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New Rec: McCormick & Co., Inc.  (MKC: $156.67)   May 12, 2019 
 
Position: Source of Funds                  Potential downside 28% 
 
$MM FQ2 19e FQ3 19e FQ4 19e FQ1 20e FY 19e FY 20e 
Revs   1,325.0    1,342.3    1,492.5    1,253.5    5,391.3    5,487.6  
EPS $        1.06         1.28         1.61         1.08         5.07         5.37  
Y/Y Gr 4% 0% -3% -3% 2% 6% 
PE  n/a   n/a   n/a   n/a         30.9         29.2  
Cnsns Revs   1,310.0    1,350.0    1,520.0    1,270.0    5,420.0    5,590.0  
Cnsns EPS        1.08         1.31         1.75         1.11         5.26         5.66  
 
Shares Out: 134M  Market Cap: $21.0B   FYE: Nov. 
 
To speak with the analyst on this name, please email research@offwallstreet.com, or call 617 868 7880.  
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Concept: 
1. Local and regional spice makers appear to be innovating faster than MKC and gaining 
supermarket shelf space. If MKC loses spice share to local/regional vendors, it should grow 
slower than the market and results could be below expectations. 
2. MKC has lost 2.5 points of share to private label products over the past five years. We think 
this trend should continue. 
3. Flavor solutions operating margins, which rose in FY 17 and FY 18 as a result of pruning low-
margin businesses, appear to have flattened and are close to competitor margins. Further 
substantial margin expansion seems unlikely.  
4. MKC’s French’s mustard and Frank’s RedHot sauce brands, gained through its acquisition of 
RB Foods, have stagnated in a competitive environment. The pricey purchase (7.4X TTM sales) 
has burdened MKC’s balance sheet. 
 
Summary: McCormick & Company (MKC), based in Hunt Valley, MD, 
manufactures, markets and distributes spices, seasoning mixes, condiments and 
other flavorful products to retailers, food manufacturers and foodservice 
businesses. The company has two segments: consumer (60% of sales, 70% of 
operating profit) and flavor solutions (40% of sales, 30% of operating profit). The 
consumer segment consists of retail sales and the Flavor Solutions segment 
represents sales to food manufacturers and foodservice customers. The US 
accounts for 60% of sales, Europe, Middle East and Africa (EMEA) generates 
20%, and the rest of the world 20%. MKC has two 10% customers: Walmart (11% 
of FY 18 sales) and PepsiCo (10%). WMT is a consumer segments customer. Pepsi 
is a flavor solutions segment customer and uses MKC’s flavorings for Frito Lay 
potato chips. 
 

Bulls expect MKC to outperform the Americas spice market growth by 3 to 
4 percentage points as a result of its product innovation in flavors and in 
packaging. According to recent Nielsen retail scanner data as well as competitor 
B&G Foods, the US spice market is growing in the low single digits (~2%). Bulls 
contend that MKC’s projected Y/Y revenue growth should be strong relative to 
other packaged food names and claim that the 65% valuation premium for MKC 
relative to the group is warranted. 
 

However, MKC revenue growth could actually underperform overall spice 
category growth, for several reasons.  

 
One, it appears that in their efforts to differentiate themselves from 

competitors, supermarkets are focusing on carrying locally produced or unique 
products in order to attract customers. (Think locally produced craft-beer.) For 
instance, Publix in Florida is reducing its assortment of branded and private label 
goods to make space for local brands such as Key West Spice Company. Store 
managers told us that Publix is transitioning to sourcing a higher mix of local 
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brands to stay differentiated in an increasingly crowded and intensely price 
competitive grocery market. Supermarket observers view Publix as the best 
operator, and many of its initiatives are adopted by the other supermarket chains 
six to twelve months down the road. 
 

At some HEB-owned Central Market stores in Texas, McCormick products 
appear to have given way to products from Fiesta Spices and Adams Extract, 
which are local brands based in San Antonio and Gonzales, TX. As we show in the 
discussion section, Walmart stores in Texas also carry Fiesta products, which are 
priced about a third below those of McCormick. In the Northeast, Market Basket 
carries spices from Badia, a Miami-based spice maker, as a lower priced option to 
McCormick. Badia’s prices per unit are a third that of McCormick.  

 
A buyer from Shaw’s, a division of Albertson’s, told us that he has staff that 

monitors Instagram accounts of cooks to glean what might be the next hot food 
trend. He said that supermarkets such as Shaw’s are increasingly facing headwinds, 
especially for center of the store items such as spices.  He noted that many younger 
cooks are ordering spices online from sites such as Penzeys and The Spice House. 
Second, he noted that ethnic stores such as Caribbean, Mexican and Indian grocery 
stores offer a great variety of spices at prices about half that of McCormick’s. 

 
Copackers note that the spice category is easy to penetrate. Interestingly, a 

copacker in Connecticut told us that the spice category has low barriers to entry 
because spices have a long shelf life. Thus, spoilage risk is low and distribution 
challenges are minimal compared to categories like bakery which have short shelf 
life. Moreover, many grocery chains are attempting to cash in on the popularity of 
regional cooking shows, local cook-offs and local BBQ events by trialing spices, 
sauces and condiments twenty stores at a time to see what works. A brand-building 
consultant specializing in consumer food products told us that it has never been 
easier to build consumer food brands because of the popularity of social media and 
cooking shows where products can be showcased. 

 
As mentioned earlier, bulls expect MKC to outpace the market by 

innovating in flavors and packaging. Consumer preferences are shifting to more 
seasoning blends, away from single spices, based on our visits to spice sections of 
grocery stores across CA, TX, LA, AK, MS, AL, and FL. However, while 
seasoning blends have increased their share of facings, it appears that McCormick's 
line of seasoning blends, Grill Mates, which was introduced in 2011, is not 
growing shelf space at the same rate as local spice blends. After all, McCormick is 
a big company, and it needs scale for a new product to succeed. This makes it 
difficult for it to compete with the wide array of local spices that smaller and 
nimbler players can introduce.  
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Since 2014, MKC, which now has ~29% retail share, has lost about 2.5 
percentage points of share to private label (whose share now is ~20%) in the US. 
This is not surprising, as private labels cost half or less of McCormick’s products. 
For instance, at Walmart, a 1.75 oz bottle of Great Value private label crushed red 
pepper retails for 98 cents, or cost per unit of $8.96 per pound. The McCormick 
brand crushed red pepper is sold in a 1.5 oz bottle and retails for $2.44, or cost per 
unit of $26.03 per pound. Thus, the MKC branded product costs, on a per unit 
basis, more than 3x the PL product. Recent Nielsen scanner data indicates a 
continuing loss of market share to private label. While McCormick makes private 
label for some major customers, including Walmart, and claims that its operating 
margins are similar for branded products and private label products, scanner data 
suggest that private label products sell at roughly half the prices of McCormick 
products. Thus, share losses to private label products likely result in substantial 
operating profit dollar losses, as we discuss later. 
 

Based on Y/Y sales growth and market share data from Nielsen, we estimate 
that Y/Y spice category growth in the US was 3% in FY 18. McCormick’s organic 
Y/Y total consumer sales grew 3.2% Y/Y in FY 18, but just 1.8% Y/Y in the 
Americas. Thus, MKC’s US FY 18 Y/Y organic consumer segment sales growth 
of 1.8% underperformed the category. The company’s ability to get real price 
increases from retailers has been limited, likely because its branded products cost 
twice private label products. Nominal price increases in the Americas were 2.8% in 
FY 17 (which included a price increase to offset rising ingredient prices) and 1.0% 
in FY 18. Y/Y volume growth in the Americas consumer segment was 0.5% in FY 
17 and 0.9% in FY 18. We think future volume growth in the Americas could be 
pressured further by retailers stocking local brands, as noted above. Therefore, we 
think MKC could underperform the low single-digit projected growth of the US 
spice market. 
 

We forecast 1% Y/Y sales growth in the consumer segment in the Americas 
in 2H FY 19 and in FY 20. EMEA consumer segment performance in EMEA in 
the past few years has underperformed that in the Americas. Americas and EMEA 
constitute 90% of the overall consumer segment business. Thus, we think US 
consumer performance is a good proxy for MKC’s entire consumer segment. 
 

The impact of the penetration of craft beer on Anheuser-Busch and 
MillerCoors in the domestic beer sector may be a good analogy to what’s 
happening in spices. Overall domestic beer volumes have been flat to slightly 
down Y/Y for the past three years. Craft beer volumes are up about 5%-7% Y/Y in 
the last three years, and make up 30% of total beer volumes. We estimate that non-
craft beer volumes have been down about 2%-3% Y/Y over the last three years, or 
about two percentage points below the flat volume performance of the overall 
market. MKC could similarly underperform the overall spice market. 
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MKC’s flavor solutions Y/Y organic growth has underperformed 

competitors in recent years.  In FY 18, flavor solutions organic sales growth on a 
constant currency basis was 2.6% Y/Y, which underperformed 2018 constant 
currency organic flavor sales at competitors Symrise (9.5%), IFF (5%) and 
Givaudan (4.6%). Part of the reason for this underperformance was management’s 
strategy to prune what it called lower-margin businesses in flavor solutions. Peers 
such as Symrise and Givaudan think the flavors market could grow 3% to 5% Y/Y 
over the long-term. Given MKC’s loss of share, we think flavor solutions constant 
currency Y/Y growth likely to be ~ 3% Y/Y in 2H FY 19 and in FY 20.  

 
Bulls assume Y/Y revenue growth of 3.5% Y/Y in 2H FY 19 and 3.5% Y/Y 

in FY 20 (all in constant currency) in the consumer solutions segment. They 
project Y/Y revenue growth of 4% in 2H FY 19 and in FY 20 in the flavor 
solutions segment. Bulls also expect operating margin growth of 110 bps in FY 19 
and 70 bps in FY 20. MKC’s operating margin expansion, driven by cost cutting, 
appears to be slowing in both segments in recent quarters. We anticipate more 
modest operating margin growth of 40 basis points in FY 19 and 30 basis points in 
FY 20. Our EPS estimates are $5.07 and $5.37, versus consensus of $5.26 and 
$5.66.  

 
Shares trade today at 27X consensus FY 20 earnings. Over the past seven 

years, MKC shares have traded at an average 2-year forward PE of 21X. We set a 
fair value price of $113 on MKC shares, based on 21X our FY 20 EPS estimate. 
As we show later in the valuation section, a DCF calculation implies that the shares 
may be worth about $101 apiece. We note that even some “street” analysts who 
think MKC can grow sales in the mid-single digits long term rate the shares a hold 
because they think the valuation already incorporates their growth outlook. 

 
Share Borrow Information:  
 
Total Supply                      Short Interest     Available to Borrow       Date:  
    30.30M     9.2M   19.26M   05.08.2019 
OWS Estimates/Prime Brokers 
 
Background: 
 
 In 1889, Willoughby McCormick started a business that sold flavors and 
extracts door to door in Baltimore. The company incorporated in Maine in 1903, 
and reincorporated in Maryland in 1915. Today, MKC manufactures, markets and 
distributes spices, seasoning mixes, condiments and other flavorful products to the 
entire food industry. The company also has several joint ventures, the most 
significant of which is McCormick de Mexico, in which MKC has 50% interest. 
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 MKC has two segments: consumer and flavor solutions. Table 1 below, 
shows revenue and operating profit by segment for recent periods. About half of 
consumer segment revenues are generated by sales of spices, herbs and seasonings. 
The remainder of consumer segment sales are generated by sales of recipe mixes, 
condiments and sauces, and desserts. The flavor solutions segment supplies 
flavors, custom condiments, ingredients and coatings, and branded foodservice 
products. 
 
Table 1: MKC revenue and operating profit by segment 

 
FY 16 FY 17 FY 18 

Consumer 
   Net sales   2,686.8    2,901.6    3,246.8  

Operating income, excluding special charges      496.4       562.4       637.1  
Flavor Solutions 

   Net sales   1,627.1    1,828.7    2,055.8  
Operating income, excluding special charges      169.0       221.3       292.8  
Total 

   Net sales   4,313.9    4,730.3    5,302.6  
Operating income, excluding special charges      665.4       783.7       929.9  
Consumer operating margin 18.5% 19.4% 19.6% 
Flavor solutions operating margin 10.4% 12.1% 14.2% 
Total operating margin 15.4% 16.6% 17.5% 
Source: Company reports 
 

The consumer segment generates 60% of MKC’s sales and 70% of operating 
profit. The flavor solutions segment generates the remaining 40% of MKC’s 
revenues and 30% of operating profit. 
 

Table 2 shows MKC’s sales composition by geography for recent periods. 
Note that the acquisition of RB Foods did not shift the geographic distribution of 
revenues appreciably. Based on the company’s presentation at the CAGNY 2019 
conference in February 2019, ~40% of sales are generated by Americas consumer 
segment sales, ~30% by flavor solutions Americas and the remaining 30% by 
consumer and flavor solutions sales in other regions. 
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Table 2: MKC revenue by geography (EMEA = Europe, Middle East & Africa) 

 
FY 16 FY 17 FY 18 

US % of total 58% 59% 60% 
EMEA % of total 20% 20% 19% 
Other % of total 22% 21% 21% 
Total 100% 100% 100% 
Source: Company reports 
 
 Consumer segment customers include grocery stores, convenience stores, 
warehouse stores and ecommerce channels. Flavor solutions customers include 
packaged food manufacturers, quick service restaurants, casual dining restaurants, 
retail foodservice companies, and broadline and regional distributors. Table 3 
shows the revenue contribution from MKC’s largest customers in recent periods. 
Walmart is a consumer segment customer. Pepsico is a flavor solutions customer 
and accounts for a quarter of flavor solutions sales. The top three customers in 
flavor solutions, including PepsiCo, generate half of flavor solutions sales. 
 
Table 3: Sales contribution from MKC’s largest customers 

 
FY 16 FY 17 FY 18 

WMT % of sales 11% 11% 11% 
Sales to WMT      474.5       520.3       583.3  
Y/Y change 0.4% 9.7% 12.1% 
PEP  11% 11% 10% 
Sales to PEP      474.5       520.3       530.3  
Y/Y change 0.4% 9.7% 1.9% 
Source: Company reports 
 
 MKC claims to have 20% of the global spices and seasonings market. US 
competitors include B&G Foods (which sells under the Mrs. Dash, Tone’s and 
Spice Island brands), Badia Spices, Bolner’s Fiesta Spices, Penzeys Spices, and 
numerous regional brands.  
 

In the flavor solutions segment, competitors include Givaudan, IFF, 
Symrise, Firmenich and Sensient. Annual flavor sales are estimated to be about 
$17.4B, according to Symrise, and the market is growing at 3%-5% annually. 
Givaudan (18%) and IFF (17%, post Frutarom acquisition) are the largest players 
in the flavors market, followed by Symrise, Firmenich and IFF, each with about 
10%. MKC’s flavor solutions constant currency organic sales growth in recent 
years appears to have underperformed the organic CC revenue growth of 
competitors such as Givaudan, IFF and Symrise (Table 4). There is no data for 
Firmenich because it is privately held. 
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Table 4: Comparison of Y/Y CC organic sales of MKC and peers 

 
2017 2018 

Organic Givaudan flavor 5.3% 4.6% 
Organic IFF flavor 5.0% 5.0% 
Organic Symrise flavor 9.3% 9.5% 
Organic MKC flavor 6.0% 3.4% 
Source: Company reports 
 
Discussion:  
 
1. Grocery stores need to stock differentiated products to compete for customers. 
In spices, they are increasing shelf space for locally produced spices. Scanner data 
appears to suggest that these grocery store changes, along with increased 
penetration of private label, may be eroding MKC’s share. MKC’s dollar and 
volume share at retail were both down and in March 2019. In particular, retail sales 
of MKC’s herbs and seasonings were down 9.3% Y/Y in April and down 0.2% 
Y/Y in March. Given that the introduction of local and regional spices to grocery 
stores appears to be in early stages, MKC’s shelf space and sales may suffer further 
in coming quarters. 
 
 Publix, generally considered one of the best run supermarkets, operates more 
than 1,200 stores in the Southeast. Industry observers consider Publix to be an 
innovator and trendsetter, and note that many of its strategies are adopted by other 
grocery chains. Thus, it was noteworthy when Publix store managers told us that 
they are sourcing more local brands to differentiate themselves from competitors in 
the intensely price competitive grocery store marketplace. 
 
 Publix is doing this by paring back SKUs of both branded and private label 
products and replacing them with spice mixes, seasonings and sauces that can be 
used to prepare dishes to suit the local culture. Essentially, it plans to customize 
stores for local tastes. One Publix manager noted: "People will be shopping for 
what's new to taste locally for their style of eating." 
 
 Below, we show some examples of the local products in Publix stores.  
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Other grocery stores, including Walmart Supercenters, also appear to be 
allocating more space to regional and local brands. For instance, Walmart 
Supercenters and Neighborhood markets in the Southeast and Southwest have 
expanded display of a brand called Fiesta, produced by Bolner’s Fiesta Products of 
San Antonio, TX. In these stores, Fiesta brand spices occupy their own top to 
bottom 5’X6’ facing section. We estimate that the Fiesta facing section was 3X 
that of McCormick’s (see pictures below). 
 
 As seen in the pictures below, during our visit to a Walmart supercenter, it 
appears that many McCormick products had not been recently restocked. That was 
not the case with Fiesta products. Given the cost of a stop to restock, suppliers may 
be tempted to lower the restocking frequency of products with lower shelf space. 
We wonder if this is the reason why the McCormick shelves are less than full. 
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Rouses Markets is a 76-store southeastern grocery chain. At a New Orleans 
area store, McCormick’s products were arranged in a horizontal rollout display, 
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reminiscent of soup or vending machine displays, which suggests to customers that 
the product is more of a commodity. In contrast, the store also carried a full facing 
section of local spice and seasonings products from brands such as Cajun Blast, 
N’awlins and Slap Ya Mama that were arranged in a more traditional vertical 
display. 
 
 Even in regions of the US not associated with spicy cooking, grocery chains 
are stocking differentiated spice products. Market Basket is a popular 80-store 
grocery chain the Massachusetts and New Hampshire. In a Market Basket store in 
Waltham, MA, we encountered a full facing section of spices made by Badia, a 
Miami-based company. The store manager told us that many customers preferred 
the Badia products, not just because they cost a third less than McCormick 
products, but also because product quality was good. 
 
 

 
 
2. Copackers (contract packagers) with whom we spoke confirmed that 
McCormick is likely to face heightened competition for shelf space from local and 
regional products. Ethnic grocery chains in the US, which typically do not stock 
MKC products, also pose a threat to MKC’s market share. 
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 Copackers noted that the spice category has low barriers to entry because of 
long shelf-life. The opportunities for local and regional brands to gain shelf space 
is better than in categories with products that have short shelf life. Supermarkets 
are more open to trying a new brand seasoning blend or local supplier because the 
risk of spoilage is low. 
 

Moreover, according to a California-based copacker, the explosion of 
interest in cooking thanks to social media (Instagram, Pinterest, and Facebook, in 
particular), BBQ events and cooking shows has led to a mushrooming of new local 
and regional brands. Importantly, over the last year or two, the major supermarket 
chains are matching chefs and cooks with a social media following, and who are 
entrepreneurs with potential new brands, with pre-approved co-packers and 
distribution chains. According to this copacker, “In the past, if such folks had an 
idea for a seasoning blend or craft beer, they would have to get the supermarket 
operator to buy into the idea, give them a 20-store trial, and then they would have 
to find co-packer and arrange the whole thing. Now, supermarkets are 
actively seeking to differentiate themselves through having exclusive brands. 
[Thus], more recently, the supermarket itself will organize a 20-store trial now for 
anyone with a good idea.”  

 
This trend of facilitating new suppliers appears to be a manifestation of the 

drive to get more exclusive brands to one-up the competition. Copackers report 
that price competition is "ruthless".  
 
 We also spoke with two distributors of Indian spices who said that their sales 
were growing faster than the market (double-digits). While neither distributed to 
mainstream US grocery stores, one (Nirav Products) told us that it is gaining share 
in the foodservice business. For instance, foodservice wholesaler Restaurant Depot 
chose Nirav as a supplier because its products are attractively priced and 
Restaurant Depot’s customers are very sensitive to ingredient costs. Nirav also 
supplies a number of ethnic grocery stores and restaurants.  

 
The other distributor, Swad Foods, a unit of the large Indian grocery chain 

Patel Brothers, also supplies ethnic grocery stores such as the suburban Chicago 
six-store chain Angelo Caputo’s. It said it is gaining share in these channels for 
two reasons: the variety of its spice products, and its low prices. Swad also 
supplies online retailers such as Amazon. 
 
3. MKC has been losing share to private label (PL) brands for several years. 
Recent scanner data suggest that the share losses could continue. 
 
 According to retail scanner data and “street” reports, on average, 
McCormick lost 0.6 points of dollar retail share annually from 2015 to 2018 across 
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all its categories. MKC lost 0.3 points of share for the 52-week period ending 
February 2019. In terms of TDP (Total Distribution Points), which is a measure of 
distribution (or shelf placement), MKC lost 0.6 points of share annually, on 
average, from 2015-2018 and 0.5 points of share for the 52-week period ending 
February 2019. 
 
 On the other hand, PL gained 0.8 points of retail dollar share annually, on 
average, from 2015 to 2018, and 0.7 points for the 52-week period ending 
February 2019. In terms of TDP, PL gained 1 point of share annually, on average, 
from 2015-2018 and 1.6 points of share for the 52-week period ending February 
2019. 
 
 PL’s gains are unsurprising, given that scanner data show PL products are 
priced at a 46.4% discount to MKC’s retail prices, with no apparent quality 
deficiencies (https://www.epicurious.com/ingredients/best-store-bought-chili-powder-taste-
test-article). Over the last four years, the PL discount to MKC products has increased 
by about 3 percentage points. Today, MKC’s retail dollar share stands at ~29% 
versus 20% for private label. Based on a comparison of sales, TDP and velocity 
(sales rate or sales/distribution) of brand versus PL over the past four years, MKC 
appears to be the third most susceptible brand to further share erosion, behind only 
Tyson and Hormel. 
 

In the extracts, herbs, spices and seasonings category, MKC’s largest 
category, private label brands appear to have even more momentum. PL grew its 
US retail dollar share by 1 point annually, on average, from 2014 to 2017 and by 3 
points from 2017 to 2018, suggesting that its share gains are accelerating. TDP 
grew 1.1 points per year, on average, from 2014-2017 and by 3.3 points from 2017 
to 2018. 

 
The share losses have continued into 2019. Nielsen scanner data show that 

Y/Y dollar and volume shares have declined for the three of the first four-week 
periods of 2019 (see Table 5 below). These share declines were led by the herbs 
and spices category, which lost volume share Y/Y in all four months of 2019 and 
lost dollar share Y/Y in three of the four months. Recall that these are retail 
consumption data and not shipment data. MKC reported results for its FQ1 19, 
which ended on February 28, 2019, on March 26, 2019. The company carries about 
three months of inventory, and thus retail sales weakness likely leads shipment 
weakness. 
 
Table 5: MKC share trend in 2019: EQ = equivalized unit to compare across SKUs 
4-week periods ended 1/26/19 2/23/19 3/23/19 4/20/19 
Y/Y dollar share      (0.1)            0.4       (0.2)             (0.5) 
Y/Y EQ volume share      (0.4)            0.3       (0.5)             (0.4) 
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Source: Nielsen, “street” reports 
 
 MKC manufactures PL products for Walmart and some large grocery chains, 
and claims that, while its gross margin percentage for the PL products it makes is a 
bit lower than that for branded products, operating margin percentages are similar 
for the two products because it does not have brand promotion costs for private 
label. Thus, bulls appear to think that the share losses to PL are a manageable 
problem. 
 

However, our analysis suggests that MKC’s dollar operating profit from a 
PL product may be 57% lower than that from a branded product, as Table 6 shows. 
Scanner data suggest that PL products at retail are priced at a 46.4% discount to 
MKC’s products on a weighted average basis. Industry studies suggest that grocery 
stores make 25%-30% more gross profit on PL compared to branded products they 
carry. We assume that MKC’s gross margin on branded products is 43%, 
compared to 37% for PL. (MKC’s overall gross margin is 40%.) 

 
MKC’s SG&A costs other than brand promotion costs are 17% of sales. 

Brand promotion costs, which are ~6% of sales, do not apply to PL products. Thus, 
we estimate that MKC makes 57% less on sales of a PL product versus the branded 
equivalent. Thus, loss of share to PL hurts even if it makes the PL product.  
 
Table 6: Comparison of estimated operating profits from MKC branded and PL products 

 
Brand PL 

Retail sales price   100.0      53.6  
Net to MKC     88.0      38.0  
MKC gross profit $     37.8      14.1  
MKC SG&A costs other than branding     15.0        6.5  
MKC Brand costs       5.3            -  
MKC operating profit     17.6        7.6  
MKC operating margin 20.0% 20.0% 
Source: Company reports, OWS estimates 
 
4. Bulls think MKC can continue to increase margins in flavors. However, MKC 
already appears to have captured the low-hanging fruit by pruning low-margin 
businesses, and further margin gains could be limited. Larger competitors 
Givaudan and IFF have made acquisitions to penetrate the faster growing natural 
flavors market, where MKC has minimal presence. This could pressure segment 
growth. 
 
 MKC’s margins soared from FY 16 to FY 18, as the company pruned lower-
margin businesses, but have flattened in the last couple of quarters (see Table 7 
below).  
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Table 7: Operating profit margin trend of MKC’s flavor solutions segment 
(Amounts in $M) FY 16 FY 17 FY 18 FQ4 18 FQ1 19 
Net sales 1,627.1 1,828.7 2,055.8 506.7 486.6 
Operating income, excluding special charges 169.0 221.3 292.8 68.8 63.7 
Flavor solutions operating margin 10.4% 12.1% 14.2% 13.6% 13.1% 
Y/Y change (bps) 52 171 214 (49) 3 
Source: Company reports 
 
 MKC’s operating margins are now close to those of competitors Symrise 
and Givaudan, which posted operating margins of 16.2% and 15.7%, respectively, 
for their flavor segments in 2018. Getting price increases in this segment is more 
difficult because the customers are large. Pepsico and two other customers 
constitute half of MKC’s flavor solutions business. 
 
 The trend in flavors also doesn’t appear to favor MKC. Because consumers 
now prefer more natural flavors, sales of food made with ingredients that are 
perceived to have lower levels of processing have outpaced the sales of 
conventional foods by more than a margin of 2 to 1 (15% to 7%) since 2014, 
according to Nielsen data. 
 
 In response to the trend, Givaudan and IFF bought Naturex, a French plant-
based ingredient maker, and Frutarom, an Israeli developer of natural flavor 
extracts, colorings and pharmaceutical extracts, respectively, in 2018. MKC’s 
flavor solutions sales, which have lagged those of competitors in the last couple of 
years, could lose further ground if consumer preference for natural flavors grows. 
 
5. In August 2017 (FQ3 17), MKC acquired RB Foods, whose leading brands 
include French’s® (mustard, ketchup, crispy fried veggies), Frank’s 
RedHot® sauces and Cattlemen’s® BBQ sauces, from Reckitt Benckiser for 
$4.2B, or approximately 7.4X trailing sales. It outbid other suitors, like Unilever 
and Hormel, and levered up to 5.2X EBITDA to buy RB Foods. At the time of the 
acquisition, MKC claimed that RB Foods was the leader in the attractive and 
growing condiments market, and it hoped that its acquisition would help boost 
MKC’s position in the US condiments sector and drive international growth. The 
growth rationale for the acquisition appears to be unsupported, thus far. 
 
 Below, in Table 8, we show MKC pro forma revenues as if the RB Foods 
acquisition had been completed at the beginning of FY 16. Note that all these 
figures were reported prior to the adoption of ASC 606 (revenue recognition), ASC 
715 (pensions) and ASC 815 (derivatives & hedging) in FQ1 19. In FY 16, RB 
Foods revenue was pro forma revenues minus reported MKC revenues, or 
$557.8M. In FY 17, MKC noted that RB Foods and two other acquisitions, Giotti 
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and Gourmet Garden, added 6.5% to sales, or $286.7M. MKC also disclosed that 
Giotti and Gourmet Garden added $66.5M and $27.3M, respectively, to FY 17 
sales. Thus, we calculate that RB Foods added $192.9M ($286.7M-$66.5M-
$27.3M) to sales in FY 17. From the pro forma figures, we know that RB Foods 
had revenue of $374.9M ($5,209M-$4,834.1M) prior to its acquisition by MKC in 
FY 17. Hence, it appears that total revenue for RB Foods in FY 17 was $567.8M 
($192.9M+$374.9M).  
 
Table 8: Calculation of RB Foods revenue: FY 16 to FY 18 
(Amounts in $M) FY 16 FY 17 FY 18 
Pro forma revenues for RB Foods   4,969.3    5,209.0  

 MKC revenues, as reported   4,411.5    4,834.1   
RB Foods revenues not in MKC      557.8       374.9               -  
RB Foods revenues in MKC              -       192.9       579.7  
RB Foods revenues      557.8       567.8       579.7  
Y/Y change in RB Foods revenue 

 
2% 2% 

Giotti 
 

       66.5  
 Gourmet Garden        40.0         27.3  
 Source: Company reports 

 
 In FY 18, MKC noted that the incremental impact of the RB Foods 
acquisition added 8.0% or $386.7M in sales. Given that RB Foods contributed 
$192.9M in FY 17, we calculate that RB Foods had net sales of $579.7M 
($386.7M+$192.9M) in FY 18. This translates to Y/Y growth of just 2% in FY 17 
and in FY 18. RB Foods does not appear to be growing much, either in the U.S. or 
internationally. 

 
The tepid performance appears to be continuing in FY 19 in US retail (see 

Table 9). 
 
Table 9: Y/Y retail sales of RB Foods mustard and hot sauce in recent periods 
4-week periods ended 1/26/19 2/23/19 3/23/19 4/20/19 
Y/Y Mustard sales 0.9% -5.8% -7.6% 0.2% 
Y/Y Hot sauce sales 8.6% 0.8% 5.1% 4.5% 
Y/Y Combined RB Foods sales 4.2% -3.0% -2.2% 2.0% 
Source: Nielsen data, “street” reports 
 
6. Recent results. 
 

MKC reported results for FQ4 18, which ended on November 30, 2018, on 
January 23, 2019. Results missed across the board. Sales were $53M (or 3.5%) 
below expectations, and gross margin and EBIT also fell short. The company 
attributed the shortfall to trade inventory reduction of higher margin holiday 
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products and a replenishment issue at a large retailer, both in the Americas 
consumer segment. Americas organic growth was 0.6% Y/Y. MKC also forecast 
1%-3% Y/Y revenue growth for FY 19, versus expectations of 3%+. The stock fell 
~ 15% after the announcement. 
 

On March 26, 2019. MKC reported FQ1 19 results. Sales of $1.232B were 
0.4% below consensus, and EBIT of $199M was 3.5% short of “street” estimates. 
Yet, EPS of $1.12 beat consensus by 8 cents, thanks to a lower tax rate (actual rate 
of 13.9% versus expected rate of 22%) and higher income from its 
(unconsolidated) Mexican joint venture. While results were a bit shy of 
expectations, the shares have rallied since the report, perhaps because investors 
feared a bigger miss, like FQ4 18, and regained confidence.  

 
The company said that organic growth in FQ1 19 was 3% Y/Y in the 

Americas. It claimed that retail US consumption of McCormick was up 5% Y/Y  
for the quarter including December 2018, January 2019 and February 2019, based 
on scanner data. Bulls think that shipments should match consumption more 
closely in the future, and thus expects shipments to increase to match consumption. 
Moreover, bulls may have been excited about MKC’s reported 5% Y/Y retail 
consumption figure. However, note that the retail consumption rate varies through 
the year, as Table 10 below shows, and appears to be higher in MKC’s FQ1. Thus, 
it is likely incorrect to extrapolate the FQ1 19 data to the rest of FY 19. The 
average retail consumption of MKC products over the last 52 weeks was 1.9%, and 
the average of the stacked 2-year consumption is just 2.1%.  
 
Table 10: Y/Y MKC sales trends 
4-weeks ended Y/Y retail consumption of MKC products 2-year stack 

21-Apr-18 0.4% 3.8% 
19-May-18 -1.1% -2.6% 
16-Jun-18 0.0% -0.3% 
14-Jul-18 0.0% 0.9% 

11-Aug-18 0.6% 2.0% 
8-Sep-18 1.8% 2.0% 
6-Oct-18 3.5% 1.9% 

3-Nov-18 4.0% 3.7% 
1-Dec-18 4.4% 5.4% 

29-Dec-18 3.5% 2.9% 
26-Jan-19 5.8% 7.2% 
23-Feb-19 2.8% 2.1% 
23-Mar-19 2.3% 1.0% 
20-Apr-19 -1.2% -0.9% 

Average 1.9% 2.1% 
 

 
Source: Nielsen data 
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Moreover, note that US retail consumption of MKC products since the 

company reported FQ1 19 results was up 2.3% Y/Y in March and was down 1.2% 
Y/Y in April. These data suggest that the hoped-for increase to about 4% in 
shipments may not result with these current lower levels of demand. 
 

Consumer segment and Flavor Solutions revenues of $744.9M and 
$486.6M, respectively, were a bit shy of consensus estimates of $748M and 
$488.9M. While consumer segment operating margin of 18.3% was in line with 
consensus, flavor solutions operating margin of 13.1% fell short of “street” 
expectations by 110 basis points. 

 
DSO at FQ1 19 end was 32 days, down 5 days Y/Y. DIO was 95 days, down 

4 days Y/Y. Net debt at FQ1 19 end was $4.62B, which yielded a net debt to 
EBITDA (or leverage) ratio of 4.1x.  
 
7. Cash flow. 
 
 Below, in Table 11, we show MKC’s free cash flow performance in recent 
periods. FCF per share slightly exceeded EPS in FY 16 and FY 18, and by a more 
meaningful amount in FY 17. Also, note that this free cash flow calculation does 
not include acquisitions. As can be seen in Table 11, MKC spent a substantial 
amount on the purchase of RB Foods in FY 17. 
 
Table 11: MKC free cash flow performance 
(Amounts in $M) FY 16 FY 17 FY 18 FQ1 18 FQ1 19 
Net income    472.3        477.4     933.4     422.6     148.0  
D&A    108.7        125.2     150.7       36.6       40.3  
SBC      25.6          23.9       25.6         4.3         6.7  
US tax act noncash income tax benefit            -                -    (309.4)   (297.9)           -  
Other items      51.5        188.8       20.9    (186.1)    (91.4) 
CFFO    658.1        815.3     821.2      (20.5)    103.6  
Capex   (153.8)      (182.4)   (169.1)     (31.3)    (25.4) 
Sale of PP&E        1.7            1.1       12.3             -            -  
Proceeds from insurance        1.4            0.4         2.5             -            -  
Proceeds from JV exit        4.2                -             -             -            -  
FCF    511.6        634.4     666.9      (51.8)      78.2  
FCF per share      4.00          4.94       5.01    
Adjusted EPS        3.78         4.26         4.97    
Acquisitions   (120.6)   (4,327.4)       (4.2)       (4.2)           -  
Source: Company reports 
 
8. Financial assumptions: 
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MKC provides segment revenues and segment revenue growth by 

geography. We use this template to prepare our estimates. In the Tables 12a and 
12b, we show MKC’s revenue data by segment, prepared under prior accounting 
rules, for the past three fiscal years. Recall that the company now recognizes 
shipping and handling costs in COGS (rather than in SG&A as it used to do). It 
also recognizes trade promotion costs as an offset to sales rather than as a 
component of SG&A as it used to do. 
 
 The Americas region represents ~70% of the consumer segment business 
(60% US + 10% other North America, Central America and Latin America). 
EMEA constitutes 20% of the business and APAC 10%. Note that MKC’s organic 
growth rates in the consumer segment in the Americas have been declining 
because of customer inventory cuts and private label taking share. EMEA 
consumer organic growth has performed even worse. 
 

Since we expect MKC could lose more shelf space in the US to private 
labels, we forecast Y/Y organic sales growth of 1% in the Americas in FY 19 and 
in FY 20. Given that EMEA consumer organic segment growth has been lower 
than that of the Americas consumer segment and because Americas and EMEA 
makes up 90% of the overall consumer segment, we think organic Y/Y growth rate 
of MKC’s overall consumer segment globally should approximate the Americas 
region growth. We note that B&G Foods recently reported Y/Y spice category 
revenue growth of just 1% in Q1 18. The “street” assumes Y/Y organic growth of 
3.5% for this segment in 2H FY 19 and 3.5% in FY 20. 
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Table 12a: MKC consumer segment organic growth 

 
FY 16 FY 17 FY 18 

Y/Y consumer sales price 1.2% 2.2% 0.6% 
Y/Y consumer sales volume & product mix 1.7% 0.3% 1.7% 
Y/Y organic consumer 2.9% 2.5% 2.3% 

    Y/Y consumer sales Americas price 1.4% 2.8% 1.0% 
Y/Y consumer sales Americas volume & product mix 2.2% 0.5% 0.9% 
Y/Y organic consumer Americas 3.6% 3.3% 1.9% 

    Y/Y consumer sales EMEA price 1.5% 0.5% -1.0% 
Y/Y consumer sales EMEA volume & product mix -0.4% -3.3% 1.3% 
Y/Y organic consumer EMEA 1.1% -2.8% 0.3% 

    Y/Y consumer sales APAC price 0.3% 1.7% 1.3% 
Y/Y consumer sales APAC volume & product mix 2.2% 5.1% 6.4% 
Y/Y organic consumer APAC 2.5% 6.9% 7.8% 
Source: Company reports 
 
 Table 12b presents similar information for the flavor solutions segment. The 
geographic distribution of flavor solutions appears to be similar to that of the 
consumer segment, based on the company’s February 2019 CAGNY presentation 
(US ~60%, rest of Americas 10%, EMEA 20%, APAC 10%). As a result, the 
overall flavor solutions Y/Y organic growth rate is essentially the same as the 
Americas organic growth rate. 
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Table 12b: MKC flavor solutions segment organic growth 

 
FY 16 FY 17 FY 18 

Y/Y flavor solutions sales price 2.0% 2.0% 0.3% 
Y/Y flavor solutions sales volume & product mix 1.5% 4.0% 3.1% 
Y/Y organic flavor 3.5% 6.1% 3.4% 

    Y/Y flavor solutions sales Americas price 1.7% 2.1% 0.3% 
Y/Y flavor solutions sales Americas volume & product mix 1.4% 3.4% 3.0% 
Y/Y organic flavor Americas 3.1% 5.6% 3.3% 

    Y/Y flavor solutions sales EMEA price 3.7% 3.1% 1.0% 
Y/Y flavor solutions sales EMEA volume & product mix 1.1% 2.7% 4.1% 
Y/Y organic flavor EMEA 4.8% 5.9% 5.1% 

    Y/Y flavor solutions sales APAC price 0.8% 0.1% -0.5% 
Y/Y flavor solutions sales APAC volume & product mix 3.0% 9.6% 1.4% 
Y/Y organic flavor APAC 3.8% 9.7% 0.9% 
Source: Company reports 
 

In Table 13 below, we show MKC’s flavor solutions organic growth, 
compared to those of peers. Note that MKC’s organic growth slowed relative to 
peers in FY 18, partly because it has shed lower-margin businesses in an effort to 
raise operating margins for this segment. Peers Symrise and Givaudan estimate 
that the overall flavors & fragrance market is likely to grow at an organic Y/Y rate 
of 3%-5%. As can be seen in Table 13, flavors have growth a bit faster than 
fragrance, so we think flavors could grow at a 5% Y/Y rate. Because of MKC’s 
strategy of pruning lower-margin businesses, we think the flavor solutions business 
could grow at an organic rate of 3% Y/Y in FY 19 and in FY 20. The “street” 
assumes Y/Y organic growth of 4% for this segment in 2H FY 19 and 4% in FY 
20. 
 
Table 13: Comparison of organic flavor growth rates of MKC and peers 

 
2017 2018 

Y/Y Organic Givaudan flavor sales 5.3% 4.6% 
Y/Y Organic IFF flavor sales 5.0% 5.0% 
Y/Y Organic Symrise flavor sales 9.3% 9.5% 
Y/Y Organic MKC flavor sales 6.1% 3.4% 
Y/Y Organic Givaudan fragrance sales 4.5% 6.6% 
Y/Y Organic IFF fragrance sales 4.0% 4.0% 
Y/Y Organic Symrise fragrance sales 3.9% 8.9% 
Source: Company reports 
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Table 14 shows MKC’s segment operating margins in the last three years. 
Note the sizable expansion in the flavor solutions operating margin as a result of 
the company’s strategy of pruning lower-margin businesses. This strategy appears 
to have run its course. Y/Y flavor solutions operating margins were down 49 basis 
points and up 3 basis points in FQ4 18 and FQ1 19, respectively. We forecast 25 
basis points of operating margin growth Y/Y in the consumer segment in the 
remaining quarters of FY 19 and in FY 20. In flavor solutions, we forecast organic 
Y/Y growth of 50 basis points in the remaining quarters of FY 19 and in FY 20. 
 
Table 14: Trend of MKC segment operating margins 

 
FY 16 FY 17 FY 18 

Consumer operating margin 18.5% 19.4% 19.6% 
Y/Y change (bps) 52 91 24 
Flavor solutions operating margin 10.4% 12.1% 14.2% 
Y/Y change (bps) 52 171 214 
Source: Company reports 
 
 We assume interest expense of $166M and $150M, respectively, in line with 
the “street”. The company has forecast tax rates of 22% in both FY 19 and FY 20, 
which we assume. We assume unconsolidated income from JVs of $42.1M and 
$44M in FY 19 and FY 20, respectively, in line with the “street”. Our assumed 
share count for both FY 19 and FY 20 is 133.8M, in line with the “street”. 
 
9. Valuation & risks. 
 
 Table 15 compares our segment revenue projections, using the foregoing 
assumptions, to those of the “street”. Note that our revenue and operating estimates 
are lower than those of the “street” for both segments because we assume lower 
organic growth rates, as noted earlier.  
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Table 15: Comparison of segment and total revenue, operating profits and operating margin 

 
OWS "Street" 

(Amounts in $M) FY 19e FY 20e FY 19e FY 20e 
Consumer 

    Net sales 3,272.1 3,304.8 3,312.8 3,428.7 
Operating income 653.3 668.1 693.3 742.5 
Flavor Solutions 

    Net sales   2,119.2    2,182.7  2,122.0 2,206.8 
Operating income      310.1       330.3  317.8 345.5 
Total 

    Net sales   5,391.3    5,487.6  5,434.8 5,635.5 
Operating income      963.4       998.4  1,011.1 1,088.0 
Consumer operating margin 20.0% 20.2% 20.9% 21.7% 
Flavor solutions operating margin 14.6% 15.1% 15.0% 15.7% 
Total operating margin 17.9% 18.2% 18.6% 19.3% 
Source: OWS estimates, “street” reports 
 
 The “street” values MKC mostly on earnings or EBITDA multiples. 
Earnings multiples range from 23.5X FY 19 EPS to 30X FY 20 EPS. EBITDA 
multiples range from 15.8X FY 19 EBITDA to 26X CY20 EBITDA. The shares 
trade today at 27X FY 20 EPS. Over the past seven years, MKC shares have traded 
at an average 2-year forward PE of 21X. We set a fair value price of $113 on MKC 
shares, based on 21X our FY 20 EPS estimate. 
 
 In Table 16, we also offer a valuation of MKC based on discounted cash 
flows (DCFs). We project the operating income for the next five years and 
calculate the NOPAT (net operating income after taxes) using a tax rate of 22%, as 
suggested by management. We add D&A, subtract capex and add working capital 
items to get our unlevered free cash flow estimates. We discount these cash flows 
by MKC’s weighted average cost of capital, which is 6.6% (79.2% equity with a 
7.6% cost, and 20.8% debt with a 2.9% cost). Note that our projected free cash 
flow grows by 2% from FY 22 to FY 23. The terminal value multiple is given by 
[(1+g)/(WACC-g)], where g is the growth rate in perpetuity of the free cash flows. 
For g of 2% and WACC of 6.6%, the terminal value multiple is 22X. We apply this 
22X terminal value to the present value of our FY 23e unlevered FCF to obtain our 
terminal value. As can be seen in Table 16, the present value of the discounted 
cash flows plus the terminal value is $18.1B. Subtracting net debt of $4.62B, we 
obtain equity value of $13.5B, or roughly $101 per share. MKC appears to be 
priced currently for 3.5% free cash flow growth in perpetuity. 
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Table 16: DCF calculation for MKC valuation 
(Amounts in $M) FY19e FY 20e FY 21e FY 22e FY 23e 
 Operating income  961.3 998.4 1,020.0 1,040.0 1,060.0 
 Tax rate  22% 22% 22% 22% 22% 
 NOPAT  749.8 778.7 795.6 811.2 826.8 
 D&A  162.0 166.0 169.0 172.0 175.0 
 Capex  (195.0) (170.0) (170.0) (170.0) (170.0) 
 Other items  50.0 50.0 50.0 50.0 50.0 
 Unlevered FCF  766.8 824.7 844.6 863.2 881.8 
 Year  0.5 1.5 2.5 3.5 4.5 
 Present Value  742.7 749.4 719.9 690.2        661.4  
 Terminal Value  

    
  14,550.7  

  
 

PV of DCFs   18,114.2  
  

 
Net debt     4,620.9  

  
 

Equity value   13,493.3  
  

 
Implied share price      100.85  

 Source: OWS estimates 
 
 Risks to our recommendation could arise from two sources. First, MKC 
could make another large acquisition. We think this is unlikely in the short term 
since the company has significant leverage (4.1x) from the RB Foods acquisition. 
Also, given that RB Foods has demonstrated tepid revenue growth, investor 
enthusiasm for another large acquisition may be limited. Second, there may be 
further margin growth opportunities, especially in flavor solutions. However, MKC 
has been unable to expand flavor solutions operating margins lately. Moreover, 
given that its flavor solutions operating margins are approaching that of peers, we 
think upside beyond what we have modeled is limited. 
 
10. Financial projections. 
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a. Quarterly projections. 
 

 
FQ1 19 FQ2 19e FQ3 19e FQ4 19e FQ1 20e FQ2 20e FQ3 20e FQ4 20e 

Cons sales 744.9 776.5 780.1 970.6 752.3 784.3 787.9 980.3 
Flavor sales 486.6 548.5 562.2 521.9 501.2 564.9 579.0 537.6 
Total sales 1,231.5 1,325.0 1,342.3 1,492.5 1,253.5 1,349.2 1,367.0 1,517.9 
Cons OI 135.3 132.3 155.5 230.2 138.5 135.6 159.0 234.9 
Flavor OI 63.7 80.7 92.2 73.5 68.1 86.0 97.9 78.4 
Total OI 199.0 213.0 247.7 303.7 206.7 221.6 256.9 313.3 
Interest exp (43.0) (42.0) (41.0) (40.0) (39.0) (38.0) (37.0) (36.0) 
Other inc 6.1 4.0 4.0 4.0 4.0 4.0 4.0 4.0 
Pretax inc 162.1 175.0 210.7 267.7 171.7 187.6 223.9 281.3 
Inc taxes 22.1 42.0 50.6 64.2 37.8 41.3 49.3 61.9 
Net inc cons  140.0 133.0 160.1 203.4 133.9 146.3 174.6 219.4 
Inc uncons  10.1 9.0 11.0 12.0 11.0 10.0 11.0 12.0 
Net income 150.1 142.0 171.1 215.4 144.9 156.3 185.6 231.4 
Diluted shs 133.8 133.8 133.8 133.8 133.8 133.8 133.8 133.8 
Diluted EPS 1.12 1.06 1.28 1.61 1.08 1.17 1.39 1.73 
 

         Y/Y change 
        

 
FQ1 19 FQ2 19e FQ3 19e FQ4 19e FQ1 20e FQ2 20e FQ3 20e FQ4 20e 

Cons sales 0% 1% 1% 1% 1% 1% 1% 1% 
Flavor sales 3% 3% 3% 3% 3% 3% 3% 3% 
Total sales 1% 2% 2% 2% 2% 2% 2% 2% 
Cons OI 4% 3% 2% 2% 2% 2% 2% 2% 
Flavor OI 4% 7% 6% 7% 7% 6% 6% 7% 
Total OI 4% 4% 4% 3% 4% 4% 4% 3% 
Interest exp 3% -5% -8% -9% -9% -10% -10% -10% 
Other inc 49% -13% -17% -65% -34% 0% 0% 0% 
Pretax inc 5% 6% 6% 2% 6% 7% 6% 5% 
Inc taxes -24% 27% 103% 15% 71% -2% -3% -4% 
Net inc cons  12% 1% -8% -1% -4% 10% 9% 8% 
Inc uncons  25% 22% 31% 10% 9% 11% 0% 0% 
Net income 13% 2% -6% -1% -3% 10% 8% 7% 
Diluted shs 1% 1% 0% 0% 0% 0% 0% 0% 
Diluted EPS 12% 1% -7% -1% -3% 10% 8% 7% 
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         As % of sales 
      

 
FQ1 19 FQ2 19e FQ3 19e FQ4 19e FQ1 20e FQ2 20e FQ3 20e FQ4 20e 

Cons sales 60% 59% 58% 65% 60% 58% 58% 65% 
Flavor sales 40% 41% 42% 35% 40% 42% 42% 35% 
Total sales 100% 100% 100% 100% 100% 100% 100% 100% 
Cons OI 11% 10% 12% 15% 11% 10% 12% 15% 
Flavor OI 5% 6% 7% 5% 5% 6% 7% 5% 
Total OI 16% 16% 18% 20% 16% 16% 19% 21% 
Interest exp -3% -3% -3% -3% -3% -3% -3% -2% 
Other inc 0% 0% 0% 0% 0% 0% 0% 0% 
Pretax inc 13% 13% 16% 18% 14% 14% 16% 19% 
Inc taxes 2% 3% 4% 4% 3% 3% 4% 4% 
Net inc cons  11% 10% 12% 14% 11% 11% 13% 14% 
Inc uncons  1% 1% 1% 1% 1% 1% 1% 1% 
Net income 12% 11% 13% 14% 12% 12% 14% 15% 
 
b. Annual projections. 
 

 
FY 16 FY 17 FY 18 FY 19e FY 20e 

Consumer sales   2,686.8    2,901.6    3,246.8    3,272.1    3,304.8  
Flavor sales   1,627.1    1,828.7    2,055.8    2,119.2    2,182.7  
Total sales   4,313.9    4,730.3    5,302.6    5,391.3    5,487.6  
Consumer OI      496.4       562.4       637.1       653.3       668.1  
Flavor OI      169.0       221.3       292.8       310.1       330.3  
Total OI      665.4       783.7       929.9       963.4       998.4  
Interest expense      (56.0)      (95.7)    (174.6)    (166.0)    (150.0) 
Other debt costs              -       (15.4)              -               -               -  
Other income        (4.2)          6.1         24.8         18.1         16.0  
Pretax income      605.2       678.7       780.1       815.5       864.4  
Income taxes      153.0       151.3       152.9       178.9       190.2  
Net inc cons ops      452.2       527.4       627.2       636.6       674.2  
Inc uncons ops        36.1         33.9         34.8         42.1         44.0  
Net income      488.3       561.3       662.0       678.7       718.2  
Diluted shares      128.0       128.4       133.2       133.8       133.8  
Diluted EPS        3.81         4.37         4.97         5.07         5.37  
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      Y/Y change 
     

 
FY 16 FY 17 FY 18 FY 19e FY 20e 

Consumer sales 
 

8% 12% 1% 1% 
Flavor sales 

 
12% 12% 3% 3% 

Total sales 
 

10% 12% 2% 2% 
Consumer OI 

 
13% 13% 3% 2% 

Flavor OI 
 

31% 32% 6% 7% 
Total OI 

 
18% 19% 4% 4% 

Interest expense 
 

71% 82% -5% -10% 
Other income 

 
-245% 307% -27% -12% 

Pretax income 
 

12% 15% 5% 6% 
Income taxes 

 
-1% 1% 17% 6% 

Net inc cons ops 
 

17% 19% 1% 6% 
Inc uncons ops 

 
-6% 3% 21% 5% 

Net income 
 

15% 18% 3% 6% 
Diluted shares 

 
0% 4% 0% 0% 

Diluted EPS 
 

15% 14% 2% 6% 
 

      As % of sales 
     

 
FY 16 FY 17 FY 18 FY 19e FY 20e 

Consumer sales 62% 61% 61% 61% 60% 
Flavor sales 38% 39% 39% 39% 40% 
Total sales 100% 100% 100% 100% 100% 
Consumer OI 12% 12% 12% 12% 12% 
Flavor OI 4% 5% 6% 6% 6% 
Total OI 15% 17% 18% 18% 18% 
Interest expense -1% -2% -3% -3% -3% 
Other income 0% 0% 0% 0% 0% 
Pretax income 14% 14% 15% 15% 16% 
Income taxes 4% 3% 3% 3% 3% 
Net inc cons ops 10% 11% 12% 12% 12% 
Inc uncons ops 1% 1% 1% 1% 1% 
Net income 11% 12% 12% 13% 13% 
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c. Financial metrics. 
 
(Amounts in $M, except per share amounts) 

   
    Debt  4,723 

Equity 3,343 
Tangible book ($) (30.38) 
Market value 20,962 
Cash 102 

    DSO 32 
DIO 95 

    
 

FY 18 FY 19e FY 20e 
EBIT (adjusted)          930           961           998  
EBITDA       1,081        1,123        1,164  
Free cash flow          667           645           714  
Surplus cash flow (NI+D&A-capex)          618           645           714  
Capex          169           195           170  

    EV/EBITDA 23.7 22.8 22.0 
EV/(EBITDA-capex)         28.1          27.6          25.7  
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