehensive income (loss) 333  — 
   Reclassification of net loss to consolidated statement of income (loss) 20  38 
Post-employment benefits (net of deferred income taxes of $(182) and $19) 353  38 
Cash flow hedges:    

Net (loss) gain recognized in accumulated other comprehensive income (loss) (34,505) 21,885 
  Reclassification of net loss (gain) to consolidated statement of income (loss) 25,901  (10,940)

Cash flow hedges (net of deferred income taxes of $1,948 and $2,436) (8,604) 10,945 
Securities available for sale:

Unrealized loss on available for sale securities (2,277) — 
Securities available for sale (net of deferred income taxes of $1,187) (2,277) — 

Total other comprehensive income (loss) 25,411  (6,171)
Comprehensive income (loss) 50,040  (35,830)
Less: Comprehensive income attributable to non-controlling interests (144) (39)
Comprehensive income (loss) attributable to Arcos Dorados Holdings Inc. $ 49,896  $ (35,869)

 
See Notes to the Condensed Consolidated Financial Statements.
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Arcos Dorados Holdings Inc.
 Consolidated Balance Sheet

As of March 31, 2022 and December 31, 2021
Amounts in thousands of US dollars, except for share data and as otherwise indicated

As of
March 31, 2022 As of

(Unaudited) December 31, 2021
ASSETS    
Current assets    
Cash and cash equivalents $ 267,326  $ 278,830 
Short-term investments 12,423  — 
Accounts and notes receivable, net 89,387  82,180 
Other receivables 23,950  22,031 
Inventories 39,493  37,800 
Prepaid expenses and other current assets 101,911  119,275 
Total current assets 534,490  540,116 
Non-current assets    
Miscellaneous 83,043  71,442 
Collateral deposits 2,500  2,500 
Property and equipment, net 801,172  743,533 
Net intangible assets and goodwill 42,087  38,808 
Deferred income taxes 81,341  67,802 
Derivative instruments 90,680  120,371 
Equity method investments 13,583  13,105 
Lease right of use asset, net 832,948  763,580 
Total non-current assets 1,947,354  1,821,141 
Total assets $ 2,481,844  $ 2,361,257 
LIABILITIES AND EQUITY    
Current liabilities    
Accounts payable $ 250,977  $ 269,215 
Royalties payable to McDonald’s Corporation 14,318  15,933 
Income taxes payable 62,024  70,276 
Other taxes payable 70,011  67,086 
Accrued payroll and other liabilities 121,061  89,923 
Provision for contingencies 2,120  2,140 
Interest payable 15,847  11,383 
Current portion of long-term debt 3,751  4,741 
Derivative instruments 11,759  8,046 
Operating lease liabilities



83,846  79,120 

Total current liabilities 635,714  617,863 
Non-current liabilities    
Accrued payroll and other liabilities 26,144  21,900 
Provision for contingencies 39,118  31,946 
Long-term debt, excluding current portion 739,979  739,217 
Derivative instruments 25,215  14,880 
Deferred income taxes 3,492  7,170 
Operating lease liabilities 772,655  707,119 
Total non-current liabilities 1,606,603  1,522,232 
Total liabilities 2,242,317  2,140,095 
Equity    
Class A shares of common stock 388,369  388,369 
Class B shares of common stock 132,915  132,915 
Additional paid-in capital 10,147  10,101 
Retained earnings 309,096  316,180 
Accumulated other comprehensive loss (582,375) (607,768)
Common stock in treasury (19,367) (19,367)
Total Arcos Dorados Holdings Inc. shareholders’ equity 238,785  220,430 
Non-controlling interests in subsidiaries 742  732 
Total equity 239,527  221,162 
Total liabilities and equity $ 2,481,844  $ 2,361,257 

See Notes to the Condensed Consolidated Financial Statements.
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Arcos Dorados Holdings Inc.
 Condensed Consolidated Statements of Cash Flows

 For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars

 
  2022 2021
Operating activities    
Net income (loss) attributable to Arcos Dorados Holdings Inc. $ 24,503  $ (29,713)
Adjustments to reconcile net income (loss) attributable to Arcos Dorados Holdings Inc. to cash
provided by operating activities:    

Non-cash charges and credits:    
Depreciation and amortization 30,136  30,366 
Gain of property and equipment sales (160) (544)
Foreign currency exchange results (16,598) 9,115 
Loss from derivative instruments 11,692  1,149 
Others, net (3,235) 7,182 

Changes in assets and liabilities (11,149) (10,531)
Net cash provided by operating activities 35,189  7,024 
Investing activities    
Property and equipment expenditures (24,816) (17,610)
Purchases of restaurant businesses paid at acquisition date (995) — 
Proceeds from sales of property and equipment and related advances 195  635 
Acquisitions of short-term investments (15,887) — 
Other investing activity 570  1,328 
Net cash used in investing activities (40,933) (15,647)
Financing activities    
Dividend payments to Arcos Dorados Holdings Inc.’s shareholders (8,419) — 
Net short-term borrowings  —  66 
Other financing activities (3,388) (1,965)
Net cash used in financing activities  (11,807) (1,899)
Effect of exchange rate changes on cash and cash equivalents 6,047  (7,175)
Decrease in cash and cash equivalents (11,504) (17,697)
Cash and cash equivalents at the beginning of the year 278,830  $ 165,989 
Cash and cash equivalents at the end of the period  $ 267,326  $ 148,292 

Supplemental cash flow information:
Cash paid during the period for:    
   Interest $ 10,033  $ 9,288 
   Income tax 14,270  2,413 
Non-cash investing and financing activities:    

Dividends declared pending of payment 23,153  — 

See Notes to the Condensed Consolidated Financial Statements.
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Arcos Dorados Holdings Inc.
 Consolidated Statement of Changes in Equity

 For the three-month period ended March 31, 2022 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated 

  Arcos Dorados Holdings Inc. Shareholders’ Equity    

 

Class A shares of

common stock

Class B shares of

common stock

Additional

paid-in


capital
Retained


earnings

Accumulated

other


comprehensive

loss

Common stock in
treasury

Total

Non-

controlling


interests TotalNumber Amount Number Amount Number Amount
Balances at
beginning of
fiscal year 132,787,384  $388,369  80,000,000  $132,915  $ 10,101  $316,180  $ (607,768) (2,309,062) $(19,367) $220,430  $ 732  $221,162 
Net income for
the period
(Unaudited) —  —  —  —  —  24,503  —  —  —  24,503  126  24,629 
Other
comprehensive
income
(Unaudited) —  —  —  —  —  —  25,393  —  —  25,393  18  25,411 
Cash
Dividends to
Arcos Dorados
Holdings Inc.’s
shareholders
($0.15 per
share)
(Unaudited) —  —  —  —  —  (31,587) —  —  —  (31,587) —  (31,587)
Stock-based
compensation
related to the
2011 Equity
Incentive Plan
(Unaudited) —  —  —  —  46  —  —  —  —  46  —  46 
Dividends to
non-
controlling
interests
(Unaudited) —  —  —  —  —  —  —  —  —  —  (134) (134)
Balances at
end of period
(Unaudited) 132,787,384  $388,369  80,000,000  $132,915  $ 10,147  $309,096  $ (582,375) (2,309,062) $(19,367) $238,785  $ 742  $239,527 

    

See Notes to the Condensed Consolidated Financial Statements.
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Arcos Dorados Holdings Inc.
Consolidated Statement of Changes in Equity

 For the three-month period ended March 31, 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

 
  Arcos Dorados Holdings Inc. Shareholders’ Equity    
  Class A shares of


common stock
Class B shares of


common stock
Additional


paid-in

capital

Retained

earnings

Accumulated

other


comprehensive

loss

Common stock in
treasury

Total

Non-

controlling


interests TotalNumber Amount Number Amount Number Amount
Balances at
beginning of
fiscal year 132,535,761  $386,603  80,000,000  $132,915  $ 11,540  $290,895  $ (584,860) (5,269,988) $(39,547) $197,546  $ 470  $198,016 
Net loss for
the period
(Unaudited) —  —  —  —  —  (29,713) —  —  —  (29,713) 54  (29,659)
Other
comprehensive
loss
(Unaudited) —  —  —  —  —  —  (6,156) —  —  (6,156) (15) (6,171)
Stock-based
compensation
related to the
2011 Equity
Incentive Plan
(Unaudited) —  —  —  —  220  —  —  —  —  220  —  220 
Balances at
end of period
(Unaudited) 132,535,761  $386,603  80,000,000  $132,915  $ 11,760  $261,182  $ (591,016) (5,269,988) $(39,547) $161,897  $ 509  $162,406 

See Notes to the Condensed Consolidated Financial Statements.
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Arcos Dorados Holdings Inc.
Notes to the Condensed Consolidated Financial Statements

For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

1.    Organization and nature of business

Arcos Dorados Holdings Inc. (the “Company”) is a company limited by shares incorporated and existing under the laws of the British Virgin
Islands. The Company’s fiscal year ends on the last day of December. The Company has through its wholly-owned Company Arcos Dorados Group B.V., a
100% equity interest in Arcos Dorados B.V. (“ADBV”).

On August 3, 2007 the Company, indirectly through its wholly-owned subsidiary ADBV, entered into a Stock Purchase Agreement and Master
Franchise Agreements (“MFAs”) with McDonald’s Corporation pursuant to which the Company completed the acquisition of the McDonald’s business in
Latin America and the Caribbean (“LatAm business”). Prior to this acquisition, the Company did not carry out operations. The Company’s rights to operate
and franchise McDonald’s-branded restaurants in the Territories, and therefore the ability to conduct the business, derive exclusively from the rights granted
by McDonald’s Corporation in the MFAs through 2027. The initial term of the MFA for French Guyana, Guadeloupe and Martinique was ten years through
August 2, 2017 with an option to extend the agreement for these territories for an additional period of ten years, through August 2, 2027. On July 20, 2016,
the Company has exercised its option to extend the MFA for these three territories.

The Company, through ADBV’s wholly-owned and majority owned subsidiaries, operates and franchises McDonald’s restaurants in the food
service industry. The Company has operations in twenty territories as follows: Argentina, Aruba, Brazil, Chile, Colombia, Costa Rica, Curaçao, Ecuador,
French Guyana, Guadeloupe, Martinique, Mexico, Panama, Peru, Puerto Rico, Trinidad and Tobago, Uruguay, the U.S. Virgin Islands of St. Croix and St.
Thomas (USVI) and Venezuela. All restaurants are operated either by the Company’s subsidiaries or by independent entrepreneurs under the terms of sub-
franchisee agreements (franchisees).

2.    Basis of presentation and principles of consolidation

The accompanying condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles
in the United States of America (“US GAAP”) for interim financial information and include the accounts of the Company and its subsidiaries. All
significant intercompany balances and transactions have been eliminated in consolidation. The Company has elected to report its consolidated financial
statements in United States dollars (“$” or “US dollars”).

The accompanying condensed consolidated financial statements do not include all the information and footnotes required by generally accepted
accounting principles for complete financial statements. Certain information and footnote disclosures normally included in financial statements prepared in
accordance with generally accepted accounting principles have been condensed or omitted for purposes of this presentation. The accompanying condensed
consolidated financial statements should be read in conjunction with the consolidated annual financial statements of the Company as of December 31, 2021.

The accompanying condensed consolidated financial statements are unaudited and include, in the opinion of management, all adjustments,
consisting only of normal recurring adjustments, which are considered necessary for the fair presentation of the information in the consolidated financial
statements.

Operating results for the three-month period ended March 31, 2022 are not necessarily indicative of results that may be expected for any future
periods.
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Arcos Dorados Holdings Inc.
Notes to the Condensed Consolidated Financial Statements

For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

3.    Summary of significant accounting policies

The following is a summary of significant accounting policies followed by the Company in the preparation of the consolidated financial
statements.

Use of estimates

The preparation of the consolidated financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual results could differ from those estimates.

Foreign currency matters

The financial statements of the Company’s foreign operating subsidiaries are translated in accordance with guidance in ASC 830 Foreign Currency
Matters. Except for the Company’s Venezuelan and Argentinian operations, the functional currencies of the Company’s foreign operating subsidiaries are
the local currencies of the countries in which they conduct their operations. Therefore, assets and liabilities are translated into US dollars at the balance
sheet date exchange rates, and revenues, expenses and cash flow are translated at average rates prevailing during the periods. Translation adjustments are
included in the “Accumulated other comprehensive loss” component of shareholders’ equity. The Company includes foreign currency exchange results
related to monetary assets and liabilities transactions, including intercompany transactions, denominated in currencies other than its functional currencies in
its statements of income.

Since January 1, 2010 and July 1, 2018, Venezuela and Argentina, respectively, were considered to be highly inflationary, and as such, the
financial statements of these subsidiaries are remeasured as if its functional currency was the reporting currency of the immediate parent company (US
dollars for Venezuelan operation; Brazilian reais (“BRL”) for Argentinian operation from July 2018 to June 2020 and US dollars since July 2020). As a
result, remeasurement gains and losses are recognized in earnings rather than in the cumulative translation adjustment, component of “Accumulated other
comprehensive loss” within shareholders’ equity. In addition, in these territories, there are foreign currency restrictions. Since 2019, in Argentina several
measures have been adopted including, among others: (i) limitation to hoarding and consumption in foreign currency for natural persons, (ii) taxes to
increase the official exchange rate, (iii) approvals issued by the Central Bank of Argentina to access foreign currency to settle imports of goods or services,
principal and interest from financial payables to foreign parties, profits and dividends.

Recent accounting pronouncements

No new accounting pronouncement issued or effective during the period had or is expected to have a material impact on the Company’s
consolidated financial statements.

4.    Short-term debt

Revolving credit facility

On December 10, 2021, the Company renewed its committed revolving credit facility with JPMorgan Chase Bank, N.A (JPMorgan), for up to $25
million maturing on December 12, 2022. This revolving credit facility permits the Company to borrow money from time to time to cover its working capital
needs and for other general corporate purposes. Principal is due upon maturity. However, prepayments are permitted without premium or penalty. Each loan
made under this agreement will bear interest annually at SOFR plus 3.10% that will be payable on the date of any prepayment or at maturity.
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Arcos Dorados Holdings Inc.
Notes to the Condensed Consolidated Financial Statements

For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

4.    Short-term debt (Continued)

Revolving credit facility (continued)

The obligations of the Company under the revolving credit facility are jointly and severally guaranteed by certain of the Company’s subsidiaries on
an unconditional basis. The revolving credit facility includes customary covenants including, among others, restrictions on the ability of the Company, the
guarantors and certain material subsidiaries to: (i) incur liens, (ii) enter into any merger, consolidation or amalgamation; (iii) sell, assign, lease or transfer all
or substantially all of the borrower’s or guarantor’s business or property; (iv) enter into transactions with affiliates; (v) engage in substantially different lines
of business; (vi) engage in transactions that violate certain anti-terrorism laws. In addition, the Company is required, among others, to comply, as of the last
day of each quarter during the agreement, with a consolidated net indebtedness (including interest payable) to EBITDA lower than 3.00x.

As of March  31, 2022, the Company’s net indebtedness (including interest payable) to EBITDA ratio was 1.31 and thus it is currently in
compliance with the ratio requirement.

The revolving credit facility provides for customary events of default, which, if any of them occurs, would permit or require the lender to terminate
its obligation to provide loans under the revolving credit facility and/or to declare all sums outstanding under the loan documents immediately due and
payable.

No amounts are due at the date of issuance of these condensed consolidated financial statements in connection with this revolving credit facility.

5.    Long-term debt

Long-term debt consists of the following: 
As of

March 31, 2022 As of
(Unaudited) December 31, 2021

2027 Notes $ 535,986  $ 535,986 
2023 Notes 201,763  201,763 
Finance lease obligations 6,512  6,139 
Other long-term borrowings 6,478  7,509 
Subtotal 750,739  751,397 
Discount on 2023 Notes (591) (687)
Discount on 2027 Notes (5,670) (5,960)
Premium on 2023 Notes 217  254 
Premium on 2027 Notes 2,489  2,613 
Deferred financing costs (3,454) (3,659)
Total $ 743,730  $ 743,958 
Current portion of long-term debt 3,751  4,741 
Long-term debt, excluding current portion $ 739,979  $ 739,217 
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Arcos Dorados Holdings Inc.
Notes to the Condensed Consolidated Financial Statements

For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

5.    Long-term debt (continued)

2027 and 2023 Notes

The following table presents additional information related to the 2027 and 2023 Notes (the “Notes”):
 Principal as of

Annual interest
rate Currency

March 31, 2022
(Unaudited)

December 31,
2021 Maturity

2027 Notes 5.875 % USD $ 535,986  $ 535,986  April 4, 2027
2023 Notes 6.625 % USD 201,763  201,763  September 27, 2023

The following table presents additional information for the three-month periods ended March 31, 2022 and 2021:

 Interest Expense (i)  DFC Amortization (i)
Amortization of Premium/Discount,

net (i)
2022 (Unaudited) 2021 (Unaudited) 2022 (Unaudited) 2021 (Unaudited) 2022 (Unaudited) 2021 (Unaudited)

2027 Notes $ 7,872  $ 8,127  $ 157  $ 162  $ 166  $ 175 
2023 Notes 3,342  3,587  48  50  59  63 

(i) These charges are included within “Net interest expense” in the consolidated statements of income.

On September 27, 2013, the Company issued senior notes for an aggregate principal amount of $473.8 million, which are due in 2023 (the “2023
Notes”). Periodic payments of principal are not required and interest is paid semi-annually commencing on March 27, 2014. The Company incurred $3,313
of financing costs related to the cash issuance of 2023 Notes, which were capitalized as deferred financing costs (“DFC”) and are being amortized over the
life of the notes.

On June 1, 2016, the Company launched a cash tender offer to purchase $80,000 of its outstanding 2023 Notes, at a redemption price equal to
98%, which expired on June 28, 2016. The holders who tendered their 2023 Notes prior to June 14, received a redemption price equal to 101%. As a
consequence of this transaction, the Company redeemed 16.90% of the outstanding principal. The total payment was $80,800 (including $800 of early
tender payment) plus accrued and unpaid interest.

The results related to the cash tender offer and the accelerated amortization of the related DFC were recognized as interest expense within the
consolidated statement of income.

Furthermore, on March 16, 2017, the Company launched a second cash tender offer to purchase $80,000 of its outstanding 2023 Notes, at a
redemption price equal to 104%, which expired on April 12, 2017. The holders who tendered their 2023 Notes prior to March 29, 2017, received a
redemption price equal to 107%. As a consequence of this transaction, the Company redeemed 11.6% of the outstanding principal. The total payment was
$48,885 (including $3,187 of early tender payment) plus accrued and unpaid interest. The results related to the second cash tender offer and the accelerated
amortization of the related DFC were recognized as interest expense within the consolidated statement of income.
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Arcos Dorados Holdings Inc.
Notes to the Condensed Consolidated Financial Statements

For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

5.    Long-term debt (continued)

2027 and 2023 Notes (continued)

On September 15, 2020 the Company launched an offer to exchange any and all of 2023 Notes for an additional issuance of 2027 Notes that
expired on October 13, 2020 (the “expiration date”). The purpose of the exchange offer was to extend the maturity profile of the Company’s long-term debt.
The settlement date was on October 15, 2020. Eligible holders who validly tendered their 2023 Notes for exchange prior to September 28, 2020 (the “early
participation date”), received $1,055 (expressed as whole number) of 2027 Notes per $1,000 (expressed as whole number) of 2023 Notes at the settlement
date. Eligible holders who validly tendered their 2023 Notes for exchange after the early participation date, but on or prior to the expiration date received
$1,005 (expressed as whole number) of 2027 Notes per $1,000 (expressed as whole number) of 2023 Notes at the settlement date. In addition, any
fractional portion of the 2027 Notes less than $1,000 (expressed as whole number) and accrued and unpaid interest were paid in cash.

As of September 28, 2020, the early participation date, the Company accepted to exchange $126,801 of 2023 Notes, representing 36.43% of the
outstanding principal amount of the 2023 Notes. In addition, on October 13, 2020, the Company accepted to exchange $4,675, representing 1.34% of the
outstanding principal amount of 2023 Notes. On October 15, 2020, the Company issued $133,668 of 2027 Notes, paid $107.1 for fractional portion and
$180.1 for accrued and unpaid interest related to the early participation and $4,686 of 2027 Notes, paid $12.4 for fractional portion and $7.1 for unpaid
interest related to the exchange after the early participation date.

From June 2021 to November 2021, the Company repurchased, through open market repurchases, $14,830 of the outstanding principal amount of
2023 Notes at a price equal to 109.45% (equivalent to $16,231) plus accrued and unpaid interests. All repurchased notes were cancelled by November ,
2021.

On April 2017, the Company issued senior notes for an aggregate principal amount of $265 million, which are due in 2027 (the “2027 Notes”).
The proceeds from this issuance of the 2027 Notes were used to repay the Secured Loan Agreement, unwind the related derivative instruments, pay the
principal and premium on the 2023 Notes (in connection with the aforementioned second tender offer) and for general purposes. In addition, on September
11, 2020, the Company issued additional 2027 Notes for an aggregate principal amount of $150 million at a price of 102.250%. The proceeds from the
second issuance were used mainly to repay short-term indebtedness. Periodic payments of principal are not required, and interest is paid semi-annually
commencing on October 4, 2017. The Company incurred $3,001 of financing costs related to the first issuance of 2027 Notes and $2,000 related to the
second issuance, which were capitalized as DFC and are being amortized over the life of the notes

From June 2021 to September 2021, the Company repurchased, through open market repurchases, and cancelled $17,368 of the outstanding
principal amount of 2027 Notes at a price equal to 105.74% (equivalent to $18,364) plus accrued and unpaid interests.

The Notes are redeemable, in whole or in part, at the option of the Company at any time at the applicable redemption price set forth in the
indenture governing them. The Notes are fully and unconditionally guaranteed on a senior unsecured basis by certain of the Company’s subsidiaries. The
Notes and guarantees (i) are senior unsecured obligations and rank equal in right of payment with all of the Company’s and guarantors’ existing and future
senior unsecured indebtedness; (ii) will be effectively junior to all of the Company’s and guarantors’ existing and future secured indebtedness to the extent
of the value of the Company’s assets securing that indebtedness; and (iii) are structurally subordinated to all obligations of the Company’s subsidiaries that
are not guarantors.

The indenture governing the Notes limits the Company’s and its subsidiaries’ ability to, among other things, (i) create certain liens; (ii) enter into
sale and lease-back transactions; and (iii) consolidate, merge or transfer assets. In addition, the indenture governing the 2027 Notes, limits the Company’s
and its subsidiaries’ ability to: incur in additional indebtedness and make certain restricted payments, including dividends. These covenants are subject to
important qualifications and exceptions. The indenture governing the Notes also provides for events of default, which, if any of them occurs, would permit
or require the principal, premium, if any, and interest on all of the then-outstanding Notes to be due and payable immediately.
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5.    Long-term debt (continued)

2027 and 2023 Notes (continued)

The 2023 Notes are listed on the Luxembourg Stock Exchange and trade on the Euro MTF Market.

On April 18, 2022, the Company announced the commencement of an offer to purchase for cash (i) any and all of its outstanding 6.625% Notes
due 2023 and (ii) up to $150 million of its outstanding 5.875% Notes due 2027. Furthermore, on the same date, the Company announced that its subsidiary
ADBV (the “Issuer”) intended to offer senior unsecured notes. On May 9, 2022, the Company announced its intent to redeem $123 million of its
outstanding 2023 Notes. See Note 14 for further information.

6.    Derivative instruments

The following table presents the fair values of derivative instruments included in the consolidated balance sheets as of March  31, 2022 and
December 31, 2021:

Assets Liabilities

Type of Derivative Balance Sheets Location

As of As of

Balance Sheets Location

As of As of

March 31, 2022
(Unaudited)

December 31,
2021

March 31, 2022
(Unaudited)

December 31,
2021

Derivatives designated as hedging instruments  
Cash Flow hedge

Forward contracts Other receivables $ —  $ 660 
Accrued payroll and other
liabilities $ (1,388) $ (51)

Cross-currency interest
rate swap Derivative instruments 81,602  107,386  Derivative instruments (6,723) (2,898)
Subtotal $ 81,602  $ 108,046  $ (8,111) $ (2,949)
Derivatives not designated as hedging instruments  
Call spread Derivative instruments $ 3,662  $ 4,791  Derivative instruments $ —  $ — 
Coupon-only swap Derivative instruments —  —  Derivative instruments (11,609) (7,555)
Call Spread + Coupon-
only swap Derivative instruments 5,416  8,194  Derivative instruments (18,642) (12,473)
Subtotal $ 9,078  $ 12,985  $ (30,251) $ (20,028)

Total derivative instruments $ 90,680  $ 121,031  $ (38,362) $ (22,977)

Derivatives designated as hedging instruments

Cash flow hedge

Forward contracts

The Company has entered into various forward contracts in a few territories to hedge a portion of the foreign exchange risk associated with
forecasted imports of goods. The effect of the hedges results in fixing the cost of goods acquired (i.e. the net settlement or collection adjusts the cost of
inventory paid to the suppliers). As of March 31, 2022, the Company had forward contracts outstanding with a notional amount of $25,350 that mature
during 2022.

The Company made net collections (payments) totaling $90 and $(345) during the three-month periods ended March 31, 2022 and 2021,
respectively, as a result of the net settlements of these derivatives.
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6.    Derivative instruments (continued)

Derivatives designated as hedging instruments (continued)

Cash flow hedge (continued)

Cross-currency interest rate swap

The Company entered into four cross-currency interest rate swap agreements to hedge all the variability of the principal and interest collections of
its BRL intercompany loan receivables. The agreements were signed during November 2013 (amended in February 2017), June and July 2017 and October
2020. The following table presents information related to the terms of the agreements:

Bank

Payable Receivable
Interest payment

dates MaturityCurrency Amount Interest rate Currency Amount Interest rate
JP Morgan Chase
Bank, N.A. BRL 108,000  13 % $ 35,390  4.38 %

March 31/
September 30

September
2023

JP Morgan Chase
Bank, N.A. BRL 98,670  13 % $ 30,000  6.02 %

March 31/
September 30

September
2023

Citibank N.A. BRL 94,200  13 % $ 30,000  6.29 %
March 31/
September 30

September
2023

Citibank N.A. BRL 112,738  13 % $ 20,049  8.08 %
March 31/
September 30

September
2023

During April 2017, the Company’s Brazilian subsidiary entered into similar agreements in order to hedge all the variability in a portion (50%) of
the principal and interest payable of certain intercompany loan payables nominated in US dollar.

The following table presents information related to the terms of the agreements:

Bank

Payable Receivable
Interest payment

dates MaturityCurrency Amount Interest rate Currency Amount Interest rate

BAML (i) BRL 156,250  13.64 % $ 50,000  6.91 %
March 31/
September 30 April 2027

Banco Santander
S.A. BRL 155,500  13.77 % $ 50,000  6.91 %

June 30/ December
31

September
2023

(i) Bank of America Merrill Lynch Banco Múltiplo S.A.

The Company paid $2,952 and $1,783 of net interest during the three-month periods ended March 31, 2022 and 2021, respectively.
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6.    Derivative instruments (continued)

Derivatives designated as hedging instruments (continued)

Cash flow hedge (continued)

Call spread

During April 2017, the Company’s Brazilian subsidiary entered into two call spread agreements in order to hedge all the variability in a portion
(50%) of the principal of certain intercompany loan payables nominated in US dollar. Call spread agreements consist of a combination of two call options:
the Company bought an option to buy US dollar at a strike price equal to the BRL exchange rate at the date of the agreements, and wrote an option to buy
US dollar at a higher strike price than the previous one. Both pair of options have the same notional amount and are based on the same underlying with the
same maturity date.

The following table presents information related to the terms of the agreements:

Bank
Nominal Amount Strike price

MaturityCurrency Amount Call option written Call option bought
Citibank S.A. $ 50,000  4.49 3.11 September 2023
JP Morgan S.A. $ 50,000  5.20 3.13 April 2027

In May 2021, the Company unwound these agreements before their maturity and collected $18.8 million (BRL99.7 million). Although the hedge
relationships were discontinued, the Company expects to maintain the underlying loans until maturity. As a consequence, the amounts recorded in
accumulated other comprehensive loss until May 2021 will be amortized to earnings as the originally hedged cash flows affected earnings.

Coupon-only swap

During April 2017, the Company’s Brazilian subsidiary entered into two coupon-only swap agreements in order to hedge all the variability in a
portion (50%) in the interest payable related to the intercompany loan aforementioned.

The following table presents information related to the terms of the agreements:

Bank

Payable Receivable
Interest payment

dates MaturityCurrency Amount Interest rate Currency Amount Interest rate

Citibank S.A. BRL 155,500  11.08 % $ 50,000  6.91 %
June 30/ December
31

September
2023

JP Morgan S.A. BRL 156,250  11.18 % $ 50,000  6.91 %
March 31/
September 30 April 2027

In May 2021, the Company unwound these agreements before their maturity and collected $4.4 million (BRL 23.5 million). Although the hedge
relationships were discontinued, the Company expects to maintain the underlying loans until maturity. As a consequence, the amounts recorded in
accumulated other comprehensive loss until May 2021 will be amortized to earnings as the originally hedged cash flows affected earnings.

The Company made net collections of $170 of net interest during the three-month period ended March 31, 2021.
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6.    Derivative instruments (continued)

Derivatives designated as hedging instruments (continued)

Cash flow hedge (continued)

Additional disclosures

The following table present the pretax amounts affecting income (loss) and other comprehensive income (loss) for the three-month periods ended
March 31, 2022 and 2021 for each type of derivative relationship: 

Derivatives in Cash Flow
Hedging Relationships

(Loss) gain Recognized in Accumulated OCI
on Derivative (Unaudited)

 Loss (gain) Reclassified from Accumulated
OCI into income (loss)


(i) (Unaudited)
2022 2021 2022 2021

Forward contracts $ (1,907) $ 667  $ (90) $ 345 
Cross-currency interest rate
swaps (40,415) 23,394  31,290  (13,825)

Call Spread (ii) —  (261) 808  (61)
Coupon-only swap (ii) —  3,352  (238) (230)
Total $ (42,322) $ 27,152  $ 31,770  $ (13,771)

 
(i) The results recognized in income related to forward contracts were recorded as an adjustment to food and paper.
(ii) Agreements unwound in May 2021.

The net (loss) gain recognized in income (loss), related to cross-currency interest rate swaps is presented as follows:

For the three-month periods ended March
31,

Adjustment to: 2022 (Unaudited) 2021 (Unaudited)
Foreign currency exchange results $ (29,182) $ 14,372 
Net interest expense (2,108) (547)

Total $ (31,290) $ 13,825 

The results recognized in income related to call spread agreements and coupon-only swap agreements were recorded as an adjustment to foreign
currency exchange and interest expense, respectively.
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6.    Derivative instruments (continued)

Derivatives not designated as hedging instruments

In October 2020, the Company’s Brazilian subsidiary entered into certain derivatives that are not designated as hedge accounting, therefore the
changes in the fair value of these derivatives are recognized immediately in earnings, within “Loss from derivative instruments”. These agreements are:

– A call spread with JPMorgan, consisting of a combination of two call options. This agreement matures in April 2027.

The following table presents information related to the terms of the agreements:

    

Nominal Amount Strike price
Currency Amount Call option written Call option bought

$ 30,000  8.20 5.62     

– A coupon-only swap with JP Morgan that matures in April 2027.

The following table presents information related to the terms of the agreements:

Payable Receivable
Interest payment

datesCurrency Amount
Interest
rate (i) Currency Amount Interest rate

BRL 168,690 
CDI plus

2.42% $ 30,000  5.46 % April 30/ October 31

(i) “CDI” Certificados de Depósitos Interbancários

– A combination of call spread + coupon only swap into one agreement with Itaú Unibanco S.A, that matures in April 2027.

The following tables present information related to the terms of the agreements:

Nominal Amount Strike price
Currency Amount Call option written Call option bought

$ 50,000  8.20 5.62

Payable Receivable
Interest payment

datesCurrency Amount
Interest
rate (i) Currency Amount Interest rate

BRL 281,150 
CDI plus

2.47% $ 50,000  5.46 % April 30/ October 31

(i) “CDI” Certificados de Depósitos Interbancários
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7.    Share-based compensation

2011 Equity Incentive Plan

In March 2011, the Company adopted its Equity Incentive Plan, or 2011 Plan, to attract and retain the most highly qualified and capable
professionals and to promote the success of its business. This Plan is being used to reward certain employees for the success of the Company’s business
through an annual award program. The 2011 Plan permits grants of awards relating to class A shares, including awards in the form of shares (also referred
to as stock), options, restricted shares, restricted share units, share appreciation rights, performance awards and other share-based awards as will be
determined by the Company’s Board of Directors. The maximum number of shares that may be issued under the 2011 Plan is 2.5% of the Company’s total
outstanding class A and class B shares immediately following its initial public offering 2011.

The Company made recurring grants of stock options in each of the fiscal years from 2011 to 2014. These grants vest as follows: 40% on the
second anniversary of the date of grant and 20% on each of the following three anniversaries. Each stock option granted represents the right to acquire a
Class A share at its grant-date fair market value. The exercise right for the stock options is cumulative and, once such right becomes exercisable, it may be
exercised in whole or in part during quarterly window periods until the date of termination, which occurs at the seventh anniversary of the grant date. As of
March 31, 2022, all stock options previously granted were expired. The Company utilizes a Black-Scholes option-pricing model to estimate the value of
stock options at the grant date.

The Company made recurring grants of restricted share units in each of the fiscal years from 2011 to 2019. Each restricted share unit represents the
right to receive a Class A share when vested. From 2011 to 2018, these recurring annual awards vest as follows: 40% on the second anniversary of the date
of grant and 20% on each of the following three anniversaries. The 2019 award vested on May 10, 2020. However, in the event of death, disability or
retirement of the employee, any unvested portion of the annual award will be fully vested. The value of restricted shares units is based on the quoted market
price of the Company’s class A shares at the grant date.

The Company recognizes stock-based compensation expense on a straight-line basis over the requisite service period for each separately vesting
portion of the award as if the award was, in substance, multiple awards. The Company recognized stock-based compensation expense related to this award
in the amount of $46 and $220 during the three-month periods ended March 31, 2022 and 2021, respectively. Stock-based compensation expense is
included within “General and administrative expenses” in the consolidated statements income (loss).

Restricted Share Units

The following table summarizes the activity of restricted share units during the three-month period ended March 31, 2022: 

  Units
Weighted-average grant-

date fair value
Outstanding at December 31, 2021 186,796  8.70 
Forfeitures (5,142) 8.71 
Outstanding at March 31, 2022 181,654  8.70 
Exercisable at March 31, 2022 —  — 

As of March 31, 2022, there were 17,242 Class A shares, amounting to $120, pending of issuance in connection with previous partial vesting.
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7.    Share-based compensation (Continued)

2011 Equity Incentive Plan (continued)

Restricted Share Units (continued)

The following table provides a summary of outstanding restricted share units at March 31, 2022:

Number of units outstanding (i) 181,654 
Weighted-average grant-date fair market value per unit 8.70 
Total grant-date fair value 1,580 
Weighted-average accumulated percentage of service 90.63 %
Stock-based compensation recognized in Additional paid-in capital 1,432 
Compensation expense not yet recognized (ii) 148 

(i) Related to awards that will vest between fiscal years 2022 and 2023.
(ii) Expected to be recognized in a weighted-average period of 0.2 years.

Phantom RSU

In May 2019, the Company implemented a new long-term incentive plan (called Phantom RSU Award) to reward employees giving them the
opportunity to share the success of the Company in the creation of value for its shareholders. In accordance with this plan, the Company granted units
(called “Phantom RSU”) to certain employees, pursuant to which they are entitled to receive, when vested, a cash payment equal to the closing price of one
Class A share on the respective day in which this benefit is due and the corresponding dividends per-share (if any) formally declared and paid during the
service period. However, in the event of death, disability or retirement of the employee, any unvested portion of the annual award will be fully vested.

During 2019, the Company granted awards with different vesting periods: 465,202 units which vest over a requisite service period of five years as
follows: 40% at the second anniversary of the date of grant and 20% at each of the following three years and 1,207,455 units which vest 100% at the fifth
anniversary from the date of grant.

During 2020, the Company granted 65,440 units that vested 100% at May 2021.

During 2021, the Company granted awards with different vesting periods: 874,294 units which vest 100% at the third anniversary from the grant
date; and 44,093 units which vest 100% at April 2022.

The Company recognizes compensation expense related to these benefits on a straight-line basis over the requisite service period. As a
consequence, when the award includes multiple vesting periods, it is considered as multiple awards.

The total compensation expense for the three-month periods ended March 31, 2022 and 2021 amounts to $3,062 and $715, respectively, which has
been recorded under “General and administrative expenses” within the consolidated statement of income (loss). The accrued liability is remeasured at the
end of each reporting period until settlement.

The following table summarizes the activity under the plan as of March 31, 2022:
Units

Outstanding at December 31, 2021 2,040,488 
Forfeited (19,002)
Outstanding at March 31, 2022 2,021,486 
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7.    Share-based compensation (Continued)

Phantom RSU Award (continued)

The following table provides a summary of the plan at March 31, 2022:
Total Non-vested (i)

Number of units outstanding (i) 2,021,486 
Share price as of March 31, 2022 8.13 
Total fair value of the plan 16,435 
Weighted-average accumulated percentage of service 50.56 %
Accrued liability (ii) 8,310 
Compensation expense not yet recognized (iii) 8,125 

(i) Related to awards that will vest between April 2022 and May 2024.
(ii) Presented within “Accrued payroll and other liabilities” in the Company’s current and non current liabilities balance sheet.
(iii) Expected to be recognized in a weighted-average period of 2.09 years.

8.    Commitments and contingencies

Commitments

The MFAs require the Company and its MF subsidiaries, among other obligations:
 
(i) to agree with McDonald’s Corporation on a restaurant opening plan and a reinvestment plan for each three-year period or such other

commitment or period that McDonald’s may approve; and pay an initial franchise fee for each new restaurant opened;
(ii) to pay monthly royalties commencing at a rate of approximately 5% of gross sales of the restaurants, during the first 10 years. This

percentage increases to 6% and 7% for the subsequent two five-year periods of the agreement. Nevertheless, at times, McDonald’s
Corporation has supported Company´s investment plans by agreeing to provide an incentive (the “growth support”), which result or is
expected to result in a lower royalty rate.

(iii) to commit to funding a specified Strategic Marketing Plan; that includes the expenditure of 5% of the Company´s gross sales on Advertising
and Promotion activities.

(iv) to own (or lease) directly or indirectly, the fee simple interest in all real property on which any franchised restaurant is located; and
(v) to maintain a minimum fixed charge coverage ratio (as defined therein) at least equal to 1.50 as well as a maximum leverage ratio (as

defined therein) of 4.25.

If the Company would not be in compliance with these commitments under the MFA, it could be in material breach. A breach of the MFA would
give McDonald’s Corporation certain rights, including the ability to acquire all or portions of the business.

Due to the dynamic environment in 2021, after the disruptions caused by the COVID-19 pandemic, the Company agreed with McDonald’s
Corporation on a growth and investment plan for only one year and received a growth support that resulted in a consolidated effective royalty rate of 5.2%
of sales of 2021. Additionally, on January 10, 2022, the Company reached an agreement with McDonald’s Corporation on a new growth and investment
plan for next years. McDonald’s Corporation has agreed to continue providing the Company with growth support under certain terms and conditions.
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8.    Commitments and contingencies (continued)

Commitments (continued)

To support its future growth, the Company plans to open at least 200 new restaurants and to modernize at least 400 restaurants, with capital
expenditures of approximately $650 million from 2022 to 2024. In addition, McDonald’s Corporation agreed to continue providing growth support which is
expected to result in an effective royalty rate of about 5.6% of sales in 2022 and 6.0% of sales in 2023 and 2024.

For the three-month periods ended March 31, 2022, the Company was in compliance with the ratio requirements mentioned in point (v) above. The
ratios for the period mentioned, were as follows:

March 31, 2022
(Unaudited)

Fixed Charge Coverage Ratio 1.93 
Leverage Ratio 3.67 

In addition, the Company maintains standby letters of credit in favor of McDonald’s Corporation as collateral for the obligations assumed under
the MFAs, for a total aggregate drawing amount of $80 million. These letters of credit can be drawn if certain events occur, including the failure to pay
royalties. No amounts have been drawn at the date of issuance of these financial statements. The following table presents information related to the standby
letters of credit:

Bank Currency Amount
Itaú $ 15,000
Credit Suisse (i) $ 45,000
JPMorgan (i) $ 20,000

i. Maintained through its wholly-owned subsidiary ADBV.

These letters of credit contain a limited number of customary affirmative and negative covenants, including a maximum indebtedness to EBITDA
ratio, as follows:

Bank Ratio
Required Maximum

Ratio March 31, 2022 (Unaudited)
Itaú Net indebtedness to EBITDA 4.5  1.26
Credit Suisse (i) Indebtedness to EBITDA 4.0  1.23
JPMorgan (i) Indebtedness to EBITDA 4.5  1.23

i. Maintained through its wholly-owned subsidiary ADBV.

For the three-month periods ended March 31, 2022 all the ratios were in compliance.

The Company has certain contingent liabilities with respect to existing or potential claims, lawsuits and other proceedings, including those
involving labor, tax and other matters. At March 31, 2022 and December 31, 2021, the Company maintains a provision for contingencies, net of judicial
deposits, amounting to $41,238 and $34,086, respectively, presented as follow: $2,120 and $2,140 as a current liability and $39,118 and $31,946 as a non-
current liability, respectively. The breakdown of the provision for contingencies is as follows:
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8.    Commitments and contingencies (continued)

Commitments (continued)
As of

March 31, 2022 As of
  (Unaudited) December 31, 2021
Tax contingencies in Brazil $ 21,731  $ 16,642 
Labor contingencies in Brazil 15,813  13,270 
Others 11,362  10,766 
Subtotal 48,906  40,678 
Judicial deposits (7,668) (6,592)
Provision for contingencies $ 41,238  $ 34,086 

As of March 31, 2022, there are certain matters related to the interpretation of tax, labor and civil laws for which there is a possibility that a loss
may have been incurred in accordance with ASC 450-20-50-4 within a range of $295 million and $334 million.

As of March 31, 2022, there are certain matters related to the interpretation of income tax laws which could be challenged by tax authorities in an
amount of $210 million, related to assessments for the fiscal years 2009 to 2016. No formal claim has been made for fiscal years within the statute of
limitation by Tax authorities in any of the mentioned matters, however those years are still subject to audit and claims may be asserted in the future.

Pursuant to Section 9.3 of the Stock Purchase Agreement, McDonald’s Corporation indemnifies the Company for certain Brazilian claim. At
March  31, 2022, the provision for contingencies includes $1,407 ($1,188 at December  31, 2021), related to this claim. As a result, the Company has
recorded a non-current asset in respect of McDonald’s Corporation’s indemnity within “Miscellaneous” in the consolidated balance sheet.

9.    Segment and geographic information

The Company is required to report information about operating segments in annual financial statements and interim financial reports issued to
shareholders in accordance with ASC 280. Operating segments are components of a company about which separate financial information is available that is
regularly evaluated by the chief operating decision maker(s) in deciding how to allocate resources and assess performance. ASC 280 also requires
disclosures about the Company’s products and services, geographical areas and major customers.

As discussed in Note 1, the Company through its wholly-owned and majority-owned subsidiaries operates and franchises McDonald’s restaurants
in the food service industry. The Company has determined that its reportable segments are those that are based on the Company’s method of internal
reporting. The Company manages its business as distinct geographic segments. As of September 30, 2021, its operations were divided into four geographic
divisions, which were as follows: (i) Brazil; (ii) the Caribbean division, consisting of Aruba, Curacao, Colombia, French Guyana, Guadeloupe, Martinique,
Puerto Rico, Trinidad and Tobago, the U.S. Virgin Islands of St. Croix and St. Thomas and Venezuela; (iii) the North Latin America division (“NOLAD”),
consisting of Costa Rica, Mexico and Panama; and (iv) the South Latin America division (“SLAD”), consisting of Argentina, Chile, Ecuador, Peru and
Uruguay. Effective October 1, 2021, the Company made certain changes in its internal management structure in order to gain operational agility. As a
consequence, the Company reorganized its operation into three geographic divisions, as follows: (i) Brazil, (ii) the North Latin American division, or
“NOLAD,” which is now comprised of Costa Rica, Mexico, Panama, Puerto Rico, Martinique, Guadeloupe, French Guyana and the U.S. Virgin Islands of
St. Croix and St. Thomas and (iii) the South Latin American division, or “SLAD,” which is now comprised of Argentina, Chile, Ecuador, Peru, Uruguay,
Colombia, Venezuela, Trinidad and Tobago, Aruba and Curacao. The accounting policies of the segments are the same as those described in Note 3.
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9.      Segment and geographic information (continued)

The following table presents information about profit or loss and assets for each reportable segment: 

For the three-month periods ended
  March 31,
  2022 2021

(Unaudited) (Unaudited)
Revenues:    
Brazil $ 311,979  $ 203,251 
NOLAD 203,852  173,754 
SLAD 274,850  184,111 
Total revenues $ 790,681  $ 561,116 

For the three-month periods ended
March 31,

2022 2021
(Unaudited) (Unaudited)

Adjusted EBITDA:    
Brazil $ 46,038  $ 13,540 
NOLAD 21,402  13,836 
SLAD 30,316  9,604 
Total reportable segments 97,756  36,980 
Corporate and others (i) (19,258) (13,050)
Total adjusted EBITDA $ 78,498  $ 23,930 
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9.      Segment and geographic information (continued)

For the three-month periods ended
March 31,

  2022 2021
  (Unaudited) (Unaudited)
Adjusted EBITDA reconciliation:    
Total adjusted EBITDA $ 78,498  $ 23,930 

(Less) Plus items excluded from computation that affect operating loss:    
Depreciation and amortization (30,136) (30,366)
Gains from sale or insurance recovery of property and equipment 280  670 
Write-offs of property and equipment (295) (1,042)
Operating income (loss) 48,347  (6,808)
(Less) Plus:    
Net interest expense (10,659) (12,282)
Loss from derivative instruments (11,692) (1,149)
Foreign currency exchange results 15,827  (9,348)
Other non-operating expenses, net (25) (142)
Income tax (expense) benefit (17,169) 70 
Net income attributable to non-controlling interests (126) (54)
Net income (loss) attributable to Arcos Dorados Holdings Inc. $ 24,503  $ (29,713)

For the three-month periods ended
March 31,

  2022 2021
  (Unaudited) (Unaudited)
Depreciation and amortization:    
Brazil $ 13,842  $ 13,371 
NOLAD 8,153  8,941 
SLAD 6,666  7,033 
Total reportable segments 28,661  29,345 
Corporate and others (i) 1,656  1,322 
Purchase price allocation (ii) (181) (301)
Total depreciation and amortization $ 30,136  $ 30,366 
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9.      Segment and geographic information (continued)

For the three-month periods ended
March 31,

  2022 2021
  (Unaudited) (Unaudited)
Property and equipment expenditures:    
Brazil $ 8,135  $ 8,015 
NOLAD 4,744  1,346 
SLAD 11,842  8,249 
Others 95  — 
Total property and equipment expenditures $ 24,816  $ 17,610 

  As of
March 31,

2022 December 31,
  (Unaudited) 2021

Total assets:    
Brazil $ 1,189,781  $ 1,083,700 
NOLAD 670,121  679,682 
SLAD 591,598  566,208 
Total reportable segments 2,451,500  2,329,590 
Corporate and others (i) 135,508  134,020 
Purchase price allocation (ii) (105,164) (102,353)
Total assets $ 2,481,844  $ 2,361,257 

(i) Primarily relates to corporate general and administrative expenses, corporate supply chain operations in Uruguay, and related assets.
Corporate general and administrative expenses consist of corporate office support costs in areas such as facilities, finance, human
resources, information technology, legal, marketing, restaurant operations, supply chain and training. As of March  31, 2022 and
December 31, 2021, corporate assets primarily include cash and cash equivalents, corporate derivatives, and lease right of use.

(ii) Relates to the purchase price allocation adjustment made at corporate level, which reduces the accounting value of our long-lived assets
(excluding Lease right of use) and goodwill and the corresponding depreciation and amortization. As of March  31, 2022 and
December 31, 2021, primarily related with the reduction of goodwill.

 
The Company’s revenues are derived from two sources: sales by Company-operated restaurants and revenues from restaurants operated by

franchisees. All of the Company’s revenues are derived from foreign operations.
 
Long-lived assets consisting of property and equipment totaled $801,172, at March 31, 2022; and $743,533 at December 31, 2021. All of the

Company’s long-lived assets are related to foreign operations.
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10.    Shareholders’ equity

Authorized capital

The Company is authorized to issue a maximum of 500,000,000 shares, consisting of 420,000,000 Class A shares and 80,000,000 Class B shares
of no par value each.

Issued and outstanding capital

At March 31, 2022 and December 31, 2021, the Company issued 212,787,384 shares with no par value, consisting of 132,787,384 Class A shares
and 80,000,000 Class B shares for each period.

At March 31, 2022 and December 31, 2021, the Company has 2,309,062 shares in treasury.

Therefore, at March 31, 2022 the Company had 210,478,322 shares outstanding, consisting of 130,478,322 Class A shares and 80,000,000 Class B
shares.

Rights, privileges and obligations

Holders of Class A shares are entitled to one vote per share and holders of Class B shares are entitled to five votes per share. Except with respect to
voting, the rights, privileges and obligations of the Class A shares and Class B shares are pari passu in all respects, including with respect to dividends and
rights upon liquidation of the Company.

 
Distribution of dividends
 
The Company can only make distributions to the extent that immediately following the distribution, its assets exceed its liabilities, and the

Company is able to pay its debts as they become due.

On March 15, 2022, the Company approved a cash dividend distribution to all Class A and Class B shareholders of $0.15 per share to be paid in
four installments, as follows: $0.04 per share on March 31, 2022, $0.04 per share on June 30, 2022, $0.04 per share on September 30, 2022, and $0.03 per
share on December 30, 2022. As of March 31, 2022, the Company paid $8,419 of cash dividends.
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10.    Shareholders’ equity (continued)

Accumulated other comprehensive loss

The following tables set forth information with respect to the components of “Accumulated other comprehensive income (loss)” as of March 31,
2022 and 2021, respectively, and their related activity during the three-month periods ended:

 

 
 

Foreign
currency

translation

 
Cash flow

hedges

 
Securities

available for
sale (i)

Post-
employment

benefits 

(ii)

Total Accumulated
other

comprehensive loss
Balances at December 31, 2021 $ (625,071) $ 17,840  $ —  $ (537) $ (607,768)
Other comprehensive income (loss) before

reclassifications (Unaudited) 35,921  (34,505) (2,277) 333  (528)
Net loss reclassified from accumulated other

comprehensive loss to consolidated statement of
income (Unaudited) —  25,901  —  20  25,921 

Net current-period other comprehensive income (loss)
(Unaudited) 35,921  (8,604) (2,277) 353  25,393 

Balances at March 31, 2022 (Unaudited) $ (589,150) $ 9,236  $ (2,277) $ (184) $ (582,375)

 

 
 

Foreign
currency

translation

 
Cash flow

hedges

 
Securities

available for
sale (i)

Post-
employment

benefits 

(ii)

Total Accumulated
other

comprehensive loss
Balances at December 31, 2020 $ (587,804) $ 3,443  $ —  $ (499) $ (584,860)
Other comprehensive (loss) income before

reclassifications (Unaudited) (17,139) 21,885  —  —  4,746 
Net (income) loss reclassified from accumulated other

comprehensive loss to consolidated statement of loss
(Unaudited) —  (10,940) —  38  (10,902)

Net current-period other comprehensive (loss) income
(Unaudited) (17,139) 10,945  —  38  (6,156)

Balances at March 31, 2021 (Unaudited) $ (604,943) $ 14,388  $ —  $ (461) $ (591,016)

(i) Related to unrealized results on available for sale securities. As of March  31, 2022, the Company maintains Securities classified as
available for sale in accordance with guidance in ASC 320 Investments – Debt and Equitiy Securities amounting to $12,423, included
within “Short-term investments” in the Consolidated Balance Sheet. The amortized cost amounted to $15,887 included within "Investing
Activities" in the Consolidated Cash Flow.

(ii) Mainly related to a post-employment benefit in Venezuela established by the Organic Law of Labor and Workers (known as “LOTTT”, its
Spanish acronym) in 2012. This benefit provides a payment of 30 days of salary per year of employment tenure based on the last wage
earned to all workers who leave the job for any reason. The term of service to calculate the post-employment payment of active workers
run retroactively since June 19, 1997. Periodically, the Company obtains an actuarial valuation to measure the post-employment benefit
obligation, using the projected unit credit actuarial method and measures this benefit in accordance with ASC 715-30, similar to pension
benefit.
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11.    Earnings per share

The Company is required to present basic earnings per share and diluted earnings per share in accordance with ASC 260. Earnings per share are
based on the weighted average number of shares outstanding during the period after consideration of the dilutive effect, if any, for common stock
equivalents, including stock options and restricted share units. Basic earnings per common share are computed by dividing net income available to common
shareholders by the weighted average number of shares of common stock outstanding during the period. Diluted earnings per common share are computed
by dividing net income by the weighted average number of shares of common stock outstanding and dilutive securities outstanding during the period under
the treasury method.

The following table sets forth the computation of basic and diluted net income (loss) per common share attributable to Arcos Dorados Holdings
Inc. for all periods presented:

For the three-month periods ended
March 31,

  2022 2021
  (Unaudited) (Unaudited)
Net income (loss) attributable to Arcos Dorados Holdings Inc. available to common shareholders $ 24,503  $ (29,713)
Weighted-average number of common shares outstanding - Basic (i) 210,478,322  210,226,699 
Incremental shares from vesting of restricted share units 157,001  327,919 
Weighted-average number of common shares outstanding - Diluted 210,635,323  210,554,618 

Basic net earnings per common share attributable to Arcos Dorados Holdings Inc. $ 0.12  $ (0.14)

Diluted net earnings per common share attributable to Arcos Dorados Holdings Inc. $ 0.12  $ (0.14)

 
(i) Stock dividends distributed in 2021 is included within the weighted-average number of common shares for the three-month periods ended March 31,

2021.

12.    Related party transactions

The Company has entered into a master commercial agreement on arm’s length terms with Axionlog, a company under common control that
operates the distribution centers in Argentina, Chile, Colombia, Ecuador, Mexico, Peru, Uruguay, Venezuela, French Guyana, Guadeloupe, Martinique,
Aruba and Curacao (the “Axionlog Business”). Pursuant to this agreement Axionlog provides the Company distribution inventory, storage and
transportation services in the countries in which it operates.
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12.    Related party transactions (continued)

The following table summarizes the outstanding balances between the Company and the Axionlog Business as of March 31, 2022 and
December 31, 2021: 
  As of

March 31,
2022 December 31,

  (Unaudited) 2021
Accounts and notes receivable, net $ 389  $ 365 
Other receivables 3,211  3,377 
Miscellaneous 3,579  3,448 
Accounts payable (9,934) (10,873)

The following table summarizes the transactions between the Company and the Axionlog Business for the three-month periods ended March 31,
2022 and 2021:

For the three-month periods ended
  March 31,

2022 2021
  (Unaudited) (Unaudited)
Food and paper (i) $ (54,187) $ (38,286)
Occupancy and other operating expenses (1,546) (1,165)

(i) Includes $11,411 of distribution fees and $42,776 of suppliers purchases managed through the Axionlog Business for the three-month
period ended March 31, 2022; and, $8,683 and $29,603, respectively, for the three-month period ended March 31, 2021.

The following table summarizes the outstanding balances between the Company and its equity method investments as of March 31, 2022 and
December 31, 2021:

  2022 2021
Lacoop, A.C Lacoop II, S.C Saile (i) Lacoop, A.C Lacoop II, S.C Saile (i)

Other receivables $ —  $ 1,474  $ 258  $ —  $ 1,190  $ 731 
Accounts payable —  —  —  —  (810) — 

(i) Operadora de Franquicias Saile S.A.P.I. de C.V.

13.    Disclosures about fair value of financial instruments

As defined in ASC 820 Fair Value Measurement and Disclosures, fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date (exit price). The transaction is based on a hypothetical transaction in
the principal or most advantageous market considered from the perspective of the market participant that holds the asset or owes the liability. The valuation
techniques that can be used under this guidance are the market approach, income approach or cost approach. The market approach uses prices and other
information for market transactions involving identical or comparable assets or liabilities, such as matrix pricing. The income approach uses valuation
techniques to convert future amounts to a single discounted present amount based on current market conditions about those future amounts, such as present
value techniques, option pricing models (e.g. Black-Scholes model) and binomial models (e.g. Monte-Carlo model). The cost approach is based on current
replacement cost to replace an asset.
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13.    Disclosures about fair value of financial instruments (continued)

The Company utilizes market data or assumptions that market participants who are independent, knowledgeable and willing and able to transact
would use in pricing the asset or liability, including assumptions about risk and the risks inherent in the inputs to the valuation technique. These inputs can
be readily observable, market corroborated or generally unobservable. The Company attempts to utilize valuation techniques that maximize the use of
observable inputs and minimize the use of unobservable inputs. The Company is able to classify fair value balances based on the observance of those
inputs. The guidance establishes a formal fair value hierarchy based on the inputs used to measure fair value. The hierarchy gives the highest priority to
level 1 measurements and the lowest priority to level 3 measurements, and accordingly, level 1 measurement should be used whenever possible.

The three levels of the fair value hierarchy as defined by the guidance are as follows:

Level 1: Valuations utilizing quoted, unadjusted prices for identical assets or liabilities in active markets that the Company has the ability to access.
This is the most reliable evidence of fair value and does not require a significant degree of judgment. Examples include exchange-traded derivatives and
listed equities that are actively traded.

Level 2: Valuations utilizing quoted prices in markets that are not considered to be active or financial instruments for which all significant inputs
are observable, either directly or indirectly for substantially the full term of the asset or liability.

Financial instruments that are valued using models or other valuation methodologies are included. Models used should primarily be industry-
standard models that consider various assumptions and economic measures, such as interest rates, yield curves, time value, volatilities, contract terms,
current market prices, credit risk or other market-corroborated inputs. Examples include most over-the-counter derivatives (non-exchange traded), physical
commodities, most structured notes and municipal and corporate bonds.

Level 3: Valuations utilizing significant unobservable inputs provides the least objective evidence of fair value and requires a significant degree of
judgment. Inputs may be used with internally developed methodologies and should reflect an entity’s assumptions using the best information available
about the assumptions that market participants would use in pricing an asset or liability. Examples include certain corporate loans, real-estate and private
equity investments and long-dated or complex over-the-counter derivatives. 

Depending on the particular asset or liability, input availability can vary depending on factors such as product type, longevity of a product in the
market and other particular transaction conditions. In some cases, certain inputs used to measure fair value may be categorized into different levels of the
fair value hierarchy. For disclosure purposes under this guidance, the lowest level that contains significant inputs used in valuation should be chosen.
Pursuant to ASC 820-10-50, the Company has classified its assets and liabilities into these levels depending upon the data relied on to determine the fair
values. The fair values of the Company’s derivatives are valued based upon quotes obtained from counterparties to the agreements and are designated as
Level 2.
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13.    Disclosures about fair value of financial instruments (continued)

The following fair value hierarchy table presents information about the Company’s assets and liabilities measured at fair value on a recurring basis
as of March 31, 2022 and December 31, 2021:

Quoted Prices in
Active Markets

For Identical Assets
(Level 1)

Significant Other
Observable Inputs

(Level 2)

Significant
Unobservable Inputs

(Level 3)
As of As of As of As of As of As of Balance as of Balance as of

March 31, 2022
(Unaudited)

December 31,
2021

March 31, 2022
(Unaudited)

December 31,
2021

March 31, 2022
(Unaudited)

December 31,
2021

March 31, 2022
(Unaudited)

December 31,
2021

Assets
Cash equivalents $ 189,407  $ 198,811  $ —  $ —  $ —  $ —  $ 189,407  $ 198,811 
Short-term
Investments $ —  $ —  $ 12,423  $ —  $ —  $ —  $ 12,423  $ — 
Derivatives $ —  $ —  $ 90,680  $ 121,031  $ —  $ —  $ 90,680  $ 121,031 
Total Assets $ 189,407  $ 198,811  $ 103,103  $ 121,031  $ —  $ —  $ 292,510  $ 319,842 
Liabilities
Derivatives $ —  $ —  $ 38,362  $ 22,977  $ —  $ —  $ 38,362  $ 22,977 
Total Liabilities $ —  $ —  $ 38,362  $ 22,977  $ —  $ —  $ 38,362  $ 22,977 

The derivative contracts were valued using various pricing models or discounted cash flow analyses that incorporate observable market
parameters, such as interest rate yield curves, option volatilities and currency rates that were observable for substantially the full term of the derivative
contracts.

Certain financial assets and liabilities not measured at fair value

At March 31, 2022, the fair value of the Company’s short term and long-term debt was estimated at $752,440, compared to a carrying amount of
$759,577 This fair value was estimated using various pricing models or discounted cash flow analysis that incorporated quoted market prices and is similar
to Level 2 within the valuation hierarchy. The carrying amount for notes receivable approximates fair value.

Non-financial assets and liabilities measured at fair value on a nonrecurring basis

Certain assets and liabilities are measured at fair value on a nonrecurring basis; that is, the assets and liabilities are not measured at fair value on an
ongoing basis but are subject to fair value adjustments in certain circumstances (e.g., when there is evidence of impairment). As of March 31, 2022, no
material fair value adjustments or fair value measurements were required for non-financial assets or liabilities.

F-31



18/5/22, 8:56 Document

file:///C:/Users/AD692384/Downloads/Arcos Form 6-K (1Q22 FS) (1).html 35/35

Arcos Dorados Holdings Inc.
Notes to the Condensed Consolidated Financial Statements

For the three-month periods ended March 31, 2022 and 2021 (Unaudited)
Amounts in thousands of US dollars, except for share data and as otherwise indicated

14.    Subsequent event

On April 18, 2022, the Company announced the commencement of an offer to purchase for cash (i) any and all of its outstanding 2023 Notes and
(ii) up to $150 million of its outstanding 2027 Notes.

The table below summarizes certain payment terms for the Notes:

Senior Note Principal amount
outstanding

Late Tender Offer
Consideration (i)

(ii)

Tender Offer
Expiration Date

Early Tender Offer
Expiration Date

Early Tender
Premium (i) (ii)

Total
Consideration (i)

(ii)
2027 Notes $ 535,986  $ 999.38 May 13, 2022 April 29, 2022 $ 30.00 $ 1,029.38
2023 Notes $ 201,763  — April 22, 2022 — — $ 1,053.60

(i) Per $1,000 principal amount of applicable Notes, validly tendered and accepted for purchase, plus Accrued Interest.
(ii) Expressed as whole number.

Furthermore, on April 27, 2022, the Company’s subsidiary ADBV (the “Issuer”) issued sustainability-linked Senior Notes for an aggregate
principal amount of $350 million which matures in 2029 (the "2029 Notes"). Interest on the notes will accrue at a rate of 6.125% per annum from April 27,
2022 and, from and including May 27, 2026, the interest rate payable on the 2029 Notes may increased to 6.250% per annum or 6.375% per annum if either
or both Sustainability Performance Targets, respectively, have not been satisfied by December 31, 2025. The Sustainability Performance Targets (SPT) to
be satisfied are:

(i) Reductions of greenhouse gas emissions by 15% in restaurants and offices.
(ii) Reductions of greenhouse gas emissions by 10% in supply chain.

Periodic payments of principal are not required and interest is paid semi-annually commencing on November 27, 2022. The 2029 Notes are
guaranteed on a senior unsecured basis by the Company and certain of its subsidiaries. The proceeds from 2029 Notes were used by the Company to fund
the tender offers aforementioned and any remainder for general corporate purposes.

As a consequence, on April 27, 2022 the Company redeemed 29.36% of the outstanding principal of 2023 Notes. The total payment was $62,741
(including $3,175 of Tender Consideration), plus accrued and unpaid interest.

On May 4, 2022 the Company redeemed 27.99% of the outstanding principal of 2027 Notes. The total payment was $155,141 (including $4,500 of
Tender Consideration), plus accrued and unpaid interest.

On May 9, 2022 the Company announced its intent to redeem $123 million of its outstanding and remaining 2023 Notes. The anticipated
redemption date is June 10, 2022
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