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Stock Data

52-Week Range $12.32/$18.61
Avg. Daily Volume 1,251
Market Cap. (MM) $78
Shares Out. (MM) 6.3
Cash Per Share $3.31
Debt-to-Capital 82.4%
Book Value Per Share $19.26
Dividend Yield 0.00%
FY End Jan

Source: Factset

Revenue Estimates ($M)

2023 2024 2025
1Q 157.7A 162.9A 154.5E
2Q 176.6A 172.4A 181.0E
3Q 170.3A 164.9A 173.1E
4Q 167.9A 168.7A 177.2E
FY 672.5A  668.8A  685.8E
P/S 0.1x 0.1x 0.1x
Prev CY - —  702.2E
Adjusted EBITDA ($M)

2023 2024 2025
1Q 5.0A 9.9A 2.0F
2Q 15.6A 12.9A 15.2E
3Q 8.1A 6.3A 14.7E
4Q 9.8A 13.2A 15.0E
FY 38.9A 42.4A 47 1E
Prev CY - 42 9A 49.7E
Diluted EPS Estimates ($)

2023 2024 2025
1Q 0.30A 0.11A  (0.51)E
2Q 0.65A 0.33A 0.54E
3Q (0.09)A  (0.34)A 0.46E
4Q 0.16A 0.59A 0.48E
FY 0.56A 0.75A 0.98E
P/E 22.0x 16.4x 12.6x
Prev CY - 0.97A 1.36E

Company Update

Meritage Hospitality (MHGU)
Q1 Earnings Update; Reaffirms 2025 EPS Growth
Outlook

Summary

Meritage reported Q1 results that were challenged by atypical weather that
negatively impacted sales in all markets. While mgmt decreased its full year
revenue growth outlook to +3% growth from its previous 3-5% to reflect the
weakness in Q1, it reaffirmed its outlook for 30-40% EPS growth. We like
that Meritage is recording strong same-store sales growth with its Morning
Belle brand and will begin leveraging technology (Wendy's Fresh Al) to drive
efficiency and improve the customer experience.

Key Points

On Friday after market close, Meritage announced its preliminary Q1:25
results, reporting revenue of $154.5M (-5.1% YoY) and adjusted EBITDA of
$2.2M (vs $9.9M YoY), comparing to our $171.0M and $12.1M estimates,
respectively. We attribute the weaker than expected results to the atypical
weather that negatively impacted sales across all of Meritage's markets,
with severe weather events in the southern US that resulted in decreased
consumer traffic and numerous temporary restaurant closures from record
snow, ice, and floods.

Based on the weaker than anticipated start to the year, we are decreasing
our 2025 revenue forecast to ~3% growth from our previous ~5%
growth estimate, reflecting management's updated outlook. We continue to
appreciate the success Meritage is seeing with its in-house / independent
restaurant concept brand Morning Belle, which continues to outperform
industry trends.

More specifically, Morning Belle (single shift, breakfast / brunch concept)
delivered same-store sales growth of 21.9% YoY. As this proof of concept
and strong demand continues, Meritage plans to open 3-5 new Morning
Belle locations throughout 2025. Further, after opening 3 new Wendy's
stores in the quarter, Meritage plans to open 7-10 additional Wendy's
locations through the remainder of the year.

Despite the challenging start to the year, Meritage reaffirmed its outlook
for 30-40% diluted EPS growth in 2025, which we expect to be supported
by robust new product offerings at Wendy's in the back half, as they are
expected to launch protein-led innovations and marketing collaborations.

Further, we expect the implementation of Wendy's Fresh Al (generative Al
Bot technology that brings a digital automated ordering experience to the
drive-thru) to drive additional efficiencies at restaurants, while improving the
overall customer experience. Meritage will be launching this Al technology
at several locations during Q2:25.
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Model (Fiscal Year Ended Dec. 31)

‘S in millions except EPS and shares FY17 FY18 FY19 FY20 FY21 1Q22 2Q22 3Q22 4Q22 FY22 1Q23 2Q23 3Q23 4Q23 FY23 1Q24 2Q24 3Q24 4Q24 FY24  1Q25E 2Q25E 3Q25E 4Q25E FY25E
Revenue 312.6 | 435.3 | 467.5 | 516.2 | 577.1 | 145.1 161.0 160.6 159.4 626.0 | 157.7 176.6 170.3 167.9 672.5 162.9 172.4 164.9 168.7 668.8 154.5 181.0 173.1 177.2 | 685.8
COGS 84.8 116.4 | 124.9 | 134.4 | 150.8 39.0 44.3 44.8 43.8 172.0 44.0 48.0 47.0 45.3 184.2 41.8 44.4 433 449 174.4 42,5 48.9 46.7 47.8 | 185.9
Gross Profit 227.8 | 318.9 | 342.6 | 381.8 | 426.4 | 106.0 116.7 115.7 115.6 454.0 | 113.7 128.6 123.4 122.6 488.2 121.0 128.0 121.6 123.8 494.4 112.0 132.1 126.4 129.3 | 499.8
Operating Expenses
Advertising Expenses 133 18.4 18.2 18.2 223 57 6.2 6.3 6.3 24.4 6.1 6.8 6.7 6.6 26.3 6.5 6.9 6.7 6.8 27.0 6.3 7.2 6.9 7.1 27.6
Labor & Related Expenses 89.8 1249 | 137.6 | 153.1 | 183.4 48.1 49.6 52.3 51.8 201.9 51.4 54.6 54.0 53.8 213.8 52.6 54.0 54.2 56.0 216.8 51.8 55.2 52.8 54.0 | 213.8
Franchise Fee Expense 0.0 16.1 17.6 19.5 21.8 55 6.1 6.1 6.1 23.8 59 6.6 6.5 6.4 254 6.2 6.7 6.4 6.5 25.8 6.0 7.0 6.7 6.9 26.6
Occupancy Expense 0.0 59.2 66.0 69.9 76.5 19.0 189 20.1 19.9 77.9 20.8 21.7 229 21.4 86.8 229 22.7 236 214 90.5 19.6 23.0 22.0 225 87.0
General and Administrative Expenses 17.3 21.2 234 27.8 322 6.3 8.1 8.1 8.3 30.8 7.2 9.2 7.4 8.2 32.0 7.8 8.2 6.3 8.7 31.0 8.5 9.0 8.7 8.9 35.1
Preopening, Acquisition and Closing Expenses 34 39 4.0 8.5 4.0 1.8 1.5 1.2 3.2 7.6 2.0 0.4 1.2 1.2 4.8 0.6 13 29 0.2 5.0 1.4 1.6 1.6 1.6 6.2
Other Operating Expenses 81.1 37.9 40.6 42.7 51.8 13.0 14.1 14.3 14.7 56.1 14.8 15.7 16.9 155 62.8 15.7 16.7 16.2 17.1 65.6 17.2 16.3 15.6 15.9 65.0
Depreciation and Amortization 8.4 12.0 14.1 16.3 16.3 43 43 4.4 4.5 17.4 4.5 4.6 4.6 4.8 18.6 4.8 4.8 4.8 4.8 19.2 4.9 4.9 5.0 5.0 19.8
Operating Income (Loss) 14.4 25.4 21.2 25.8 18.1 24 7.7 3.0 0.8 14.0 0.9 8.9 3.2 4.8 17.8 3.9 6.7 0.4 23 13.3 3.7) 7.8 7.2 7.5 18.8
Other Expenses / Income
Interest Expense 5.7 9.7 12.3 10.8 6.7 17 18 22 25 8.2 2.6 2.9 3.2 3.2 11.9 33 3.2 34 31 13.0 31 3.2 33 34 13.0
Other, Net (26) | (0.8) | (76) | (3.2) | (11.9) | (1.4) (21) (1.2) 0.8 (3.9) 0.4 (1.8)  (0.0) 0.4 (11) | (0.9) (0.8) (0.8)  (6.3) 88) | (200 (10) (10) (10) | (5.0
Earnings before Taxes 11.3 16.5 16.5 18.2 233 21 8.1 2.0 (2.5) 9.7 (2.1) 7.7 0.0 1.2 6.9 15 4.4 (2.2) 5.5 9.1 (4.8) 5.6 4.9 5.1 10.7
Provision for Income Tax 23 3.4 3.6 2.4 51 0.1 2.1 0.1 (1.8) 0.6 (0.6) 18 0.1 (0.4) 0.9 (0.1) 13 (0.4) 0.3 1.1 (0.6) 0.7 0.6 0.6 13
Net Income (Loss) 9.0 13.2 129 15.8 18.2 2.0 6.0 1.8 (0.7) 9.1 (1.5) 5.9 (0.0) 1.6 6.0 1.6 3.0 (1.8) 5.2 8.0 (4.3) 4.9 4.3 4.5 9.4
Noncontrolling Interest (After Tax) 0.1 0.1 0.8 0.8 0.8 0.1 0.1 0.2 0.2 0.6 (0.1) (0.1) (0.0) 0.1 (0.1) 0.3 (0.1) (0.1) 0.2 0.2 0.2 0.2 0.2 0.2 0.8
Net Income Attributable to MHGU 9.0 13.0 12.1 14.9 17.4 1.8 5.9 1.6 (0.8) 8.5 (1.4) 6.1 (0.0) 1.5 6.1 13 3.1 (1.7) 5.1 7.8 (4.5) 4.7 4.1 4.3 8.6
Change in Interest Rate Swap Valuation 0.0 0.0 0.0 0.0 (1.4) (3.9) (1.5) (2.7) 0.0 (7.6) 1.5 (0.9) (0.1) 2.2 2.6 (0.4) 0.4 2.1 (0.8) 1.3 0.0 0.0 0.0 0.0 0.0
Consolidated Comprehensive Net Income 9.0 13.0 12.1 14.9 18.8 5.7 7.4 4.4 (0.8) 16.0 (2.9) 7.0 0.1 (0.7) 3.5 1.7 2.7 (3.8) 5.9 6.5 (4.5) 4.7 4.1 43 8.6
Diluted EPS $146($ 1.44($1.27|$158| $1.81($ 015 $ 062 $ 015 $ (0.10)] $0.84($ 030 $ 065 $(0.09) $ 016/ $056|$ 011 $ 033 $(034) $ 059|$ 0.75[$(0.51) $0.54 $ 046 $048($0.98
Diluted Shares Outstanding 6.2 9.1 9.0 9.4 9.6 8.4 9.4 8.4 8.4 8.7 6.8 9.4 6.8 9.4 8.3 8.2 8.9 6.8 8.5 8.5 8.8 8.8 8.9 8.9 8.9
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Company Description

Meritage Hospitality Group Inc. (OTC: MHGU) operates quick-service and casual dining restaurants
primarily in the Middle East, South, and Southeastern regions of the United States. MHGU is a leading
restaurant operator built around the company’s highly efficient structure supported by cloud-based
information technology and architecture, restaurant-level operations, real estate, accounting, data security,
and consumer analytics. The company is one of the largest Wendy’s franchisors with 375 locations across
16 states. The company also currently operates 4 Taco John’s and has entered an agreement to develop
up to 200 locations across the Midwest. The company also owns 6 casual dining restaurants in Michigan
under the Morning Belle and Stan’s Taco’s brands. MHGU was founded in 1986 and is headquartered in
Grand Rapids, MI with ~11,000 employees.

Valuation

We are maintaining our Outperform rating and decreasing our price target to $20.00 from our previous
$24.00, to reflect the challenging start to the year and our reduced 2025 estimates, along with the greater
pull-back across the peer group. Our updated price target roughly equates to a ~20x P/E on our updated
2025 estimate and compares to the QSR peer group average at ~25x 2025 P/E. The stock currently trades
at ~12.5x 2025 P/E.

We continue to like Meritage's opportunity to implement / translate its effective operational and real estate
development practices used with its Wendy's footprint, supported by its operating and technology platforms,
to success with newer quick-service brands / stores, including Morning Belle and 7 Brew Coffee.

Risks to the achievement of price target

Competition Risk - The quick-service industry is highly competitive with countless options for consumers
to choose from. If the company or the brands it franchises fail to innovate the products and experience or
fail to differentiate itself from competition this could negatively affect the company.

Worsening Economic Conditions Risk - If economic conditions deteriorate and consumers have less
discretionary money this could lead to a prolonged decrease of sales for the company.

Food-related llinesses Risk - Any contamination of its products from suppliers or improper handling of
food could lead to customer iliness, which would harm the company’s reputation and potentially lead to
temporary closures of locations.

Nutritional Concerns Risk - National concerns about the nutritional quality and health effects around the
quick-service industry broadly could have adverse effects on the company.

Changing Food Preferences Risk - As consumer’s eating habits change, if the company and the brands
it franchises cannot properly adapt, the company could see negative effects.

Brand Dependency Risk - The company is highly dependent on the national image of the Wendy’s brand.
If the brand was to have unfavorable news around them this could negatively impact MHGU.

Analyst Certification

I, Greg Gibas, certify that (1) the views expressed in this report accurately reflect my personal views about
all of the subject companies and securities and (2) no part of my compensation was, is or will be directly or
indirectly related to the specific recommendations or views expressed in this report.

Important disclosures
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Rating and Price Target History for: Meritage Hospitality Group Inc. (MHGU) as of 04-17-2025
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Created by: BlueMatrix

Explanation of Ratings:

Outperform (BUY) — Outperform the S&P 500 by at least 10%.

Market Perform (HOLD) — Perform within 10% above or below the S&P 500.
Underperform (SELL) — Underperform the S&P 500 by at least 10%.

Rating Distribution Breakdown as of 04/21/2025

IB Serv./ Past 12Mos.

Rating Category Count Percent Count Percent
Buy [OP] 159 81.96% 25 15.72%
Hold [MP] 34 17.53% 3 8.82%
Sell [UP] 1 0.52% 0 0.00%

Important Disclosure:

The analyst responsible for preparing this research report receives compensation that is based upon various
factors including Northland's institutional trading commissions and total revenues which may be generated
by Northland's investment banking activities.

Northland Securities makes a market in the subject company's security: MHGU

Northland Securities intends to seek compensation for investment banking services from the subject
company in the next three months: MHGU

This material has been prepared for informational purposes only and is exclusively intended for institutional
investors. It is not for distribution to retail clients.

Other Disclosures:

Northland Capital Markets reports will provide short-term commentary, but our ratings are forward looking
by at least 12 months, unless otherwise noted, to reflect our financial model expectations. Northland’s
investment thesis, valuations and ratings are subject to change without notice and the primary analyst should
be contacted to ensure that our opinions have not changed since the date of this report.

Information contained herein is based on data obtained from recognized statistical services, issuer reports or
communications, or other sources, believed to be reliable. However, we have not verified such information,
and we do not make any representations as to its accuracy or completeness. Any statements nonfactual in
nature constitute only current opinions, which are subject to change.

Individual investors are advised to carefully consider the risks associated with investments in equity
investments, particularly in small cap and micro cap securities. Northland’s research universe includes a
large proportion of this type of investment. This research report does not take into account the investment
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objectives, financial needs and risk parameters of individual investors. Individual investors are advised by
Northland Securities to discuss their particular financial situation with their investment representative and
other professional advisors, prior to acting upon any recommendations in this report.

Past performance is not necessarily an indication of future performance. This report reflects our current
opinion. We do not assure future performance. Security prices fluctuate.

Unless otherwise noted, the price of a security mentioned in this report is the market closing price as of
the end of the prior business day.

This document or research report is being distributed on the basis that circulation of Financial Promotions
to each person in the United Kingdom to whom it is issued is reasonably believed to be such a person as
described in Article 19 (Investment Professionals) of the Financial Services and Markets Act 2000. Persons
who do not fall within such description may not act upon the information contained in this report and must
return it to the sender immediately.

This document is for the use of intended recipients only and should not be forwarded to any third party.

‘Northland Capital Markets’ is the trade name for certain capital markets and investment banking services
of Northland Securities, Inc., member FINRA/SIPC, registered with MSRB and SEC.

Further information is available upon request.

This report is solely for informational purposes only. Information contained herein is based on data obtained
or derived from public sources, opinions, or recognized statistical services considered to be reliable, and
except with respect to the Disclosure Section of the report, we do not guarantee or make any representations
that such information is accurate or complete and should not be relied upon as such. Ratings, estimates,
and opinions expressed in a report are subject to change without notice and will be updated as Northland
deems appropriate. Short-term commentary may be provided, but our ratings are forward looking by at least
12 months. This report is not an offer to buy or sell any security. This report is not designed to meet and
does not consider any individual or portfolio investment objectives, and in no way is considered a complete
analysis of a company, industry, or security. Nothing in this report constitutes accounting, tax, or other advice.
Past performance does not guarantee future results, and returns are not guaranteed. Securities under $5
should be considered speculative and may have a high level of market price volatility. Unless otherwise
noted, the price of a security is the closing market price as of the end of the previous day. Investments in
any security involves risks and may result in losses. Canada: Northland Securities, Inc. is not registered
as a dealer in Canada and relies on the “international dealer exemption” set forth in National Instrument
31-103. The securities described in this report may not have been registered under or subject to the reporting
requirements of the U.S. Securities Act of 1933. Links or references to third party websites or content are
for informational purposes only. Northland makes no endorsement of the content or site sponsor. Accessing
a third-party website or following a link through this or any Northland report is at your own risk.

Northland Securities, Inc.

150 South Fifth Street

Suite 3300

Minneapolis, MN 55402

Member FINRA/SIPC, Registered with MSRB and SEC.
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