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Eleven mega deals drove 
significant deal activity 
in Q3-2014, positioning 
the R&C deals market to 
outperform last year's 
strong performance.  

Retail sales and economic 
trends continue to 
improve, leading to 
higher levels of consumer 
confidence as we head 
into the holiday season.  

IPO activity slowed in the 
third quarter of 2014 in 
terms of both volume and 
value after strong 
performance in the 
second quarter of 2014 
with only two IPOs in Q3-
2014. However, the 
pipeline looks stronger 
for the fourth quarter. 

At a glance 
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The retail and consumer sector experienced a strong 
quarter driven by the largest number of mega deals seen 
in the sector for several years 

Welcome to PwC’s US retail and consumer (R&C) deals 
insights for the third quarter 2014. Deal volume in the 
sector declined slightly during the quarter, however, deal 
value increased significantly compared to Q2-2014. This 
quarter boasted the largest transaction to date in 2014, the 
Reynolds American / Lorillard deal for $27.4 billion, which 
also triggered corollary transactions for an additional 
investment by British American Tobacco into Reynolds 
American ($4.7 billion) and the sale of certain Reynolds 
American / Lorillard assets to Imperial Tobacco ($7.1 
billion). The quarter also included six of the top ten 
corporate deals year-to-date and five of the top ten private 
equity deals year-to-date.  

Consumer sentiment posted gains in Q3-2014 and core 
retail trade sales have improved, but at an unimpressive 
rate. Looking ahead, organic growth may remain a 
challenge for businesses and we anticipate that companies 
will continue to engage in deals to help drive growth. 

We continue to see the impact of megatrends – accelerating 
urbanization, demographic shifts, climate change and 
resource scarcity, shifts in economic power, and 
technological breakthroughs – in current market 
conditions. R&C companies will need to understand the 
implications of these megatrends on their business, and the 
potential for using M&A to more quickly capitalize on 
market opportunities. 

For example, the sector has seen a large number of cross 
border activity this year, with the volume of these 
investments up 17% and deal value doubling the amount 
seen in prior year. The cross border activity is being 
demonstrated in both outbound and inbound deal activity. 
We expect this trend to continue as R&C companies look to 
expand into faster-growing international markets and 
international companies look to acquire US leading brands 
to bolster their global product offerings. 

 

 

Quarter in review 

 Transaction value was up significantly: For deals 
>$50 million, total transaction value of $97.7 billion was 
up 158% from $37.9 billion in Q2-2014 and up 254% 
from Q3-2013. Q3-2014 boasted the largest transaction 
year-to-date for 2014, the Reynolds American / Lorillard 
deal for $27.4 billion. Excluding the Reynolds American / 
Lorillard deal and related transactions associated with 
Imperial Tobacco and British American Tobacco, the 
value of Q3-2014 deals was up 112% ($59 billion) 
compared to Q3-2013, representing a significant 
improvement primarily due to several other significant 
multi-billion transactions, including Walgreens / 
Alliance Boots, Burger King (3G) / Tim Hortons and 
Dollar Tree  / Family Dollar Stores / Dollar General. On a 
sequential basis, excluding those aforementioned tobacco 
deals, deal value was up 54% from Q2-2014. 

 Deal volume decreased: Forty-seven deals were 
announced for the quarter with >$50 million in value, 
down 11% from Q2-2014 and up 4% from Q3-2013. 
Quarterly deal volume has averaged 41 deals since Q1-
2012. Deals under $1.0 billion were down 19% from Q2-
2014 and down 18% from Q3-2013. 

 Large deals dominated by food/drug and 
tobacco: Q3-2014 had eleven transactions exceeding 
$1.0 billion, with three aligned to the grocery, drug, 
discount, and mass sector and three aligned to the 
agribusiness sector (specifically tobacco). The largest 
deal was the proposed $27.4 billion acquisition of 
Lorillard by Reynolds American, followed by Walgreens’ 
announcement of its option exercise for the 55% of 
Alliance Boots that it did not already own, valued at $15.3 
billion in cash and stock (excluding debt assumption). In 
comparison, Q2-2014 had eight deals exceeding $1.0 
billion, driven by the food and beverage sector, whereas 
Q3-2013 had five, driven by the grocery, drug, discount, 
and mass sector.  

 Private equity participation has slowed, but 
continues to be active: Eleven private equity deals 
>$50 million in value were announced for the quarter. 
Private equity volume as a percentage of total deal 
volume was 23%, down from 25% in Q2-2014, and down 
from 27% in Q3-2013. Private equity value as a 
percentage of total deal value was 18%, up from 15% in 
Q2-2014, and down from 37% in Q3-2013, which had 
been driven by the acquisition of the Neiman Marcus 
Group. The largest private equity deal in the quarter was 
the $13.4 billion pending acquisition of Tim Hortons, by 
3G Capital Partners, majority owner of Burger King. 

 IPO activity has slowed: R&C IPO activity slowed in 
the third quarter of 2014 in terms of both volume and 
value after coming off strong performance in the second 
quarter of 2014 where there were 13 IPOs raising $4.9 
billion. Additionally, as compared to Q3-2013, 
performance was significantly down in Q3-2014 with two 
offerings pricing for total proceeds of $269 million as 
compared to $1.3 billion from five offerings in the 
comparative period in 2013. The average deal size was 
$134 million in Q3-2014, compared to $376 million in 
Q2-2014 and $268 million in Q3-2013. 

 

R&C deals > $50M by volume and total value 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: PwC analysis of Thomson Reuters data 
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>$1B >$500M to $1B

>$250M to $500M >$100M to $250M

>$50M to $100M Total value >$50M
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Source: Thomson Reuters/University of Michigan surveys of consumers 

Consumer sentiment posted gains in Q3-2014, with 
September being the second highest in the last seven 
years, below the peak seen just over a year ago  

Consumer indicators 

Consumer sentiment continued its upward trend in Q3-
2014 due to more favorable prospects for the domestic 
economy as well as more favorable personal income 
expectations. The September reading, the second highest in 
the last seven years (the highest was in July 2013), points 
toward renewed strength in consumer spending. 

According to the latest estimate by the Bureau of Economic 
Analysis, real GDP grew at a 4.6% annualized rate during 
Q2-2014. This equals the strongest pace of growth  over the 
last five years, matching the final quarter of 2011. The pace 
of growth now has reached or exceeded an annual rate of 
3.5% for three of the last four quarters, with exception of 
Q1-2014, which posted a negative 2.1%. 

The Thomson Reuters/University of Michigan Consumer 
Sentiment Index was 84.6 at September 2014, up from 82.5 
at June 2014. The three-month moving average increased 
to 83.0, up from 82.8 in June 2014, but remains just below 
the peak of 85.1 seen in July of 2013. 

Quarterly core retail sales (which excludes auto, gasoline, 
and building material sales) increased 1.1% from Q2-2014, 
and 2.7% compared to prior year, Q3-2013. The slight 
increase from Q2-2014 was primarily due to a 2.6% 
increase in miscellaneous store retailers and a 2.2% 
increase in electronics and appliance stores. The year-over-
year increase was driven by a variety of areas including 
non-store retailers (up 5.7%); electronics and appliances 
stores (up 5.6%); health and personal care stores (up 
5.3%); food service & drinking places (up 4.2%); as well as 
food & beverage stores (up 2.6%). 

The US unemployment rate has improved to 5.9% in Q3-
2014 compared to 6.1% in Q2-2014, and 7.2% in Q3-2013. 
Also, the labor force participation rate remains very low at 
62.7%, which is a rate not experienced since the late 1970s. 
Long-term unemployment, unemployment lasting over 27 
weeks, is at 3 million people (September 2014), down from 
4.7 million at the beginning of 2013, and down 9,000 from 
the prior month (August 2014). 

The sustained  consumer confidence levels and continued 
progress in unemployment levels, retail sales, the housing 
market, and more recently oil prices are all contributing to 
a more positive domestic economic outlook.  Looking 
ahead, we expect companies to continue engage in deals to 
bolster organic growth, while keeping a close watch on the 
recent financial problems in Europe and slower GDP 
growth in China. 
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Eleven multibillion dollar deals drove the activity during 
the quarter, anchored by food/drug retailing and tobacco 

Key trends and insights 

For deals >$50 million, the retail and consumer sector 
experienced a strong quarter, primarily driven by two 
familiar sub-sectors: food and beverage and food and 
beverage retailing. Deals in these sub-sectors are 
experiencing sustained private equity participation, but 
overall deal activity is really being driven by corporate 
action. Corporate deals made up 77% of deal volume and 
82% of deal value during the quarter. The largest private 
equity deal in Q3-2014 was the $13.4 billion pending 
acquisition of Tim Hortons, by 3G Capital Partners via its 
majority ownership in Burger King. Excluding the Burger 
King / Tim Hortons deal, private equity value as a 
percentage of total deal value was 5%. 

Q3-2014 had eleven mega deals (transactions exceeding 
$1.0 billion), with three aligned to the grocery, drug, 
discount, and mass sector and three aligned to the 
agribusiness sector (specifically tobacco). These mega deals 
portrayed familiar themes for the sector including 
consolidation plays, brand/product extensions as well as 
international expansion. 

Key announced transactions 

Key announced transactions during the quarter included: 

 Reynolds American / Lorillard: Reynolds American  
of the US agreed to acquire Lorillard, a Greensboro, 
North Carolina based producer and wholesaler of 
cigarettes, for $27.4 billion.  
- Concurrently, Imperial Tobacco Group of the UK 

agreed to acquire brands and other assets of Reynolds 
American for $7.1 billion, plus the national sales force, 
offices and production facilities owned by Lorillard. 
Additionally, British American Tobacco of the UK 
agreed to acquire an undisclosed minority stake in 
Reynolds American for $4.7 billion.  

 Walgreens / Alliance Boots: Walgreens of the US 
exercised its option to acquire the remaining 55% 
interest, which it did not already own, in Alliance Boots, 
a Switzerland based pharmacy led health and beauty 
retailer, from KKR & Co, Stefano Pessina, and other 
undisclosed shareholders for $15.3 billion in cash and 
stock (excluding debt assumption). Upon completion, the 
merged company will be renamed Walgreens Boots 
Alliance Inc. 

 

 Burger King (3G) / Tim Hortons: Burger King of the 
US, a majority owned unit of 3G Capital Partners Ltd, 
agreed to acquire Tim Hortons, a Canada based owner 
and operator of fast food restaurant chains, for $13.4 
billion. The shares were valued based on Burger King's 
closing stock price of $32.50 on August 25, 2014, while 
each Tim Hortons share was valued at $100.30.  

 Dollar Tree / Family Dollar Stores / Dollar 
General: Dollar Tree of the US, agreed to acquire 
Family Dollar Stores, a Charlotte, North Carolina based 
owner and operator of discount retail stores, for $8.5 
billion. 
- Dollar General subsequently raised its unsolicited 

challenging tender offer to acquire Family Dollar 
Stores, from $8.9 billion to $9.1 billion.  

 Electrolux / General Electric: Electrolux of Sweden 
agreed to acquire the appliances business of General 
Electric, a Fairfield, Connecticut based manufacturer and 
wholesaler of power generation, transmission, 
distribution and control equipment, for $3.3 billion.  

 Archer Daniel Midland / WILD Flavors: Archer 
Daniels Midland of the US agreed to acquire WILD 
Flavors, a Switzerland based producer and wholesaler of 
flavoring products, from Rudolf Wild (65%) and KKR & 
Co (35%), for an estimated $3.1 billion. 

 Coca-Cola / Monster Beverage: Coca-Cola  of the US 
agreed to acquire a 16.7% interest in Monster Beverage, a 
Corona, California based producer and wholesaler of 
energy drinks, for $2.2 billion. In addition,  Coca-Cola 
will transfer its energy drinks business to Monster in 
return for Monster’s non-energy drinks business as part 
of an asset swap transaction. 

 Whirlpool / Indesit: Whirlpool of the US agreed to 
acquire a 60.4% interest in Indesit Company SpA, a 
Fabriano, Italy-based manufacturer of household 
appliances, from Fineldo SpA (42.7%), Merloni family 
(13.2%) and Ms. Claudia Merloni (4.4%), for $1.0 billion. 
Concurrently, Whirlpool planned to launch a mandatory 
tender offer to subsequently acquire the remaining 39.6% 
stake for $677 million. The total deal is valued at $1.7 
billion. 

 Other mega private equity deals of the quarter included 
the pending acquisition of DeMoulas Super Markets by 
Arthur T. Demoulas and shareholders for $1.5 billion. 
Private equity deals which were between $500 million 
and $1 billion included the pending acquisition for a 
minority stake of Lululemon Athletica by Advent 
International, the intended acquisition of Chiquita 
Brands International by Sucocitrico Cutrale Ltda of Brazil 
and Grupo Safra SA of Brazil, and the pending 
acquisition of Bluestem Brands by Capmark Financial 
Group. 
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Cross border activity increased and we expect outbound 
activity to continue as a key growth strategy for retail 
and consumer companies 

Cross border activity 

Year-to-date cross border deal volume is up 17% with deal 
value doubling compared to prior year.  Cross border deal 
volume has ranged from 40%-60% over the last eight 
quarters and comprised 49% of deal volume during Q3-
2014.  

We expect cross boarder activity to continue as R&C 
companies look to expand into faster-growing international 
markets to bolster stagnant growth in their home market 
and to drive growth from an expanding consumer-oriented 
middle class in emerging economies. In addition, US 
brands and the large US consumer market remain 
attractive to other multinational buyers. 

Significant cross border activity during the quarter 
included: 

Outbound –Walgreens exercised its option to acquire the 
remaining 55% interest, which it did not already own, in 
Alliance Boots from KKR & Co, Stefano Pessina, and other 
undisclosed shareholders valued at $15.3 billion.  

Outbound –Burger King, a majority owned unit of 3G 
Capital Partners Ltd, agreed to acquire Tim Hortons of 
Canada for $13.4 billion.  

Outbound –Whirlpool of the US agreed to acquire a 100% 
interest in Indesit of Italy for $1.7 billion. 

Outbound –Archer Daniels Midland agreed to acquire 
WILD Flavors of Switzerland, from Rudolf Wild (65%) and 
KKR & Co (35%), for an estimated $3.1 billion. 

Inbound – Imperial Tobacco Group PLC of the UK agreed 
to acquire brands and other assets of Reynolds American of 
the US for $7.1 billion and certain assets of Lorillard Inc.  

Inbound – British American Tobacco PLC of the UK 
agreed to acquire an undisclosed minority stake in 
Reynolds American of the US for $4.7 billion. 

Inbound –Electrolux of Sweden agreed to acquire the 
appliances business of General Electric for $3.3 billion.  

 

 

 

Corporate spin-offs and divestitures 

Spin-offs and divestitures remain a key strategy within the 
R&C sector especially as companies look to refocus on their 
core business to maximize synergies and return for 
investors. Food and beverage (including alcohol) 
companies have been the most active in executing spin-offs 
and divestitures over the last five years, however, there 
were no significant spin-offs completed during Q3-2014. 
Transactions in the pipeline include Energizer Holdings’ 
spin-off of its personal care business, Barnes & Noble’s 
spin-off of its Nook business, Alliant Techsystems’ spin-off 
of its sporting group, and Kimberly-Clark’s spin-off of its 
healthcare unit (expected to be effective at the end of 
October 2014). 

R&C divestitures (excluding spin-offs), as a percentage of 
total deal volume, were consistent at 35% on a sequential 
basis and slightly above the average of 34% for the last 
eight quarters. There were several large divestitures 
announced during the quarter which included: 

• Reynolds American’s sale of brands and other assets to 
Imperial Tobacco for $7.1 billion; 

• GE’s sale of its appliance business to Electrolux for $3.3 
billion; and 

• Monster’s sale of its non-energy business to Coca-Cola 
for $2.2 billion. 
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IPOs 

R&C IPO activity slowed in the third quarter of 2014 in 
terms of both volume and value after coming off  strong 
performance in the second quarter of 2014 where there 
were 13 IPOs raising $4.9 billion. Additionally as compared 
to Q3-2013, performance was significantly down in Q3- 
2014 with 2 offerings pricing for total proceeds of $269 
million as compared to $1.3 billion from 5 offerings in the 
comparative period in 2013. The average deal size was $134 
million in Q3-2014 compared to $376 million in Q2-2014 
and $268 million in Q3-2013. 

 

 

 

 

 

 

 

 

 

 

 

 

The decrease in Q3-2014 was expected as the R&C IPO 
pipeline at the end of Q2-2014 has been slower to market 
given the level of non Emerging Growth Companies (EGCs) 
in the pipeline. Non-EGCs have a longer average time until 
IPO effectiveness as they cannot file their initial IPO 
documents and subsequent amendments confidentially, 
which typically results in a longer SEC clearance process 
after announcement compared to EGCs¹. The slowdown in 
Q3-2014 does not necessarily indicate the R&C IPO market 
in 2014 will fall short of the strong performance seen in 
2013; cumulative-to-date proceeds in 2014 of $6.7 billion 
for 21 IPOs still outpaces year-to-date performance 
through September 2013 which had total R&C proceeds of 
$4.7 billion for 15 IPOs.  

R&C IPOs 2011 to Q3-2014 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: PwC’s IPO Watch 

IPO activity in the sector slowed in Q3-2014, however, the 
pipeline is healthy entering the fourth quarter of 2014, 
which bodes well for the IPO market 
 

In terms of the broader equity markets, R&C was the worst 
performing sector in both volume and proceeds in Q3-
2014. However, the R&C sector had the second best 
performing IPO in the quarter – El Pollo Loco which had a 
day one pop of 60% and quarter to date return of 137%, 
consistent with the strong returns the sector has been 
delivering period over period. Further, in the context of the 
overall markets, both R&C IPOs in the quarter priced 
within the IPO price range in contrast to the overall 
markets, where more than half of the IPOs priced below 
the range. Finally, the sector’s average quarter to date 
return of 79% puts it far ahead of the overall IPO markets 
which saw average quarter to date returns of 19%. While 
the sector was the least active in the third quarter, the IPOs 
that are coming to market continue to perform well. 

The overall IPO market had a strong finish in September, 
after the typical slow down seen in August, including the 
Alibaba IPO in September. This was also consistent in the 
R&C sector which saw the Smart & Final IPO price towards 
the end of the month and 6 companies entering the IPO 
pipeline in September. The R&C pipeline, defined as 
companies that have publicly filed with the SEC in the last 
12 months, is strong leading into the fourth quarter, with 
18 companies expecting to raise $2.8 billion. We expect to 
see the sector active in the first half of the fourth quarter 
with companies such as Wayfair and Dave and Busters 
already priced or expected to price.  Further, although 10 of 
the companies in the pipeline are non-EGCs, 7 entered the 
pipeline prior to the third quarter and 6 EGCs entered the 
pipeline in the third quarter, boding well for an active IPO 
market in the fourth quarter of 2014.  
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1. The JOBS Act allows Emerging Growth Companies (EGCs) to file confidentially 

with the SEC. Under the JOBS Act those companies that have elected to file 

confidentially with the SEC must file publicly 21 days in advance of their 

roadshow.  Recent quarterly trends demonstrate that most EGCs take advantage 

of this election and only file publicly when preparing to start their roadshow and 

go effective.  
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We remain optimistic that the retail and consumer sector 
will continue its positive momentum 

Conclusions 

The R&C sector has experienced a strong year in regards to 
transaction activity, exceeding 2013 year-to-date volume by 
27% and value by 91% for deals >$50 million. Transactions 
in the food and beverage (including alcohol) and food and 
beverage retailing sub-sectors continue to drive strong 
quarterly comparisons. The quarter boasted the largest 
transaction year-to-date for 2014, along with six of the top 
ten corporate deals year-to-date and five of the top ten 
private equity deals year-to-date. 

The quality of businesses for sale seems to be improving 
and we are seeing an increased level of corporate buyers 
thirsty for growth. Thus, these buyers are including healthy 
synergistic premiums in their bids, which is causing a 
challenge to private equity activity despite the favorable 
financing environment. Our research shows that 
companies that pursue a capabilities-driven strategy in 
their M&A agenda outperform others1. For sellers, the IPO 
market also remain an attractive alternative for both 
corporates looking to reorganize their focus on core 
operations, as well as private equity funds seeking an exit 
from certain portfolio companies. 

Today’s market dynamics necessitate a disciplined focus on 
incorporating buyer diligence into the underlying valuation 
assumptions, and earlier incorporation of fact-based 
synergy analysis and integration planning. We enter the 
last quarter of 2014 with great momentum, particularly as 
it relates to the mega deals, with sector activity on track to 
outpace 2013. 

 

 

1. Refer to The Capabilities Premium in M&A published by Strategy&. 

http://www.strategy-business.com/article/12105?gko=996eb
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R&C deal volume and value trending 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: PwC analysis of Thomson Reuters data  
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Non-disclosed Disclosed Value

R&C deals by quarter (deals with disclosed value >$50M) 

Source: PwC analysis of Thomson Reuters data 

R&C deal volume and value—disclosed transactions 

2013 Q3 2014 Q2 2014 Q3 

In USD million, except 

number of deals 

Number 

of deals 

Total deal 

value 

Number 

of deals 

Total deal 

value 

Number 

of deals 

Total deal 

value 

>$1B                    5            14,344                    8            25,614                  11             88,130  

$500M to $1B                  13              8,818                    7              4,879                     5              3,641  

$250M to $500M                    5              1,722                  12              4,134                     9               3,361  

$100M to $250M                  13              2,030                   15              2,503                   12               1,831  

$50 to $100M                    9                 685                  11                 768                   10                  721 

Subtotal >$50M                  45            27,599                   53            37,899                   47             97,683  

<$50M                  49                 562                  45                 715                   37                  463  

Total (deals with disclosed values only)                  94            28,162                   98            38,614                   84             98,146 

Source: PwC analysis of Thomson Reuters data 
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$27,599M $37,899M $97,683M 



9 Q3 2014 update 

Selected Transaction Multiples 

Top Retail and Consumer Transactions 

During the third quarter of 2014, the top ten retail and 
consumer deals with disclosed transaction multiples 
ranged in value from $0.6 billion to $27 billion. Revenue 
multiples ranged from 0.4x to 5.5x, with an average and 
median of 2.0x and 0.9x, respectively. EBITDA multiples 
ranged from 9.2x to 38.6x, with an average and median of 
15.8x and 13.3x, respectively.  

Valuation multiples were calculated based on transaction 
values from CapitalIQ and trailing twelve month financial 
data. The data below was limited to public acquirers 

 

 

Retail & Consumer Acquisitions - Transaction Multiples1  

Announced 

Date 

Acquirer Target Transaction 

Value ($M) 

EV/Revenue EV/EBITDA2 

7/11/2014 Reynolds American Inc. Lorillard, Inc. 27,400 5.5x 12 .7x 

8/6/2014 Walgreens Co. Alliance Boots GmbH 15,260 0.9x 13.9x 

8/24/2014 Burger King Worldwide, 

Inc. 

Tim Hortons Inc. 13,397 4.2x 17.0x 

7/28/2014 Dollar Tree, Inc. Family Dollar Stores Inc. 8,529 0.9x 11.4x 

9/8/2014 Electrolux AB GE Consumer Products 3,300 0.6x 9.4x 

7/7/2014 Archer Daniels Midland 

Europoort B.V.; ADM 

Europe B.V. 

WILD Flavors GmbH 3,129 2.3x N/A 

7/10/2014 Whirlpool Corp.. Indesit Company S.p.A. 1,709 0.6x 9.2x 

9/8/2014 General Mills, Inc. Annie's, Inc. 820 3.9x 38.6x 

8/11/2014 Sucocitrico Cutrale Ltda; 

Banco Safra S.A., 

Investment Arm 

Chiquita Brands International Inc. 611 0.4x  14.1x 

9/29/2014 Capmark Financial 

Group Inc. 

Bluestem Brands, Inc. 565 0.6x N/A 

 

Average: 2.0x 15.8x 

Median: 0.9x 13.3x 

Max 5.5x 38.6x 

Min 0.4x 9.2x 
 

1 Transaction data provided by Capital IQ, Inc. Selected transactions represent largest retail and consumer products acquisitions during third quarter 

2014, for which transaction multiples were disclosed. 
 

2 'N/A' notes transactions for which EV/EBITDA multiples were not disclosed. 
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Selected Public Company Purchase Price Allocations 

Top Retail and Consumer Purchase Price 
Allocations 

During the trailing twelve months ending September 30, 
2014, the top ten public deals reported the following 
purchase price allocation results. These results may be 
preliminary and subject to the companies’ finalization of 
their purchase price allocation analysis.   

 

Retail & Consumer Acquisitions - Purchase Price Allocation Statistics1 

  As a % of Excess 

Consideration 

  

Closed Date Acquirer Target Transaction 

Value ($M) 

Intangibles Goodwill Trade Names Customer 

Relationships 

Favorable 

Leaseholds 

Other 

1/28/2014 The Kroger Co . Harris Teeter 

Supermarkets, Inc.  

2,658 38.2% 61.8% 29.5% 0.0% 5.1% 3.6% 

6/2/2014 Post Holdings, Inc. MFI Holding 

Corporation 

2,500 53.1% 46.9% 8.6% 44.5% 0.0% 0.0% 

11/5/2013 Office Depot, Inc. OfficeMax  

Incorporated 

2,217 16.4% 83.6% 1.6% 2.2% 9.8% 2.9% 

1/16/2014 CVS Caremark  

Corporation 

Coram LLC. 2,100 24.1% 75.9% N/A N/A N/A N/A 

1/2/2014 Advance Auto 

Parts Inc. 

General  Parts 

International, Inc. 

2,040 48.3% 51.7% 20.4% 21.0% 3.6% 3.2% 

6/18/2014 The Men's  

Wearhouse, Inc. 

Jos. A Bank   

Clothiers Inc. 

1,826 45.5% 54.5% 39.5% 3.9% 1.8% 0.3% 

10/3/2013 Jarden Corp. Yankee Candle  

Investments  LLC 

1,809 59.2% 40.8% 56.5% 2.0% 0.0% 0.6% 

1/7/2014 Darling  

International Inc. 

VION Ingredients 

Nederland 

1,635 38.8% 61.2% 2.5% 0.0% 0.0% 36.3% 

4/23/2014 Crown  

Holdings Inc. 

Mivisa   

Envases, S.A .U. 

1,200 26.8% 73.2% 1.2% 25.6% 0.0% 0.0% 

11/1/2013 Monsanto  

Company 

The Climate  

Corporation 

932 15.3% 84.7% 0.0% 0.4% 0.0% 14.9% 

      Average: 36.6% 63 .4% 17.7% 11.1% 2.3% 6.9% 

      Median : 38.5 % 61.5% 8.6% 2.2% 0.0% 2.9% 
 

1 Transaction data provided by Capital IQ, Inc.  Selected transactions represent largest retail and consumer products acquisitions for the twelve months 

ended 9/30/2014 for which purchase price allocation results were disclosed. 



11 Q3 2014 update 

About PwC’s Deals business 

PwC’s Deals practitioners help corporate and private equity 
executives navigate transactions to increase value and 
returns. In today’s increasingly daunting economic and 
regulatory environment, experienced M&A specialists 
assist clients on a range of transactions from smaller and 
mid-sized deals to the most complex transactions, 
including domestic and cross-border acquisitions, 
divestitures and spin-offs, capital events such as IPOs and 
debt offerings, and bankruptcies and other business 
reorganizations. First we help clients with strategic 
planning around their growth and investment agendas and 
then advise on the business-wide risks and value drivers in 
their transactions for more empowered negotiations, 
decision making and execution. Clients can then expedite 
their deals, reduce their risks, capture and deliver value to 
their stakeholders, and quickly return to business as usual. 

Our local and global deal strength is derived from our deal 
professionals in 35 cities in the US and across a global 
network of firms, including Strategy&, which spans 75 
countries. The result is deals capabilities that include a 
unique combination of front-end strategy and deal 
origination, diligence, and post-deal value capture. In 
addition, our network firm PwC Corporate Finance 
provides investment banking services within the US. 

Companies who do not follow a disciplined approach to 
integration may not be as successful with their deals as 
those who do. A disciplined approach to integration helps 
achieve early wins, build momentum, and instill confidence 
among stakeholders. An integration roadmap can be 
helpful in pinpointing and executing a clear integration 
strategy before a deal is final. Adherence to some 
fundamental tenets of deal integration can guide 
companies along the path to a successful integration and 
allow managers to focus their efforts on sound strategy 
execution. Although every integration effort is unique, a 
company’s integration process should not be. 

Data and Methodology 

The information presented in this report is an analysis of 
deals in the retail and consumer industry where the target 
company, the target ultimate parent company, the 
acquiring company, or the acquiring ultimate parent 
company was located in the Unites States of America. Deal 
information was sourced from Thomson Reuters and 
includes deals for which buyers or targets have a target mid 
industry code that falls into one of the following mid 
industry groups: Apparel Retailing, Automotive Retailing, 
Computers & Electronics Retailing, Discount and 
Department Store Retailing, Food and Beverage Retailing, 
Food and Beverage, Home Furnishings, Home 
Improvement Retailing, Household & Personal Products, 
Internet and Catalog Retailing, Other Consumer Products, 
Other Consumer Staples, Other Retailing, Textiles & 
Apparel, and Tobacco. Certain adjustments have been 
made to the information to exclude transactions which are 
not specific to the R&C sector or incorporate relevant 
transactions that were omitted from the indicated mid 
industry codes. 

This analysis includes all individual mergers, acquisitions, 
and divestitures for disclosed or undisclosed values, 
leveraged buyouts, privatizations, minority stake 
purchases, and acquisitions of remaining interest 
announced between October 1, 2012 and September 30, 
2014, with a deal status of completed, intended, partially 
completed, pending, pending regulatory, unconditional (i.e. 
initial conditions set forth by the buyer have been met but 
deal has not been withdrawn and excludes all rumors and 
seeking buyers). Additionally, all spin-off transactions have 
been removed from the numerical and graphical 
presentations herein. 

Percentages and values are rounded to the nearest whole 
number which may result in minor differences when 
summing totals. 
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The valuation impact caused by changing times: 
Why economic obsolescence matters for retail companies 
 
Bob Dylan’s enduring sentiment 
“The times, they are a changin’” 
rings true in many ways. For retail 
or restaurant companies with 
significant property, plant and 
equipment (PP&E) assets, changing 
times can cause economic 
obsolescence. 

The financial implications of this 
condition can be far-reaching—
especially for companies 
contemplating and accounting for 
M&A transactions. Unless properly 
considered, economic obsolescence 
can cause financial reporting 
headaches or unintended 
consequences—at worst, the risk of 
unexpected impairments or 
financial restatements. 

Why you should care  

Acquiring significant levels of 
tangible assets requires careful 
attention when performing a 
purchase price allocation to 
account for and report a business 
combination under ASC 805.  

Consider this hypothetical example 
of a restaurant’s valuation, as 
summarized in the table below, 
when identifying economic 
obsolescence: 

As shown below, the estimated 
value of the restaurant’s PP&E 
(before consideration of economic 
obsolescence) is greater than the 
total estimated value of the 
restaurant, based on the 
restaurant’s normalized level of 
profits. This would imply an 
indication of economic 
obsolescence. To quantify economic 
obsolescence, the estimated value 
of the restaurant can be used as the 
maximum value for the PP&E 
assets. 

In this case, the value of the PP&E 
assets should not exceed the total 
estimated value of the restaurant, 
based on the restaurant’s 
underlying profitability. Thus, the 
value of the PP&E assets should not 
exceed $1.0 million and could 
potentially be adjusted lower if 
there are other assets associated 
with the restaurant that are part of 
the $1.0 million restaurant value 
(such as brand/trademarks or other 
intangible assets, working  capital, 
etc.). 

 

Economic obsolescence could 
impact the post-combination 
financial statements for several 
reasons. Failure to properly 
consider and quantify economic 
obsolescence when performing a 
purchase price allocation could 
result in: 

• Overstating depreciation 
expense  

• Understating prospective 
earnings or intangible asset 
value (such as goodwill)  

• Unintentionally reporting a loss 
when PP&E assets are sold or 
disposed of if they are initially 
over-valued  

• Unexpected impairment during 
annual impairment tests for 
long-lived assets  

Factors to consider  

The first step in assessing the 
impact of economic obsolescence is 
to identify cases when it is present 
(see box on next page for typical 
causes). The more asset-intensive 
the industry is, the more prevalent 
economic obsolescence can 
become.  

  
  
                                  

    
Valuation before consideration of economic obsolescence  
Normalized restaurant revenue 1,800   

Normalized restaurant EBITDA 200   

Assumed restaurant EBITDA multiple1 5.0x   

Estimated restaurant value 1,000 

Value of PP&E before considering 

economic obsolescence 

1,500 Total value is less 

than PP&E value 

1. The multiple can be estimated considering a variety of relevant facts and 

circumstances, including: multiples at which the company has historically purchased or 

sold restaurants; industry comparable multiples; or multiples from the sale of 

comparable restaurants 
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However, the value of the PP&E 
assets would generally not be 
reduced below the estimated 
orderly liquidation value, which is 
the estimated cash proceeds that 
would be received if the assets were 
liquidated and sold. For example, if 
the liquidation value of the PP&E 
assets was estimated to be $1.2 
million in the above example, that 
would set the floor value for the 
PP&E assets as the value of the 
assets would not be reduced below 
that which they could be liquidated. 

Multiple locations with 
separate P&L information 

Economic obsolescence is also a 
significant issue where there are  
many assets that generate separate 
identifiable streams of cash flows.  
For example, consider the retail or 
restaurant industry, where 
individual stores essentially have 
their own P&Ls. Because of this, 
the store-level P&L information 
can—and should — be used to 
identify and quantify potential 
economic obsolescence at the 
individual store level at the time of 
an acquisition. 

This is particularly important for 
companies that test their long-lived 
assets for impairment at the 
individual store level to avoid 
unexpected impairment resulting 
from overvaluing acquired PP&E 
assets. Taking an aggregated 
approach to retail store fixed assets 
could create issues, not only with 
store-level impairment analysis, 
but with other accounting 
procedures impacted by store-level 
profit and loss. 

The bottom line 

Economic obsolescence is a 
complicated topic because it is not 
always clearly identifiable and 
cannot always be easily quantified. 
However, as discussed, the impacts 
of not properly considering 
economic obsolescence can be 
significant. This is particularly true 
for companies operating in the 

with issues around economic 
obsolescence is to start a dialogue 
early in the valuation process. It is 
important to work toward 
understanding all of the relevant 
facts and gathering appropriate 
information to incorporate into the 
valuation analysis from the 
beginning. 

Editor’s note: Click here to access 
the original version of this article, 
which includes detailed examples, 
case studies and additional 
guidance. 

 

retail or restaurant industry where 
PP&E assets are often a significant 
component of the balance sheet 
and where impairment testing for 
long-lived assets is often performed 
at the individual store level.  

Valuation professionals should 
work closely with management to 
assist in identifying economic 
obsolescence and obtaining 
necessary information to quantify 
it. In many cases, we see companies 
and appraisers simply ignoring 
potential economic obsolescence or 
applying generalizations or 
simplified approaches to try and 
quantify it.   

Properly identifying and 
quantifying economic obsolescence 
requires consideration of multiple 
approaches and sometimes 
thinking “out of the box”. One of 
the key factors in properly dealing 

  

What causes economic obsolescence? 

Economic obsolescence occurs when market forces reduce an 

asset’s value or useful life. It is essentially a form of 

depreciation caused by factors external to the property. 

Examples of these types of triggering external forces include 

(but are not limited to): 

 Changing industry economics, such as reduced demand 

or increasing costs  

 Technological advances  

 Unavailability of financing  

 Interrupted supply of materials or labor  

 New legislation or changes in ordinances  

 Increased cost of raw materials, labor or utilities without 

an offsetting increase in product price  

 Increased competition  

 Spikes in inflation or interest rates  

Note: When using a method such as this to identify economic 
obsolescence, it is important to ensure a normalized level of 
EBITDA (or other measure of profitability) is employed. For 
example, for a new restaurant, the EBITDA level should be 
based on the expected run rate once the location is considered 
mature. 

http://www.pwc.com/en_US/us/audit-assurance-services/valuation/publications/economic-obsolescence-valuation-impact.jhtml
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