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Current Economic Outlook  

Å The economy continues to sail through the high seas of  uncharted economic waters  

Å The good news is that consumers are still living for today and putting off  

tomorrowõs challenges 

Å Alternative retailers have captured market share from traditional grocery retailers 

and continue to erode industry profitability 

Å Public equity markets have taken a òwait and seeó attitude towards supermarkets 

ü Is the conventional supermarket format a dinosaur? 

Å The cost of  debt capital is currently inexpensive 

ü It is a great time to make an acquisition  
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Industry Overview  

Å Increasing operating expenses and union pension issues are putting pressure on the 

supermarket distribution network 

Å The majority of the retailers that radically altered their ògo toó market strategy in 

the last year were not rewarded 

Å Underperforming retailers are deteriorating at an accelerating rate given the 

economic climate 

Å The pace of  divestiture or closure of  underperforming stores is accelerating 

Å Retailersõ outlook for the future are separated into 2 categories: 

ü Those that want to grow because they need to spread overhead expense 

ü Those that want to exit because they do not want to go the next round 
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Historic U.S. Supermarket Retail Bankruptcy Statistics  

Å The industry experienced a material increase in corporate bankruptcies in 2009 

ü The bankruptcy increase followed the global recession, with a delay of  about 12-18 

months 
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Average Proforma Adjusted Credit Statistics of Middle Market LBO Loans  

 

Å Retailers undertaking acquisitions have access to debt capital  

Å Pricing continues to improve as competition between banks increases 

Å Absolute interest rates are at a historic lows 

U.S. Companies with less than $50 million of  EBITDA 

Source: S&P Leveraged Lending Review 
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Mergers & Acquisitions  

Å Level of  transactions in 2009 stalled due to economic meltdown 

Å Number of corporate transactions have declined due to òpick of the litteró strategy 

Å Estimated level of  activity in 2011 should equal that in 2008  

Å Average number of  stores sold per transaction will increase 

Corporate versus Portfolio Transactions 
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Summary of Merger & Acquisition Activity  

Å The number of  retail grocery acquisition opportunities continues to exceed the 

number of  transactions consummated 

Å Strategic buyers are focused on òin marketó acquisitions  

Å Larger transactions involving regional players are òon holdó 

Å All buyers have adopted the òpick of the litteró strategy 

Å Almost every transaction is becoming a òbreak-up playó 
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Corporate Overhead Review  

Å Retailers have been focused on reducing operating expenses over the last 12 months 

ü The primary focus has been on overhead expenses 

Å Benchmarking and identifying best practices has been difficult 

ü The method used to allocate support and supervision of  staff  varies greatly between 

retailers  

ü Other operating expenses are not consistently allocated to store-level or not allocated at 

all 

ü There are significant differences between the amount of  resources required to support 

various formats 

ü As some retailers rely on their wholesaler for retail support services and others outsource 

specific functions, a headcount analysis becomes blurred  

ü The level of  investment in technology and systems varies greatly 
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Results of Corporate Overhead Review at Retail 

Å Retailers that operated 1 to 5 stores 

ü Attempted to have minimal corporate support  

ü Outsourced to their wholesaler or other service provider  

ü Had the lowest overhead  

Å Retailers that operated 6 to 20 stores 

ü Were too small to be big and too big to be small 

ü Were duplicating what their wholesaler could provide  

ü Had the greatest corporate overhead challenge to overcome depending on volume and 

format 

Å Retailers that operated 21 to 100 stores 

ü Had depth in management  

ü Had invested in technology and systems to reduce òback officeó staff  

ü Had achieved economies of  scale 

ü Were looking for an efficient distribution partner (not retail services) 
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Results of Corporate Overhead Review at Retail 

Å On a comparable basis, corporate overhead for retailers varied between 1.5% to 

4.0% of  sales 

ü Predicated on normalizing shareholder compensation and on the number of  stores 

operated 

Å The greatest difference in headcount between retailers with similar formats was in 

the following function areas: 

ü Buyers/merchandisers  

ü Hosting and pricing  

ü Accounting staff   

Å It was difficult to compare overhead expenses by functional area between retailers 

given that retailers outsourced specific functions and were allocating the cost to the 

store-level 

Å There is a substantial cost savings to be realized by eliminating the duplication of  

expenses incurred at both the retail and distribution levels 
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Å $131.7 billion (51%) of Walmartõs 2010 U.S. revenue of $258.2  billion was grocery 

related 

Å Discount store units have declined in the last 5 years from 1,350 to 803 

Å Walmartõs 2010 annual report stated that: 

ü Of  its $13 billion 2011 capital expenditure budget, 31% was allocated to new stores, 

including expansions and relocations in the U.S. 

ü Projected number of  Supercenters planned - 145 to 160 units 

ü Projected number of Samõs Clubs planned - 5 to 10 units 

Format Units
 (1)

Discount Stores 803            

Supercenters 2,747         

Neighborhood Markets 158            

Sam's Clubs 596            

Total 4,304        

WALMART 
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Overview  

(1) As of January 31, 2010 
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Overview  

Å Based on Targetõs 2010 annual report: 

 

ü $ 11.2 billion (17%) of Targetõs total revenue was grocery related 

ü $ 574 million was spent on new stores, which was  27% of  capital expenditures 

ü 13 new stores were opened in 2010 (net of  relocations and closing) for a total of  1,750 

stores as of  January 31, 2011 

ü Target remodeled 341 stores in 2010 

ü The newest growth initiative, CityTarget, will allow Target to serve customers in Urban 

areas and is planned to open in 2012. 

ü Target is extending their brand beyond the U.S. borders into Canada and expects to open 

100-150 Target stores throughout Canada in 2013-2014. 

ü As of  May 2011, there were 1,755 Target stores in the U.S. of  which 252 were 

SuperTargets 
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Population Growth Trends  

Å In 2009, the population of  Australia was 7.1% of  the U.S. 

Source: The World Bank Group 
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Overview  

Å Metcash is Australiaõs leading wholesale distribution and marketing company 

Å The company had revenue of  USD 9.0 billion and a 19.9% market share at retail 

Å Metcash operates under 4 divisions 

ü IGA Distribution 

Á16 major distribution centers serve over 2,500 independent retailers (over 1,300 IGA 

independents, over 700 Foodworks stores and over 500 non-branded independents) 

ü Australian Liquor Marketers 

ÁOperates over 18 DCs in Australia and New Zealand serving over 15,000 hotels, liquor stores, 

restaurants and other licensed premises 

ü Campbellõs Wholesale 

Á35 distribution centers serving independent retailers, convenience and the 

hospitality/foodservice customers 

ÁServices over 100,000 small business customers across Australia 

Source: Metcash 
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Overview  

ü Mitre 10 (hardware business, 50.1% owned by Metcash) 

ÁAustraliaõs only independent home improvement and hardware wholesaler serving over 430 

Mitre and 10 True Value hardware stores 

Å In July 2010, Metcash announced it would acquire the Franklins chain of  85 

supermarkets, comprising 77 corporate stores and supply to 8 franchised stores 

ü The transaction is under review by the antitrust body of  Australia 

Source: Metcash 
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