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▪ Starting this coverage with a standalone DCF valuation of Blue 

Buffalo, it yields a HOLD recommendation given the obtained YE 2018 

share price of $33.4, which may generate a 1.9% upside and 1.34:1 

risk/reward ratio when compared to $32.8, the share price from 31 

December 2017. Despite the belief that this return will materialize, 

there are some key business risks and a disfavourable multiples 

valuation that point toward caution. 

▪ Pet humanization, growing health concerns and higher 

willingness to pay premiums for quality food are stimulating significant 

growth in natural and organic pet food, and Blue Buffalo has positioned 

itself almost perfectly to capitalize on these trends. 

▪ Blue Buffalo has achieved significant momentum in recent 

years due to this successful strategic positioning. Revenues have 

been growing at double digits (CAGR (2015-2017) = 11.4%) and market 

share has been on the rise. Furthermore, it has maintained high levels 

of operating efficiency as seen by high gross and operating margins. 

▪ It is predicted a 7.0% revenue CAGR (2018-2024) and an annual 

growth rate of 6.8% in operational results, motivated by product 

innovation, good strategic position, growing brand recognition and high 

degree of customer loyalty.  

▪ A merger with General Mills was announced with a final offer 

price of 40$ per share, implying a 22% premium. An analysis of this deal demonstrated overpricing by 

General Mills, meaning all value will be accrued to Blue Buffalo’s shareholders, upgrading the 

recommendation to BUY. 

Blue Buffalo is a fast-growing, high-margin player in the pet food industry which is rapidly gaining brand 
recognition and customer loyalty. The company provides organic dry and wet dog and cat food and was 
registered in Nasdaq stock exchange 
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Reuters: BUFF.OQ 
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Outstanding Shares (m) 195.6 

Shareholder Return                       22% 
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Source: Reuters 

  

(Values in € millions) 2017 2018E 2019F 

Revenues 1,275 1,431 1,594 

EBITDA 316 345 384 

Net Profit 193 249 278 

EPS 1.0 1.3 1.4 

Gross Margin (%) 46.2 47.7 48.7 

EBITDA Margin (%) 24.8 24.1 24.1 

Source: Annual Report; Report estimates 
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Company Overview 

Blue Buffalo is a leading, high-margin, fast-growing manufacturer of pet 

food, being the number one player in the wholesome natural segment. The 

company was founded in August 2002 and is headquartered in 

Connecticut, USA. The company is almost exclusively focused on the US 

market, with over 96% sales occurring in the country.  

Competing in a fragmented industry, Blue Buffalo must contend with large 

international firms with powerful brands (such as Nestlé and Mars) and 

small disruptive companies. In order to grow and distinguish itself from its 

competitors, Blue Buffalo designed a strategy that would foster customer 

loyalty by keeping its focus on natural dry/wet foods made of “whole meats, 

fruits and other high-quality ingredients” (2017 Annual Report). It has four 

product lines: 

• “BLUE Life Protection Formula – original and largest product line with 

the broadest flavor, functional and breed-specific variety; 

• BLUE Wilderness – high-meat, high-protein, grain-free ancestral 

feeding line; 

• BLUE Basics – limited ingredient diet products for pets with food 

sensitivities; 

• BLUE Freedom – grain-free line;  

• BLUE Natural Veterinary Diet – line of Therapeutic diets for pets, 

offered exclusively through veterinarians.” (2017 Annual Report). 

The strategy to focus on natural, organic and wholesome products has 

been paying off for Blue Buffalo. Despite heavy competition from larger 

brands, the company has recorded double-digit growth in revenues in the 

last three years and now boasts impressive market shares, feeding 3% of  

American pets, accounting for 7% market share of the overall American pet 

food market and approximately 30% of the wholesome natural segment. 

In 207, the company composed of 878 employees registered $M 1,275 in 

revenues, which represents a 10.9% growth compared to 2016. This growth 

is supported by increase in volume sold and positive price/ mix realization 

in both dry, wet and veterinarian foods. All 4 product lines witnessed 

expansion and Blue Buffalo opened a new plant in 2018 so it can continue 

to accommodate the increasing demand for its products and guarantee the 

sustainability of its current growth rate. Operating margins have also been 

kept high through continuous efforts to improve efficiency. In 2017, 

operating margin was approximately 24%.  

Company Revenue 2017 ($M) 

Mars Petcare Inc. 17224 

Nestlé Purina 
PetCare 

12500 

Hill's Pet Nutrition 2292 

J.M. Smucker 2100 

Blue Buffalo 1275 

Diamond Pet Foods 1150 

Spectrum Brands / 
United Pet Group 

801 

Ainsworth Pet 
Nutrition 

800 

 2015 2016 2017 

Revenue 
($M) 

1027 1150 1275 

Gross 
Margin (%) 

40.8% 44.9% 46.2% 

Operating 
Margin /%) 

20.5% 22.6% 23.9% 

Exhibit 1: Largest global brands by revenue 

1013,5

261,1

Dry Foods Wet Foods and Treats

Exhibit 2: Revenue by product category ($M) 

Exhibit 3: Historical Revenue and Margins 

https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2838-mars-petcare-inc
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2839-nestle-purina-petcare
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2839-nestle-purina-petcare
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2840-hill-s-pet-nutrition
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2842-j-m-smucker
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2800-blue-buffalo
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2798-diamond-pet-foods
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2994-spectrum-brands-united-pet-group
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2994-spectrum-brands-united-pet-group
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2804-ainsworth-pet-nutrition
https://www.petfoodindustry.com/directories/211-top-pet-food-companies-current-data/listing/2804-ainsworth-pet-nutrition
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There has also been changes in the channels to which Blue Buffalo sells 

its products. Originally, Blue Buffalo worked through specialty channels to 

position itself as a premium brand. Now, after that strategy paid off, the 

focus will be to expand on mass FDM channels to continue to foster high 

growth.  Already, in 2017 FDM channels accounted for 52% of revenues 

while specialty channels accounted for 48%. 

The company´s strategy has been to position itself as a premium brand, 

with natural products that improve pet’s health. Over the years it has seen 

strong fundamentals such as high momentum in revenue growth and high 

margins. It went public in 2015 and has had an unstable stock price history 

when compared with the S&P 500 which might be a consequence of the 

early life cycle the company is in. Despite this, it delivered similar returns 

than the S&P 500. Furthermore, it has attracted the attention of several 

investment banks which are bullish on Blue Buffalo. Deutschbank and 

Wells Fargo predict the company’s share price to increase to c. $34 and 

$36, respectively. 

Shareholder Structure 

As of the end of 2017, the company had 195,584,998 shares outstanding, 

95.8% of which belonged to institutional investors. The remaining shares 

belonged to private investors and the Executive Board that runs the 

company. There are no active investors attempting to change the 

company’s strategy, despite the predominance of institutional investors. 

In the short-time the company has been public, no dividends were 

distributed. Cash inflows have been directed towards Capex or R&D 

investments instead of returning money to investors, which is compatible 

with its early life cycle. The company is still growing significantly, being able 

to find opportunities with larger returns than the opportunity cost of capital 

with relative ease. Therefore, investors should not expect large dividends 

or common stock repurchases in the near future. 

Economic Overview 

Blue Buffalo’s business activities are almost exclusively focused on the US, 

so an analysis of the US economy becomes essential to understand near-

term prospects for Blue Buffalo.  

The US economy has been on a positive path since 2009 when the crisis 

hit. GDP growth has been positive since 2010 boasting growth rates around 

2%. In 2017, GDP registered an increase of 2.3%, a substantial 

improvement over 2016 where the growth rate registered was 1.5%. This 

52%

48%

FDM Retailers Specialty  Retailers

Exhibit 4: Historical Revenue and Margins 
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upward trend is likely to continue through 2018 and 2019 with projected 

growth rates of 2.9% and 2.8%, demonstrating the future strong 

performance of the American economy. 

Unemployment dynamics also show a clear positive recovery, a trend that 

should continue in the near future. Since 2013, the unemployment rate has 

fallen every year, going from 6.6% in that year to 4.1% in 2017. It is 

projected to continue to decrease in 2018 and 2019, again showing strong 

economic fundamentals in the US. Another important indicator is the 

consumer confidence index which has been consistently rising since the 

crisis, denoting an improvement in the business and economic climate. 

Industry Overview 

Pet food is one of the largest industries in the Consumer-Packaged Goods 

category. The Global Pet Food Market is worth $B 79 and is projected to 

grow 4.3% between 2018 and 2022. In 2017, the US market size for pet 

food was estimated as, approximately, $B 31 having grown at a CAGR of 

c. 4.0% between 2012 and 2017. In the short/medium term, the US market 

should continue to increase at a similarly high rate, with CAGR of 4.3% 

between 2018 and 2024, according Euromonitor. 

Within the US pet food industry, the segment which has grown more 

substantially is the high-end/high-quality pet food made from natural 

ingredients, with several estimates putting at 30% growth. In fact, premium 

pet food sales had a larger share of total pet food sales than economy 

products according to 2017 data from Euromonitor. This growth in natural 

high-end pet food is supported by several trends within the industry: 

• Humanization of pets - More pet owners consider their pets as an 

integral part of the family, a trend at least partially explained by the 

rise of one person-households which tend to seek pet 

2.53%

1.60%

2.22%

1.68%

2.57%
2.86%

1.49%

2.27%

2.90% 2.80%

2010 2011 2012 2013 2014 2015 2016 2017 2018E 2019E

Exhibit 6: Historical and Forecasted GDP growth (%) 

The downward trend in 

unemployment and rising 

consumer confidence show 

the strong economic climate 
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companionship and to humanize their pets extensively. This 

humanization leads to owners being more willing to pay a premium 

for healthy/natural products that improve the lives of their pets. 

• Growing awareness about the disadvantages of economy pet 

food - The increasing mindfulness over the nutritional deficiencies 

of economy foods, as well as their consequences on pets’ wellness   

is shifting consumer preferences towards healthy premium 

products and making the latter the norm rather the exception. 

• Strong health and wellness trends crossing over from human 

foods – This shift towards healthy is parallel to the overall food 

market where growing concern over quality is driving growth in 

organic products. This focus on healthy coupled with pet 

humanization stimulates growth in wholesome natural pet food 

segment. 

• Millennials are emerging as consumers – This new generation 

is increasingly taking a more relevant share in industry sales. On 

average, these types of consumers are more demanding over the 

quality of the products they buy, usually searching for premium and 

healthier options. 

These trends are changing the dynamics of the pet food market towards 

wholesome natural products, incentivizing high growth in this category. Pet 

parents are more willing to pay a premium to ensure a better lifestyle for 

their pets and the emergence of millennials might make this higher growth 

sustainable over the long-term. 

Another important trend to mention is the growth of e-commerce as a way 

of reaching consumers. This trend meant higher growth on online specialty 

channels since potential clients could easily access the wide variety of 

premium product offered, reducing the convenience factor for large physical 

FDM retailers, or physical stores in general. 

Despite the overall positive outlook, which is especially strong in 

wholesome natural segment, there are some challenges that companies 

within the industry face. The most important of which include: increasingly 

demanding customers require constant innovation to stay ahead of the 

competition, increasing number of players in the industry attracted by 

strong fundamentals, particularly in the wholesome natural segment and 

increased promotional activity that leads to reduced prices. 
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Exhibit 8: Porter Analysis – Pet Food Industry 

More and more, consumers 

humanize their pets and are 

more concerned about health 

problems, which together lead 

to significant growth in 

organic and natural pet food 

categories 
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Competition 

New players have joined the industry over time in an attempt to capitalize 

on the substantially positive growth it has registered, which intensified 

competition on various fronts such as product quality, variety, packaging 

design, branding, among others. 

The industry has more than 100 brands registering sales exceeding $M 10, 

denoting moderate fragmentation. Most players follow a brand portfolio 

mentality with each distinct product line having a unique branding and 

positioning within the industry.  

However, fragmentation depends on segments within the industry. Value 

segments are more concentrated with some clear dominant players owned 

by subsidiaries of large food manufacturers, such as Mars Petcare and 

Nestlé Purina Petcare. These large manufacturers entered the market 

through acquisitions of growing players in the pet care industry and still 

conduct acquisitions of smaller specialty companies in order to reinforce 

their market position and brand portfolio. They have predominantly focused 

on value foods that compete on a price-basis, rather than premium 

products, with only recently attempting a shift to the latter segment through 

creation of new product lines and acquisitions. 

The wholesome natural segment has recently seen new players entering 

the market in an attempt to capitalize on favorable industry trends. Despite 

this, it is less concentrated. Large food groups still have a presence in this 

segment but smaller brands such as Wellpet LLC, Blue Buffalo and other 

private companies have decisive industry relevance and greater reputation 

as premium pet food suppliers. 

Blue Buffalo has a unique position in this competitive landscape. It 

positioned itself from the start as a premium provider of wholesome natural 

foods, capitalizing early on humanization of pets and growing health 

concerns. It understood that this segment shall become the fastest-

growing, and ultimately the major segment in pet food, as people grow more 

and more concerned about their pets. With this strategy it grew revenues 

rapidly, increased profits, became the dominant player in this segment and 

built up its brand and reputation. Furthermore, it does not follow the typical 

brand portfolio strategy, instead preferring to build a strong BLUE 

Masterbrand with smaller product lines underneath, allowing for higher 

brand recognition. Altogether, this unique position will allow Blue Buffalo to 

continue to grow its revenues, profits and benefit from customer loyalty. 

Exhibit 9: Market Share in US Pet Food (2017) 

Blue Buffalo’s early 

capitalization on industry 

trends and superior product 

quality confer it a unique 

positioning in the industry 
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Strategies 

Before discussing the DCF Valuation and its components, it is necessary 

to identify several strategies implemented by Blue Buffalo that will affect 

fundamental value drivers such as revenues, operational efficiencies and 

the cash conversion cycle. 

Expand current channels and open new ones – Blue Buffalo will 

continue to make efforts to expand partnerships in specialty retail stores, 

currently planning to expand to farm and feed stores. Furthermore, it 

launched a campaign to enter mass FDM retailers more aggressively. 

Effect on Value Drivers: Blue Buffalo is currently growing revenues quite 

substantially and intends to continue this trend by solidifying and expanding 

its channels, potentially reaching millions of new pet owners which are 

willing to pay for premium products, but do not attend specialty retail stores. 

Increase product innovation and brand building – Blue Buffalo 

understands the changing dynamics within the industry and that pet owners 

are looking for healthy and natural products tailored for the specific needs 

of different pets. Therefore, Blue Buffalo is committed to launch new 

product lines that meet those consumer demands. Furthermore, it intends 

to launch highly-effective marketing campaigns to promote is BLUE brand 

products. 

Effect on Value Drivers. Due to its dominant position in this segment, having 

been an early entry player in premium pet food products, it is likely that Blue 

Buffalo is able to design new products of superior quality than its 

competitors and increase revenues more rapidly. Larger brand awareness 

will also help boost revenues since more potential customers become 

aware of Blue Buffalo´s superior product quality. However, both R&D and 

Marketing require higher SG&A costs which may put downward pressure 

on operating margins. 

Improve Gross margin – Gross margin has been increasing steadily 

(46.2% in 2017 from 40.8% in 2015) and there are several factors that may 

improve it further. First, Blue Buffalo is often able to pass input cost inflation 

on to the consumer through higher prices and a product mix more focused 

on premium products. With the continuous reinforcement of their branding, 

as well as continuous product innovation towards premium foods, it should 

continue to be able to partially increase prices to offset rising input costs 

without decreasing demand. Also, the new state of the art manufacturing 

plant launched in 2018 should allow Blue Buffalo to capture economies of 

scale and transfer some contracted production to be in-house 

“In 2017, we determined that 

partnering with leading (…) 

FDM channels was the next 

step in the natural evolution 

(…) that will allow us to reach 

more pet parents and feed 

more pets” 

Annual Report 

“(…) we expect these trends 

to drive our growth in net 

sales: (…) our continued 

investment in our highly-

effective marketing and brand-

building; and our continued 

innovation (…)” 

Annual Report 

“In the near term, these 

manufacturing efficiencies will 

give us an opportunity to 

reinvest in growth initiatives 

(…)” 

Annual Report 
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manufactured more efficiently, more than compensating possible start-up 

costs in the short-term. Furthermore, Blue Buffalo will launch initiatives to 

reduce the amount of contracted manufactures and decrease costs through 

higher volume purchases and price negotiations. It is also looking to reduce 

supplier concentration to decrease costs of raw materials. 

Effect on value drivers: Blue Buffalo has been successful in increasing its 

gross margin in the last 3 years and these new initiatives should improve it 

further, helping to offset the effects of higher R&D and marketing costs on 

operating margins. 

Investment on e-commerce – E-commerce channels have been 

experiencing significant growth (92.2% in 2017 alone). Blue Buffalo has 

positioned itself at the forefront of that trend, experiencing significant growth 

in sales from this channel which should continue in the near future. 

Effect on value drivers:  The investment in e-commerce will not only serve 

as a boost to revenues, but also decrease dependency on large pet stores 

or mass FDM retailers. This will put Blue Buffalo in a better position when 

negotiating payment dates with its clients. Furthermore, e-commerce may 

improve inventory management due to on-demand delivery to final 

customers. Both of these factors will reduce the required working capital to 

run the business. 

DCF Valuation 

➢ Forecasting Revenues 

Revenues were forecasted based on a top-down approach. First, the 

evolution of the market was considered through forecasts from 2018 to 

2024. After that, Blue Buffalo’s market share for that period was projected.  

It is important to mention that the market considered was the pet food 

market overall, instead of the more specific wholesome natural segment. 

This was due to difficulty in finding reliable information in which forecasts 

could be based. Furthermore, revenue forecasts were based only in US 

information, as 96% of Blue Buffalo’s revenues are located there, and the 

company itself does not present any disaggregation per geography, or even 

comprehensively address its foreign sales in its annual reports. 

Through information present in Euromonitor it is possible to forecast that, 

having grown in the past at a CAGR (2012-2017) of c. 4.0%, the overall pet 

food market will continue to grow at a high rate and continuously assume 

“We have experienced 

significant growth in our net 

sales to eCommerce retailers, 

and these sales continued to 

grow faster than sales to 

national pet superstores (…)” 

Annual Report 

22%

22%

9%

8%

39%

Nestlé S.A. Mars Inc.

JM Smucker Co. Blue Buffalo

Others

Exhibit 10: US Market Share Dog Food (2017) 
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greater importance in the retail space, registering a CAGR(2018-2024) of 4.3%.  

Through this rate, the size of the pet food market was forecasted for 2018-

2024. Furthermore, this growth rate is in line with projections of economic 

expansion of the US economy, so no adjustment for macroeconomic 

conditions is required. 

After obtaining the total market size for the pet food market, projections for 

Blue Buffalo’s market share were realized. The projection for market share 

evolution is optimistic due to several factors. First, the company focuses on 

wholesome natural products, which, as discussed before, is more in line 

with industry trends such as pet humanization and an overall shift towards 

healthy. This should promote higher market share growth as Blue Buffalo 

is well positioned to capitalize on industry trends. Second, the company´s 

strategies are adequate for growth promotion. The expansion to mass 

segments, without neglecting specialty retailers, will allow Blue Buffalo to 

potentially reach millions of new pet customers willing to pay a premium in 

their pets’ names. Riding the wave of growth in e-commerce will also 

stimulate revenue growth. Investment in new product lines and brand 

building, both of which the company should do more effectively than its 

competitors due to its experience in the wholesome natural segment should 

also push revenues forward. 

With both market size and the company’s market share stimulated, Blue 

Buffalo’s revenues can be forecasted. It should maintain double-digit 

growth until 2019, after that staring a path of convergence with the market, 

reaching 3.2% in 2024, lower than the overall market for that year. 

Intensified competition from new entrants into the wholesome natural 

segment, new product lines from large groups that focus on Blue Buffalo’s 

segment, among other risks, mentioned below, will somewhat weigh down 

on the company’s leading position. However, this steady-state growth in 

revenues is still considerable when comparing with the overall economy. 

 2017 2018E 2019E 2020E 2021E 2022E 2023E 2024E 

US Pet Food 
Market ($M) 

31084 32448 33902 35379 36897 38476 40087 41819 

Blue Buffalo 
Revenues 
($M) 

1275 1431 1594 1731 1856 1985 2084 2151 

YOY Growth 10,9% 12,3% 11,4% 8,6% 7,2% 7,0% 5,0% 3,2% 

➢ Gross and Operating Margin 

Blue Buffalo has made substantial efforts towards increasing margins, 

which should continue in the future due to implemented strategies. 

47%

16%

10%
4%

23%

Nestlé S.A. Mars Inc.

JM Smucker Co. Blue Buffalo

Others

Exhibit 11: US Market Share Cat Food (2017) 

Exhibit 12: Projected US Pet Food Market Size and Blue Buffalo’s Revenues 
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Its gross margins have been increasing steadily since 2015, going from c. 

40.8% to, approximately, 46.2% in 2017. Comparing to the overall food 

manufacturer industry which has an average 29.1% gross margin in 2017, 

according to the Damodaran database, and with a group of selected peers 

which have an average gross margin of 27.1%, it is possible to verify the 

company’s efficiency in the productive process. This efficiency is expected 

to increase in the future due to, as mentioned above, continued efforts to 

diversify suppliers and reduce costs in the supply chain, decrease prices 

from contracted manufacturers and new scale economies due to the new 

state-of-the art plant. Due to these efforts, gross margin is forecasted to 

reach 50% by 2021, stabilizing after a period of gradual increases. The 

company’s efforts to expand into new channels could motivate it to realize 

discounts to facilitate this entry which would put pressure on gross margins. 

However, the premium nature of its products and favorable industry trends, 

point towards price increases/stabilization and price-driven growth and so 

it should not impact gross margin severely. 

Operating margin, how much profit before interest and taxes Blue Buffalo 

make per dollar of sales, has also shown a positive trend rising from 20.5% 

in 2015 to 23.9% in 2017. Again, comparing to the operating margins of the 

food industry (14.5%) and of a group of peers (5.2%), Blue Buffalo is a 

highly efficient producer, with the ability not only to have high-top line 

growth but to turn it into a substantial amount of profit. 

This improvement was mainly motivated by increases in gross margin. In 

fact, Marketing and R&D expenses have been rising as a percentage of 

sales, a trend that should continue, since Blue Buffalo plans to double down 

on brand recognition and product innovation in order to support top-line 

growth. These efforts will increase structure costs and partially cancel out 

efficiency gains in gross margin. In fact, operating margin is projected to 

stabilize at, approximately 21.9%, which is considerable but still a decrease 

from a 23.9% margin in 2017. 

➢ Effective Tax Rate 

Historically, Blue Buffalo pays high effective tax rates. In 2015, the 

company paid 39% of its generated income in taxes, while in 2017 this 

effective tax rate was at 34%. Due to this high amount of taxes, the 

company stands to benefit substantially from the Trump Administration’s 

tax reform, which cuts statutory tax rates to 21% and implements a series 

of changes that benefit companies. 

 2015 2017 2024E 

Gross 
Margin (%) 

40.8% 46.2% 50.0% 

Marketing (% 
Revenues) 

8.1% 10.4% 13.9% 

Operating 
Margin (%) 

20.5% 23.9% 21.9% 

Exhibit 13: Historical and Projected Margins 
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Using methodology found in Mckinsey’s Valuation - Measuring and 

Managing the Value of Companies and information contained in the 

company’s annual report, a breakdown of Blue Buffalo’s effective tax rate 

was compiled, along with forecast for each of the elements affecting the 

effective tax rate (Exhibit 14). Some factors were considered one-time 

effects, while others exhibit a tend towards nullity or are expected to have 

no future effects according to the 2017 Annual Report. Most importantly, 

the Domestic Production Deduction, a tax-break to companies who 

exclusively produce in America, is going to be eliminated with Trump’s tax 

reform, and so, will no longer have a negative impact on the taxes paid by 

Blue Buffalo. Furthermore, stock options have decreased steadily and 

should continue to, and so their impact on taxes should also decrease. 

Overall, Blue Buffalo’s effective tax rate should decrease toward 24%, 

generating substantial value for shareholders, as less money flows towards 

the government and more stays within the company. 

➢ Capital Expenditures (Capex) 

Capital expenditures are particularly important for a growth-type 

manufacturing company such as Blue Buffalo, since large investments are 

necessary to build up production capacity. However, with the construction 

of its new Joplin Treats facility, adding on top of the company’s two existing 

facilities, it is anticipated that the company possesses enough production 

capacity to sustain substantial top-line growth and likely will not need to 

expand its production capacity in the medium/long-term. 

Therefore, considering the stabilization in fixed asset investments, Capex 

was projected using methodology present in Mckinseys’ Valuation - 

Measuring and Managing the Value of Companies. Net PP&E was 

assumed to be a constant percentage of sales, while depreciation would be 

 2017 2018E 2019E 2020E 

Statutory Tax rate 35.0% 21.0% 21.0% 21.0% 

State Income taxes, net of 
federal benefits 

3.4% 3.4% 3.4% 3.4% 

Non-deductable expenses 0.3% 0.0% 0.0% 0.0% 

Domestic Production 
Deduction 

-1.6% 0.0% 0.0% 0.0% 

Unrecognized Tax Benefits 1.3% 0.0% 0.0% 0.0% 

Stock Option Exercise -2.6% -2.6% -2.6% 0.0% 

Impact of tax act -1.8% 0.0% 0.0% 0.0% 

Effective Tax rate 34.0% 21.8% 21.8% 24.4% 

Exhibit 14: Effective taxes breakdown 

Exhibit 15: Net Capex evolution over time 

Blue Buffalo is one of the 

American food companies to 

which tax reform may be most 

earnings accretive, as it now 

pays a significant rate. 

53.7

173.4

66.5 71.3 67.0 66.3 70.0
64.0

56.8

2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E
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a constant percentage of PP&E. Capex will therefore be the increase in Net 

PP&E (expansion capex) plus depreciation (maintenance capex) and will 

remain stable throughout the forecasted period since the necessary large 

expansion investment to support growth were already made in the past. 

➢ Net Working Capital (NWC) 

NWC represents the investment necessary for the company to run its day-

to-day operations and is a good indicator on how well Blue Buffalo manages 

its assets and liabilities internally. The analysis will focus on the main items 

of NWC: Accounts Receivables, Accounts Payable and Inventories. 

DSO: As of 2017, the number of days it takes for Blue Buffalo to collect 

payment from its sales was around 39.8 days. This indicator, although 

increasing over the years, has been stabilizing, a trend that should continue 

during the projected period due to the shift towards e-commerce platforms, 

where collection periods are usually lower. However, the investment in 

mass FDM retail channels, will partially offset this effect, preventing the 

growth in e-commerce from actually decreasing DSO, as large retail groups 

typically take a significant amount of time to pay suppliers.  

DIO: In 2017, it took Blue Buffalo 42.6 days to transform its inventories into 

sales, a reduction of approximately 7 days comparing to 2015. This 

indicator should stabilize, again due to the shift towards E-commerce, 

which allows an efficient, on-demand delivery to Blue Buffalo’s customers. 

However, shift towards mass FDM retailers will counter this effect and 

increase DSO, although gradually. 

DSO: There are significant projected gains in the time it takes Blue Buffalo 

to pay its suppliers. Historically, the company has increased from 18.9 days 

in 2015 to 34.1 and this increase should continue in the future, underpinned 

by Blue Buffalo’s larger size and market share and the diversification of its 

supplier base strategy that the company will undertake. 

 

 

 

 

Overall, NWC should decrease in the short-term (from 15.7% of sales to 

10.8% of sales and remain stable throughout the medium and long-term. 

 2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E 2024E 

DSO 
23.7 35.2 39.9 44.9 49.9 52.9 53.9 54.9 54.9 54.9 

DIO 
50.1 40.8 42.6 44.6 46.6 47.6 48.6 49.6 49.6 49.6 

DPO 
18.8 20.3 34.1 41.1 47.1 50.1 52.1 54.1 54.1 54.1 

Exhibit 16: Historical and Forecasted NWC drivers 

The shift towards e-commerce 

and the cost-saving efforts in 

the supply chain will allow for 

shorter sale collection 

periods, better inventory 

management and a higher 

supplier payment period. 

However, the shift to mass 

FDM retailers will counter 

these effects, as these large 

groups hold significant 

bargaining power  
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➢ Weighted Average Cost of Capital (WACC) 

After computing the operational and investment cash-flows through the 

methods discussed above, it becomes necessary to determine the cost of 

capital in order to discount the free cash-flows. In order to achieve this, one 

must first compute the company’s cost of debt, cost of equity and target 

Debt-to-Equity ratio in to reach the WACC. 

First, key inputs must be determined. The target D/E ratio is often taken as 

the industry average, which in the case of food producers is 37.5% 

according to the Damodaran database. However, given the company’s 

current D/E ratio of 6.1% and no new debt emissions on the horizon, it is 

unlikely that it will converge fast enough for this to be a sound assumption. 

Therefore, the company’s current D/E ratio was assumed. The risk-free rate 

was obtained through an average of the last 5 years’ constant maturity 10-

year US government bond yield which implied a 2.4% rate. Market Premium 

was assumed to be 5.5% as used by Valuation - Measuring and Managing 

the Value of Companies. 

The cost of debt was computed based on publicly available ratings by 

Moody’s. The rating agency assigned a grade of Ba3 to Blue Buffalo, which 

implies a default spread of 5% over the risk-free rate. Considering a risk-

free rate of 2.4%, this will imply a 7.4% cost of debt. For a 5.5% market risk 

premium, there is an implied debt beta of 0.9. 

The cost of equity is more complex to obtain. First, a group of peers that 

are believed to have similar business risk to Blue Buffalo was selected. The 

lack of public pet food producers, let alone exclusive organic pet food 

producers made the selection process difficult. The selected peers were: 

Freshpet Inc, that also produces healthy food for pets, Hain Celestial and 

SunOpta, both of which, despite, not being in the pet business, focuses on 

producing high-quality, organic food for humans. Although they are not 

perfect comparables to Blue Buffalo in what concerns the clients they serve, 

all three compete in high-end organic segments and were thought to have 

closer business risk than large diversified food groups 

 

 

 

 

 

Market Value of Equity 
($M) 

6415 

Target D/E (%) 6.1% 

Risk-free rate (%) 2.4% 

Market Risk premium 
(%) 

5.5% 

Default Spread (%) 5.0% 

Cost of Debt (%) 7.4% 

Cost of Equity with 
Current Capital 
Structure (%) 

7.6% 

WACC (%) 7.4% 

 
Strong US 
Presence 

Large 
EBITDA 

Competition on 
Premium/Organic Foods 

Pet 
Products 

Freshpet Inc 
    

Hain 
Celestial 

Group 
    

SunOpta 
    

Exhibit 18: Peers chosen, and the criteria used in the process 

Exhibit 17: Inputs for WACC computation 
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The raw betas of these companies were obtained from Bloomberg and they 

were subsequently deleveraged using current market debt-to-equity 

(market debt was assumed equal to book debt, since no company 

presented a dire financial situation that would negatively impact the market 

value of debt and make it differ from book value). An average of these 

unlevered betas (0.9) was assumed to represent Blue Buffalo’s business 

risk and was then re-leveraged. With a re-levered beta of approximately 1.0 

(similar to unlevered due to Blue Buffalo’s low debt level), the CAPM was 

used to calculate the cost of equity, reaching a final value of 7.6%. 

Having all necessary elements, a WACC of 7.4% was reached, which is in 

line with equity reports from Deutschbank and Wells Fargo. 

➢ ROIC and Terminal Growth rate 

ROIC is a vital metric to understand a company´s performance as it 

represents the return obtained per dollar of capital invested. During the 

projected period, Blue Buffalo’s return on capital would go from 50.8% in 

2018 to 52.8% in 2024, the year when the company reaches the steady 

state. This value is significantly above industry average of 19.7% 

(Damodaran database) and implies that, in the long-term, Blue Buffalo 

gained 52.8 cents per dollar of invested capital.  

Further decomposing this metric into operational (EBIT/Revenues) and 

financial (Revenues/ Invested Capital) components shines some light into 

why this value is so high: the company is efficient in its operations with 

approximately 21.9% margin, but it is its efficiency to turn invested capital 

into revenue and top line growth that is most impressive, boasting a 277.7% 

return, meaning c. $2.8 per each dollar of invested capital. 

In the long-term, ROIC should converge towards industry values, as 

investors flood in and drive down returns, but that may not be the case for 

Blue Buffalo. The reason being that it positioned itself to capture industry 

trends and is now leader in a rapidly expanding segment where customers 

are willing to pay high premiums for quality products.  Furthermore, it built, 

and is continuing to build a brand synonymous with quality for which 

customers are willing to pay more, pushing ROIC up. 

Terminal growth resulted from the combination of 2024’s ROIC and 

Investment Ratio, the first year of steady-state when the company is 

assumed stable therein, arriving at a 3.1% terminal growth. With this 

rationale, the terminal growth rate is larger than the typical assumption of 

According to Mckinsey’s 

Valuation, companies that have 

ability to charge premiums and 

strong brand recognition can 

maintain higher than industry 

average ROIC’s. Blue Buffalo is 

certainly one of those cases. 
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2%, the rate of long-term economic growth in developed countries. High 

growth is usually difficult for a company to maintain since it is difficult to 

continuously find value-added growth opportunities. However, Blue Buffalo 

‘s growth strategy is not based on stealing market share with promotional 

activity or incremental innovation which can be easily retaliated. Rather, it 

intends to attract new customers to its segment, which is more in line with 

industry trends, to convince more customers to buy more of healthy pet 

food and to grow in a fast-growing market.  These sources of growth are 

usually more sustainable and give basis to its 3.1% terminal growth rate. 

DCF Valuation: Results 

With all assumptions in place, the model reaches a final YE 2018 target 

price per share of $33.4, an upside of 1.9% compared with its price of $32.8 

at the end of 2017.  

It is important to mention that, according to the constructed model and the 

assumptions previously mentioned, the Core business value is estimated 

to be $M 6,762.0, with a total Enterprise Value of $M 6,763.9. Since Net 

financial assets constitute such a small source of financing (only $228.7 

million), Equity Value corresponds to the almost total of Enterprise Value, 

amounting to $ 6,535.1 million. 

Multiples Valuation 

➢ Peer Analysis 

Multiple analysis through industry peers is useful to understand the 

market’s perception and valuation of other players in the industry that 

present similar characteristics to the company one is evaluating. This might 

give a useful framing of what the value of our own company should be. In 

this particular case however, due to the lack of public peers in the pet food 

sector (and even less in the heathy pet food sector), one must attempt to 

choose companies that gather some similar characteristics even if they are 

not perfect comparables. 

The criteria chosen for this analysis were the following: large US 

operations, so as to be exposed to the same macroeconomic risks as Blue 

Buffalo, producing products for pets, produce premium healthy food and 

have a similar size to Blue Buffalo, i.e. an EBITDA of at least a $100 million. 

Following these criteria, 5 comparable companies were chosen: Freshpet 

Inc, Hain Celestial, SunOpta, Central Garden & Pet company and Petlq. 

The reason the last two were not included as peers during the WACC 

computation process was that both sell a wide variety of pet products (such 

According to Mckinsey’s 

Valuation, growth is more 

sustainable by enlarging the 

market and taking advantage of 

fast-growing segments rather 

than attempting to steal market 

share. 
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as toys for example) and so might not have a similar business risk to a food 

producer. 

 
Strong US 
Presence 

Large 
EBITDA 

Competition on 
Premium/Organic 

Foods 
Pet 

Products 

Freshpet Inc 
    

Hain Celestial Group 

 
  

 

 

 

SunOpta 
 

 
  

 
  

 
  

Central Garden & Pet  
 

   

Petlq 
  

  

EV/EBITDA was the multiple chosen since it accounts for the both the 

companies’ top and bottom line performance. Price-to-earnings was 

ignored since the financial effects of different capital structures would 

significantly affect that multiple. 

Through the median of the chosen metrics, a $29.9 price target may be 

uncovered, a value that clashes with our own valuation of $33.4 and the 

market’s $32.7. The possible values for Blue Buffalo’s share price 

according to this analysis range between $29.7 and $32.5.  

This clash may be a cause of the imperfectness of the peers chosen or due 

to Blue Buffalo’s unique positioning as the leader of the fastest-growing 

segment in its industry, causing the market to value the company at a higher 

multiple. 

➢ Past Transaction analysis 

 Another important method of multiple valuation is to analyze multiples of 

past transactions. This shows how much value bidders assign to industry 

peers of our own company, therefore giving a possible indication of value if 

the company being analyzed presents similar characteristics to the ones 

that were acquired. 

Analyzing M&A activity in the pet food industry, it is possible to conclude 

that most bidders are large international groups that want to enter the pet 

food sector or reinforce their commitment to it through product portfolio 

diversification and larger production capacity. The criteria to choose what 

acquisitions were to be included were that the bidder was to be a strategic 

one and that the acquisitions must have occurred in a 4-year time frame so 

as to avoid cyclicality in M&A activity interfering with the analysis. 

Freshpet Inc 38.9x 

Hain Celestial 
Group 

19.4x 

SunOpta n.a 

Central Garden & 
Pet 

19.2x 

Petlq 20.8x 

Implied share 
price 

$29.9 

Mars, INC buys 
P&G Pet Food 
Brands 

14.5x 

JM Smucker buys 
Big Heart Pet 
Brands 

18.1x 

Nestle buys Putrina 15.0x 

JM Smucker buys 
Aimsworth 

13.9x 

Implied share price $22.6 

Exhibit 20: Multiples and Implied price 

Exhibit 19: Peers chosen, and the criteria used in the process 

Exhibit 21: List of chosen transactions 
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Again, using EV/EBITDA multiple, the median of these metrics implies a 

$22.6 share price. The range for possible share price values according to 

this analysis go from $21.2 to $28.0. 

Similarly, to the previous peer analysis, transaction multiples point towards 

a possible overvaluation in the company’s share price. However, it is also 

likely that these multiples do not capture Blue Buffalo’s value in its entirety, 

since the acquired companies are not the largest player in the fastest 

growing segment of the market, resulting in an undervaluation. 

Key Risks 

• Consolidation of large retailers - As these companies are feeling the 

pressure from e-commerce giants, they look towards mergers to 

consolidate and maintain market dominance. The higher the degree of 

consolidation within the retail industry, the less bargaining power Blue 

Buffalo will have with its main clients. 

• Shelf space losses – Losing important channels and clients, as well as 

less favorable in-store shelf position may directly affect sales. 

• Reverse in industry trends - Blue Buffalo’s success is due to its ingenious 

positioning to capitalize on pet humanization. If that trend reverses, it could 

severely affect sales and brand value. 

• Increased competition in pet food -   Attracted by the high returns yielded 

by Blue Buffalo and other players, new firms will want to enter the industry, 

particularly in the wholesome natural premium segment which is 

experiencing significant growth. Particularly, large groups might put 

significant resources into new healthy product lines and drag down overall 

sector returns. 

• Input Cost inflation without corresponding increase in prices – If Blue 

Buffalo is not able to pass costs onto consumers, the more downward 

pressure on its margins. 

These risks, particularly retail consolidation and entrance of new 

competitors, will likely weigh down on Blue Buffalo’s leading position in the 

wholesome natural segment and drag down its growth in revenues, as 

discussed previously. However, its strategic positioning, earned customer 

loyalty, superior product quality and focus on innovation should still 

overcome these risks and maintain moderate growth rates. 

Sensitivity Analysis 

It is necessary to test how the variation of some key inputs affect the overall 

valuation, in order to get a sense of how robust its results are. This analysis 

“The rise of a few gigantic 

retailers with incredible 

amounts of leverage 

threatens the traditional 

consumer-branding 

model that has existed for 

well over a century.” 

Daniel Jennings 

“Nestlé Purina has signed 

an agreement to acquire 

Merrick Pet Care, one of the 

fastest-growing natural and 

organic pet food companies 

in the US”. Large groups 

are doubling down on this 

segment to capture larger 

premiums and demand.” 
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was focused on WACC and the terminal growth rate since they greatly 

affect the terminal value, an element which represents a large proportion of 

an overall valuation. 

Results from the conducted sensitivity analysis can be found in Exhibit 22. 

Overall, the possible variations in share price are significant: a variation of 

1.2% in WACC or terminal growth rate implies a variation in share price of 

26.1% and 24.4%, respectively.  

     WACC     

   6.8% 7.0% 7.2% 7.4% 7.6% 7.8% 8.0% 8.2% 

G
ro

w
th

 R
at

e 

3.7% 45.3 42.4 39.9 37.6 35.6 33.7 32.0 30.5 

3.5% 43.0 40.4 38.1 36.1 34.2 32.5 30.9 29.5 

3.3% 41.0 38.7 36.6 34.7 32.9 31.4 29.9 28.6 

3.1% 39.2 37.1 35.2 33.4 31.8 30.3 29.0 27.8 

2.9% 37.6 35.7 33.9 32.3 30.8 29.4 28.1 27.0 

2.7% 36.2 34.4 32.7 31.2 29.8 28.5 27.4 26.3 

2.5% 34.8 33.2 31.6 30.2 28.9 27.7 26.6 25.6 

2.3% 33.6 32.1 30.6 29.3 28.1 27.0 25.9 25.0 

Furthermore, since the base valuation only points to a 1.9% increase in 

relation to market share price ($33.4 vs $32.8), small changes to these two 

important factors can actually change the perception of the valuation from 

an undervalued stock to an overvalued one. This is particularly important in 

the case of terminal growth rate, which is usually difficult to forecast. If the 

it is approximately 2.5%, closer to US’ long-term economic growth rate, the 

share price falls to $30.2, which implies an overvaluation comparing to 

market price. Therefore, if Blue Buffalo is not able to sustain high growth, 

share price might actually deteriorate. However, its strategic positioning, 

historical performance and its planned strategies based on product 

innovation, customer loyalty and rising brand awareness, give confidence 

it will be able to sustain higher levels of growth. 

Scenario Analysis 

Bearing in mind the risks previously mentioned, various scenarios were 

designed in order to assess how they could affect the results. 

The base case is the scenario discussed so far. It is assumed that the 

strategies discussed are successful, and through them, Blue Buffalo 

achieves 7.0% top-line CAGR (2018-2024), annualized EBIT growth of 6.8% 

during the projected period, but its operating margin contracts 2.0%, 

despite a better gross performance, due to investments in marketing and 

R&D. This results in a $33.4 share price. 

Exhibit 22: Sensitivity Analysis 
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In the bear case, the increased competition from new entrants or new 

product lines from existing brands, all focusing on premium healthy food 

affect Blue Buffalo more than expected, and as a consequence, the 

company struggles to maintain its lead and is not able to expand into mass 

retailers as expected. Furthermore, the company will not be able to improve 

efficiency in its production process, it will have to spend more to reinforce 

its brand and product and is less capable to pass inflation costs onto 

consumers. Overall, Blue Buffalo will present 4.8% top-line growth and a 

5.2% margin contraction, corresponding to $26.4 share price. 

In the bull case, the opposite happens. Market penetration of Blue Buffalo´s 

products increases, with customers willing to pay a premium. The 

expansion into mass retailers presents a better than expected performance 

and so do efficiency-oriented reforms. Investments to support growth are 

more successful than expected. In such circumstances, top-line growth 

corresponds to 10.1%, while its margins only contact 1.6%. As such, market 

share price is $41.4. 

Therefore, relative to 2017’s closing price of $32.8, there is 1.34:1 

risk/reward ratio on Blue Buffalo’s stock taking these bull and bear cases 

as an investor’s maximum gain and loss, making it an attractive investment. 

Final Recommendation: Standalone 

Valuation 

As a leading, premium, fast-growing and high margin company, Blue 

Buffalo’s equity story seems credible and attractive. This DCF analysis 

uncovered a slight undervaluation, with a possible 1.9% return and 

favorable 1.34:1 risk/reward ratio. However, the exposure to high volatility 

of the terminal growth rate, an unfavorable multiples valuation and key risks 

within the industry are a looming threat. Overall, based only on a 

standalone valuation, it is issued a final recommendation of Hold, instead 

of Buy. 

The Deal with General Mills 

In the beginning of 2018, Blue Buffalo and General Mills (one of the largest 

international food groups) announced that they concluded a merger 

agreement, under which General Mills will acquire the natural pet food 

brand and integrate it within its structure.  

Blue Buffalo´s shareholders stake in the company would be purchased at 

$40 per share which represents a 22.0% premium relative to 2017’s closing 

share price and amounts to $M 7,825.6 in Equity Market Value. Deal 

 
Bull 
Case 

Base 
Case 

Bear 
Case 

Revenue 
Growth (%) 

10.1% 7.0% 4.8% 

Operating 
Margin 
Contraction 

-1.6% -2.0% -5.2% 

EBIT Growth 10.2% 6.8% 2.7% 

Price per 
share 

$41.4 $33.4 $26.4 

Exhibit 23: Scenario analysis 

“No one can deny 

General Mills' frantic need 

for growth. (…) But that's 

when you need to take a 

deep breath and meditate 

for a minute, not pay a 

devil-may-care 6.3 times 

sales for a pet food 

maker.” 

Forbes 
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multiples are quite significant, with a transaction EV/EBITDA of 26.0x and 

a sales multiple of 6.4x, significantly above those registered in comparable 

transactions, which present multiples of 15.4x and 2.9x, respectively. 

“The addition of BLUE to our family of well-loved brands provides General 

Mills with the leading position in the large and growing Wholesome Natural 

pet food category and represents a significant milestone as we reshape our 

portfolio to drive additional growth (…)", said General Mills’ CEO Jeff 

Harmening. The deal presents a unique opportunity for General Mills to 

enter the fast-growing wholesome natural pet food segment through its 

leader, a brand who has been growing substantially and cultivated 

customer loyalty. 

"I have been impressed by General Mills' strong track record of accelerating 

growth for its natural and organic brands”, Billy Bishop, Blue Buffalo’s CEO, 

remarked. Blue Buffalo intends to use General Mills’ experience, resources 

and channels to drive further growth. 

The market was not as optimistic, at least from General Mill’s perspective. 

After the announcement, its stock price started on a downward path, falling 

over 25% and wiping out over 3 billion dollars in market capitalization, while 

Blue Buffalo´s stock price rose to $40. Many analysts believe that General 

Mills has paid “silly money” for Blue Buffalo, while GM reiterates that it can 

transform Blue Buffalo in an even better company than what already is. 

M&A activity in the sector 

In the current M&A market, headlines are directed towards media, 

healthcare and tech. However, the truth is that the food industry has closed 

deal after deal, some of them surpassing 1 billion dollars. In the first half of 

2018, more than 100 deals were closed, with the acquisition of Snyder’s 

Lance by Campbell Soup for $B 6.1, Conagra’s plans to buy Pinnacle 

Foods for $B 10.9 and, of course, General Mills’ plans to acquire Blue 

Buffalo being some of the largest deals in the industry. 

M&A in the food industry is fueled by consumer trends. As customers more 

and more favor healthy, convenient and on-the-go products, large food 

companies look to acquisitions as a pivotal way of fostering growth and 

survive these changes. Therefore, much of the activity consists of small 

unique brands being acquired by large organizations in order to address 

niches, fill-in portfolio gaps and ensure sustainable growth, which is why 

they are usually willing to pay high premiums in these acquisitions. 

“The deal comes as 

global food giants snap 

up makers of natural and 

organic products, which 

are outpacing mainstream 

brands in growth.” 

Bloomberg 
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Pet food companies have been a primary target of this M&A trend. Due to 

pet humanization and rising pet adoption, pet food is becoming a center 

category in retail, creating an opportunity to generate both price and volume 

growth, as seen by high historical and projected CAGR’s in the industry. In 

the middle of 2018 31 deals occurred, while 2017 counted with a little over 

20 deals. Among these, the largest deals had human food companies as 

bidders as they attempt to capture this potential: General Mills/Blue Buffalo 

and JM Smucker/Ainsworth are examples of this. 

An overview of General Mills 

General Mills is a multinational public company based in Minnesota, US. Its 

geographical presence extends to North America, Europe, Asia and Latin 

America, counting over 40,000 employees worldwide. It was founded on 

20th June 1928 and, over the years, grew to become a large player in the 

Packaged Food Industry. It provides a wide variety of branded foods 

through its extensive network of channels in mass FDM outlets, grocery 

stores and also e-commerce providers. Its brand portfolio includes 

Cheerios, Haagen-Dazs, Yoplait, Wanchai Ferry, Nature Valley, among 

others, ranging from traditional big-name brands to more disruptive organic 

branded products. Cereals, Yoghurt, Snacks and Ice-cream are the main 

product types present in General Mills’ portfolio. 

The package food industry is a tough business, in similar ways to the pet 

food industry. It is a globally integrated market, dominated by multinational 

firms with diverse brand portfolios, but also marked by small disruptive 

firms, whose innovative products capture customers’ attention. These 

customers have high bargaining power due to their low switching costs. 

The changes in consumer preferences towards organic/healthy products is 

one of the main drivers of change within the industry. Large international 

groups, such as General Mills, are struggling with lackluster top-line growth, 

as their traditional-focused brand portfolios struggle to keep up with more 

health concerned and organic-oriented consumers. 

General Mills is one of the main victims of not keeping with change fast 

enough. In 2017, its organic sales worldwide fell 6%, a value driven by 

negative contributions from volume growth, denoting consumers’ smaller 

demand for General Mills’ brands. This fall was more intense in North 

America and European segments, developed and mature markets where 

the change towards organic and premiumization is more intense. Also, this 

was not a one-time event either. This top-line negative trend has been 

 2015 2016 2017 

Net sales 
($M) 

17630 16563 15620 

YoY 
growth (%) 

- -6% -6% 

Volume 
growth (%) 

- -3% -8% 

Price/mix 
realization 
(%) 

- 1% 3% 

Foreign 
currency 
translation 
(%) 

- -4% -1% 

Exhibit 24: Historical Revenue 
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occurring since 2014, truly showing the difficulty the company has been 

experiencing in keeping up with consumer preferences. 

In order to combat this downward trend, General Mills has made efforts to 

reforge its brands towards healthy and organic products, which are more in 

line with consumer preferences and intends to continue these efforts. 

Currently, it is developing gluten-free cereals, whole grain cereals and 

launching premium organic yoghurts under Annie’s and Liberté. 

Additionally, General Mills will try to boost top-line growth through inorganic 

means, adding to its portfolio smaller disruptive brands which are focused 

on healthy, organic and premium segments. Annie’s and Liberté, the 

fastest-growing brands within General Mills were acquired inorganically. 

Furthermore, General Mills has made successful efforts in order to boost 

operational efficiency and e-commerce channels, a trend that should 

continue in the future. Overall, General Mill’s revenues should gradually 

recover and stabilize, while margins should remain relatively stable. 

 2018E 2019E 2020E 2021E 2022E 2023E 

Net sales ($M) 15114 15208 15554 16019 16513 16786 

YoY growth (%) -3.2% 0.6% 2.3% 3.0% 3.1% 1.7% 

Gross Margin (%) 36.2% 36.4% 36.5% 36.4% 36.4% 36.4% 

Operating Margin 
(%) 

18.8% 19.2% 19.2% 19.2% 19.2% 19.1% 

Synergies and reasons for the Deal 

M&A deals create value when the companies in question are worth more 

combined than separated. Even then, it is still not possible to say to who is 

this value going to be accrued to: if a bidder overpays, then all value will be 

transferred to target’s shareholders. Therefore, the value for an acquirer is 

represented by the following equality: 

𝑉𝑎𝑙𝑢𝑒 𝑓𝑜𝑟 𝑎𝑐𝑞𝑢𝑖𝑟𝑒𝑟

= (𝑆𝑡𝑎𝑛𝑑𝑎𝑙𝑜𝑛𝑒 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑡𝑎𝑟𝑔𝑒𝑡

+  𝑉𝑎𝑙𝑢𝑒 of improvements)

− (Market Value of Target
+ Acquisition Premium) 

Studies by Mcksinsey have shown that, on average, acquisitions do create 

value, with the combined value from both acquirer and target rising 4 per 

cent. However, it also shows most of this value is actually transferred to 

target shareholders: “the reaction of capital markets to M&A 

announcements find that the value-weighted average deal lowers the 

acquirer’s stock price between 1 and 3 percent” (Valuation – Measuring and 

 2015 2016 2017 

Gross 
Margin 

35.6% 36.5% 36.6% 

Operating 
Margin 

17.2% 18.1% 18.9% 

Exhibit 25: Historical Margins (%) 

Exhibit 26: Projected revenues ($M) and margins (%) 
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Managing the Value of Companies, Mckinsey). In what concerns this deal 

in specific, it seems the market considers that most value has been accrued 

to Blue Buffalo’s shareholders.  

Since according to our previous valuation of Blue Buffalo standalone value 

is 1.9% above market value and since the acquisition premium is 22% of 

market value (amounting to $M 1410.6), it is necessary a substantial 

amount of synergies to make this deal worth it for General Mills’ 

shareholders. More precisely, synergies will have to represent more than 

20.1% of Blue Buffalo’s market value: $M 1290.5 in improvements to Blue 

Buffalo post-transaction. 

But what type of synergies? General Mills announced annual cost-savings 

of $M 50, but this is not nearly enough to make the deal worth it. However, 

traditional sources of revenue synergies, such as greater market share and 

pricing power, cross-selling or co-innovation do not really apply in this case. 

The idea here is to use General Mills’ resources and experience to lever 

further growth in Blue Buffalo as a standalone business. The merger will 

give the younger company access to many mass FDM channels that work 

with General Mills, will provide unique international expansion opportunity 

trough General Mills already built structure abroad, will increase bargaining 

power with suppliers and contacted manufacturers due to being part of a 

larger organization, give access to more experienced sales teams with 

experience in negotiating at the highest levels, expand R&D capital, among 

others. In essence, the merger will allow a better capital allocation, 

with General Mills having excess capital and resources and Blue 

Buffalo extensive investment opportunities.  

General Mills has done this type of acquisition before, with Annie´s (an 

organic food producer) being a good example of this. At first, there were 

concerns that the acquisition would compromise the young brands’ ideals 

but, in truth, it kept its reputation and quality. General Mills did not ask for 

any compromises on ingredients, values or sourcing, while at the same time 

expanded outlets, product lines, channels, etc. 

The same mindset applies with Blue Buffalo. General Mills wants to be a 

vehicle to make it grow further. It is doing this in order to enter a high-growth 

premium segment through its number one player that has cultivated a loyal 

customer base, allocate resources to grow it even more, and, through it, 

help solve its top-line growth problem. It is another step in shifting its 

portfolio towards premium, healthy and organic segments that are able to 

drive price, mix and volume growth. 

“Financial synergies can 

also be vital to determine 

the success (…)  When 

the combination leads to 

better overall capital 

allocation (e.g. merger of 

a company with excess 

capital with a company 

offering significant 

investment 

opportunities).” 

Deloitte 
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At its core, General Mills, who has been punished for not being rapid 

enough in changing its product offering is now buying a growth engine that 

answers those complaints. However, this time the cost may have been to 

great: with an acquisition multiple of 26.0x EBITDA, compared with similar 

transaction multiples of 15.4x EBITDA and an increase in Net Debt/EBITDA 

from 3.1x to 5.7x, there is evidence to support that the acquisition may be 

strategically sound but the price tag too heavy for it to be a profitable 

endeavor.  

Evaluating the Deal 

The deal was evaluated through methods present in Damodaran’s 

Acquisition Valuation and Mckinsey’s Valuation – Measuring and Managing 

the Value of Companies, where first the companies were evaluated on a 

stand-alone basis, in what concerns both operational and investment cash-

flows. After that, both forecasts were joined together, and synergies were 

added. The announced cost-savings of $M 50 a year were assumed to 

occur. Then revenue synergies were added, created by General Mill’s 

resource and capital allocation towards Blue Buffalo, which would equip it, 

as previously mentioned, with new outlets, product lines, sales team, R&D 

capabilities, etc. These revenues were assumed as an increasing 

percentage of total sales of the new company and stabilized around 3%. 

It is important to note that these cash-flows of the merged companies were 

discounted at General Mills’ WACC for simplification, as Blue Buffalo 

represents less than 10% of General Mills and so its effects on Blue 

Buffalo´s business risk would be small. Furthermore, adjustments to the 

final price paid by General Mills were made. Debt is to be assumed by 

General Mills and will therefore not impact the price paid in this M&A 

process. However, Blue Buffalo´s excess cash was subtracted to the final 

price paid, reducing it to $M 7,568.9 and the premium to $M 1153.8, 18% 

of Blue Buffalo´s current market value, a significant decrease from the 

previous 22% premium. Considering this adjustment, synergies would now 

have to be at least 16,1% of market value for the deal to be worth it, 

assuming our previous standalone valuation that yielded a result 1.9% 

above market value is correct. 

One should not only analyze the size of synergies and the rationale behind 

them, but also the probability of achieving them and their timing. Since 

General Mills is quite experienced in these acquisitions, having successful 

ones such as Annie’s in the past, it should be well positioned to extract 

value in a timely manner. 

 
Leverage Metric 
(Net Debt/EBIT) 

Pre-deal 3.1x 

After-deal 5.7x 

 

Acquisition 
multiples 

Comparables 
average 

Ebitda 
Multiple 

26.0x 15.4x 

Sales 
Multiple 

6.4x 2.9x 

Number of Shares 
(M) 

195.6 

Price Offered by 
Share ($) 

$40.00 

Total Offer for 
Equity ($M) 

$7,825.6 

Adjustment for 
excess cash ($M) 

$256.7 

Actual Price Paid 
($M) 

$7,568.9 

Premium Paid 
Comparing to 
Market Value ($M) 

$1,153.8 

Premium Paid 
Comparing to 
Market Value (%) 

18.0% 

Exhibit 27: Acquisition Multiples 

Exhibit 28: Pre and post deal leverage 

Exhibit 29: Price paid and premium 
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With all these assumptions playing out, how does the deal fare? General 

Mills is successful to some extent. Its NOPLAT was forecasted to grow at 

a CAGR (2018-2024) of 2.8% before the deal, which contrasts with the post-

deal’s 5.8%. Long-term ROIC also grew from 16.8% to 21.3%, due to Blue 

Buffalo´s high customer loyalty and ability to charge premiums. However, 

despite all this, the deal still created negative value for General Mills’ 

shareholders. Even though in this optimistic scenario they are able to 

increase Blue Buffalo’s revenue CAGR (2018-2024) from 7.0% in our previous 

stand-alone valuation to 11.4%, and that Blue Buffalo is, by 2024, 27.1% 

larger in revenue base compared to its standalone valuation, the deal is still 

not worth it from General Mills’ perspective. Even in this optimistic scenario, 

synergies are only 8.1% of market value, a long way of the necessary 

16.1% to break-even. It is highly unlikely that General Mills is able to 

increase these metrics even further to make the deal worth it, unless it was 

able to launch an incredibly successful international expansion of Blue 

Buffalo´s products. However, this strategy also carries its own risks such 

as no guarantee that other countries’ consumers present the same 

characteristics and preferences as their American counterparts. 

The reasoning for this failure is that buying an overpriced growth engine is 

not worth it. Companies must yield higher returns than their cost of capital, 

and in the same way, General Mills needs to transform Blue Buffalo into a 

significantly more attractive company since it paid so much for it. Buying 

growth in itself is not enough because General Mills paid fully for that. But 

it paid so much that it is unlikely that will extract the necessary synergies in 

order to make it worth it. It is true that the Annie’s acquisition was successful 

and is similar, but in that case the price paid was only $M 820 and General 

Mills could use its resources to make it grow further and turn it into a 

profitable deal. Yet, in this deal, the price paid seems so high that even 

substantial success in inducing further growth in Blue Buffalo is not enough. 

Moreover, General Mills is not the best owner for Blue Buffalo. Yes, it has 

capital and resources to make it grow further but so do its direct competitors 

such as Nestlé or J.M. Smucker. In fact, both of these already have 

significant positions in the pet food industry (through Purina and Natures’  

Recipe) so they could be more logical suitors, with the latter being rumored 

to have made attempts to buy Blue Buffalo. This competitive environment 

coupled with General Mills desperation towards portfolio reshaping could 

motivate it to inflate price paid beyond reason, turning a potential 

strategically sound move into an unprofitable venture. 

 
Pre-deal 

After-
deal 

Blue Buffalo's 
revenue CAGR 
(2018-2024) 

7.0% 11.4% 

General Mills' 
revenue CAGR 
(2018-2024) 

2.0% 3.0% 

General Mills' 
NOPLAT CAGR 
(2018-2024) 

2.8% 5.8% 

General Mills' 
long-term ROIC 

16.8% 21.3% 

Blue Buffalo's 
standalone equity 
value ($M) 

$M 6,546.6 

Value of Synergies 
($M) 

$M 522.5 

Blue Buffalo's 
market value ($M) 

$M 6,415.0 

Premium ($M) $M 1,153.8 

Value created for 
General Mills ($M) 

-$M 500.0 

Exhibit 30: Key metrics on the deal 

Exhibit 31: Does the deal originate value? 

Exhibit 32: Blue Buffalo value and 

synergies vs Price paid 

6535

7569534
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Final Conclusions 

A standalone valuation of Blue Buffalo points to a slight market underpricing 

that may lead to a 1.9% return compared to stock prices in the end of 2017. 

Furthermore, an analysis of the Deal with General Mills indicates not only 

that the latter will pay a 22% premium (18% adjusted), but also that this is 

clearly an overpriced proposition relative to our own valuation of Blue 

Buffalo and possible synergies that General Mills is able to extract. 

Therefore, the value from the transaction will be accrued to Blue Buffalo’s 

shareholders, upgrading the previous HOLD to a BUY recommendation.
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Annexes 

Annex 1 – Core Income Statement 

 

Annex 2 – Balance Sheet 

 

 

Income Statement - Core

2017 2016 2015 2018 2019 2020 2021 2022 2023 2024

Net Sa les 1,275                    1,150                    1,027                    1431 1594 1731 1856 1985 2084 2151

YOY growth 10.9% 11.9% 12.3% 11.4% 8.6% 7.2% 7.0% 5.0% 3.2%

Cost of Sa les 686                       634                       609                       748 818 875 928 993 1043 1076

Cogs%Sales 53.8% 55.1% 59.2% 52.3% 51.3% 50.5% 50.0% 50.0% 50.0% 50.0%

Gross  Profi t 589                       516                       419                       683 777 856 927 992 1042 1075

Gross  Margin 46.2% 44.9% 40.8% 47.7% 48.7% 49.5% 50.0% 50.0% 50.0% 50.0%

Advertis ing and other Marketing Expenses 132                       101.2 83.6 163 197 232 258 276 289 298

Marketing%SG&A 46.6% 39.5% 40.2% 44.7% 46.7% 48.6% 49.5% 49.5% 49.5% 49.5%

Research and Development Expenses 11                         10                         10                         13 15 16 18 19 20 21

R&D%SG&A 4.0% 3.8% 4.6% 3.6% 3.5% 3.5% 3.5% 3.4% 3.4% 3.5%

Depreciation and Amortization 11                         9                           8                           26 30 32 34 37 39 40

%previous   year PPE 6.5% 8.0% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2%

Other Sel l ing General  and Admnistrative Expenses 130                       145                       115                       162 181 196 210 225 236 244

%sales 10% 13% 11% 11.3% 11.3% 11.3% 11.3% 11.3% 11.3% 11.3%

Total  Sel l ing, General  and Admnistrative Expenses 284                       256                       208                       365 422 476 520 556 584 603

EBIT 305                       260                       211                       318 354 380 407 436 457 472

Taxes 113                       96                         78                         77 86 93 99 106 112 115

Core Balance Sheet

2017 2016 2015 2018 2019 2020 2021 2022 2023 2024

Operating Cash 25 23 21 29 32 35 37 40 42 43

%Revenue 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Prepaid Expenses  and Other Receivables 19 11 18 20 22 24 26 28 29 30

%revenue 1.5% 0.9% 1.7% 1.4% 1.4% 1.4% 1.4% 1.4% 1.4% 1.4%

   Accounts   Receivable 139                   111 67 176 218 251 274 298 313 323

DSO 40 35 24 45 50 53 54 55 55 55

   Inventories 80                     71 83 91 104 114 124 135 142 146

DIO 43                     41 50 45 47 48 49 50 50 50

Account Payables 64                     35                     31                              161 206 237 265 294 309 319

DPO 34                     20                     19 41 47 50 52 54 54 54

NWC 200                   180                   157 155                   170                   186                   195                   206                   217                   224                   

   Net Property, Plant & Equip 326                   162.232 115.16 366 408 443 475 508 534 551

%Revenue 25.6% 14.1% 11.2% 25.6% 25.6% 25.6% 25.6% 25.6% 25.6% 25.6%

Deffered Tax Assets 0                       1                       4                                0 0 0 0 0 0 0

%Taxes 0.1% 0.1% 0.4% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

Total Fixed Assets 326                   164                   119 366                   408                   443                   475                   508                   534                   551                   

Core Invested Capital 526                   344                   276 521                   579                   629                   671                   715                   750                   774                   

Non-Core Balance Sheet

     Misc Long-term Assets 2 2 1 2 2 2 3 3 3 3

%Revenues 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

Non-Core Invested Capital 2                       2 1 2 2 2 3 3 3 3

Financial Balance Sheet

Excess  Cash 257                   270                   204                            115 306 490 680 869 1060 1249

Debt (394)                  (383)                  (387)                           0 0 0 0 0 0 0

Other Short-term Liabi l i ties (71)                    (60)                    (70)                             -84 -94 -102 -109 -117 -122 -126

%Revenue 6% 5% 7% 5.9% 5.9% 5.9% 5.9% 5.9% 5.9% 5.9%

Other Non-Current Liabi l i ties (21)                    (26)                    (14)                             -25 -28 -30 -33 -35 -37 -38

%Revenue 1.61% 2.26% 1.39% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8%

Net Financial Assets (229)                  (199)                  (268)                           6                       184                   358                   539                   718                   901                   1,085                
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Annex 3 – Statement of changes in Equity 

 

Annex 4 – Merged Companies’ Valuation 

 

 

 

Statement of changes in Equity

2017 2016 2015 2018 2019 2020 2021 2022 2023 2024

Total  Equity - Beggining of the year 146 9 -87 299 529 765 989 1212 1436 1654

Total  Comprehens ive Income 193 130 89 249 278 289 310 333 350 362

Exercise of Stock options 6 2 2 6 6 6 6 6 6 6

Income Tax benefi t from Exercis ing Stock Options 0 0 2 0 0 0 0 0 0 0

Issuance of Restricted Stock 1 1 1 1 1 1 1 1 1 1

Issuance of Common Stock 0 0 1 0 0 0 0 0 0 0

Compensation Scheme Expense 3 4 2 4 4 4 5 5 5 5

Shares  purchased -50 0 0 -30 -53 -77 -99 -121 -144 -165

Total Equity - Ending of the year 299 146 9 529 765 989 1212 1436 1654 1862

Merged Company

NOPLAT

2018 2019 2020 2021 2022 2023 2024

Revenue GM Standalone 15114 15208 15554 16019 16513 16786 17064

Revenue BB s tandalone 1431 1594 1731 1856 1985 2084 2151

Revenue of Merged Companies 16545 16802 17284 17874 18498 18870 19214

Revenue Synergies 83 168 259 357 462 560 584

Total  Revenues 16628 16970 17544 18232 18961 19430 19798

COGS GM Stannd Alone -9642 -9673 -9883 -10183 -10504 -10681 -10862

COGS BB Standalone -748 -818 -875 -928 -993 -1043 -1076

Total  COGS -10391 -10490 -10757 -11112 -11497 -11724 -11938

Gross  Profi t 6237 6480 6786 7120 7463 7706 7860

SG&A GM Standalone -2627 -2621 -2677 -2759 -2846 -2894 -2943

SG&A BB Standalone -365 -422 -476 -520 -556 -584 -603

Total  SG&A -2992 -3044 -3154 -3279 -3403 -3478 -3546

Cost Synergies 50 50 50 50 50 50 50

EBIT 3296 3486 3683 3891 4111 4277 4364

Taxes 385 407 430 454 480 499 509

11.7% 11.7% 11.7% 11.7% 11.7% 11.7% 11.7%

Noplat 2911 3080 3253 3437 3631 3778 3854

Growth 5.8% 5.6% 5.6% 5.7% 4.0% 2.0%

Investing Cash-flow

2018 2019 2020 2021 2022 2023 2024

Capex (except depreciation) GM -426 -93 -348 -473 -504 -282 -215

Caex (except depreciation) BB -40 -42 -35 -32 -33 -25 -17

Capex in implementing synergies -17 -34 -52 -71 -92 -112 -117

Total Capex -483 -169 -434 -577 -629 -419 -348

NWC change GM Standalone 57 95 90 94 99 107 -2

NWC change BB Standalone 45 -16 -15 -10 -11 -10 -7

Tota l  NWC Cash-flow 102 79 75 84 89 97 -8

Investing Cash-flow -381 -90 -360 -493 -541 -322 -357

Total  Fixed Assets 15550 15719 16153 16730 17359 17778 18126

NWC 759 681 606 522 433 336 345

Core Free Cash-flow 2530 2990 2894 2944 3090 3456 3498

IR - 560.2% 532.5% 515.2% 502.0% 490.0% 479.5%

ROIC - 18.9% 19.8% 20.5% 21.0% 21.2% 21.3%

growth - 5.8% 5.6% 5.6% 5.7% 4.0% 2.0%

1 2 3 4 5 6 7

Discounted Free Cash-flow 2332 2540 2265 2124 2055 2119 1976

Valuation 

Terminal Value 54,928

Discounted Terminal  Va lue 31,030

Core Business Value 46,441

Non-core Capita l  912 WACC 8.5%

Enterprie Value 47,353 Growth 2.0%

NFA -18,777 ROIC 21.3%

Market Value of Equity 28,576
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Annex 4 – General Mills’ Income Statement 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

REFORMULATED

Core

2015 2016 2017 2018 2019 2020 2021 2022 2023

Net sa les 17630.3 16563.1 15619.8 15114.3 15208.0 15553.8 16018.6 16513.1 16786.0

COGS 11359.1 10509.7 9907.3 9642.4 9672.7 9882.7 10183.1 10504.1 10681.5

SG&A 3236.2 3053.9 2759.9 2627.1 2621.1 2677.5 2759.1 2846.2 2894.4

EBIT 3035.0 2999.5 2952.6 2844.7 2914.2 2993.6 3076.5 3162.7 3210.1

Taxes 362.0 759.3 623.3 332.0 340.1 349.4 359.0 369.1 374.6

As % of EBIT 11.9% 25.3% 21.1% 11.7% 11.7% 11.7% 11.7% 11.7% 11.7%

NOPLAT 2673.0 2240.2 2329.3 2512.8 2574.1 2644.2 2717.4 2793.6 2835.5

Non Core

2015 2016 2017 2018 2019 2020 2021 2022 2023

Operating expenses

Unal located corporate i tems 413.8 288.9 190.1 184.1 184.5 188.5 194.2 200.4 203.7

As % of core COGS + SG&A 2.8% 2.1% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%

Divesti tures  loss  (ga in) 0.0 -148.2 13.5 -65.8 -63.7 -64.1 -65.6 -67.5 -69.6

As % of previous year PP&E -4.0% 0.4% -1.8% -1.8% -1.8% -1.8% -1.8% -1.8%

Restructuring, impairment, and other exi t costs 543.9 151.4 182.6 180.5 174.6 175.7 179.7 185.1 190.8

As % of previous year PP&E 4.1% 5.0% 5.00% 5.0% 5.0% 5.0% 5.0% 5.0%

Interest income 13.2 8.1 7.0 7.3 0.0 0.0 0.0 0.0 0.0

As % of excess cash of previous year 1.6% 1.6% 1.6% 1.6% 1.6% 1.6% 1.6%

Taxes 339.8 105.1 137.6 107.1 103.4 105.0 107.9 111.3 113.7

After-tax earnings  from joint ventures 84.3 88.4 85.0 81.9 83.9 86.2 88.6 91.0 92.4

As % of EBIT 2.8% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9% 2.9%

OCI -1210.4 -305.9 327.5 -333.3 -335.4 -343.0 -353.2 -364.1 -370.2

As % of revenue -6.9% -1.8% 2.1% -2.2% -2.2% -2.2% -2.2% -2.2% -2.2%

Result -2410.4 -606.6 -104.3 -650.0 -650.3 -661.9 -681.0 -702.3 -716.4

Financial

2015 2016 2017 2018 2019 2020 2021 2022 2023

Interest expense -335.5 -319.6 -306.7 -344.9 -350.7 -361.3 -376.9 -393.8 -409.3

As % of previous year debt 3.5% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6% 3.6%

Capita l i zed interest 6.9 7.7 4.6 5.2 5.3 5.4 5.7 5.9 6.1

As % of previous year debt 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

Tax shield -115.0 -109.2 -105.7 -118.9 -120.9 -124.6 -129.9 -135.8 -141.1

OCI 9.0 6.5 27.6 26.7 26.9 27.5 28.3 29.2 29.7

As % of revenue 0.1% 0.0% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%

Comprehens ive income (loss ) attributable to redeemable and noncontrol l ing interest192.9 -41.5 -31.0 -36.7 -37.9 -39.1 -40.1 -41.1 -41.5

As % of total comprehensive income 332.6% -2.9% -1.5% -2.2% -2.2% -2.2% -2.2% -2.2% -2.2%

Result -11.7 -237.7 -199.8 -230.8 -235.6 -242.9 -253.1 -264.0 -273.8

Consolidated

2015 2016 2017 2018 2019 2020 2021 2022 2023

Core Income 2673.0 2240.2 2329.3 2512.8 2574.1 2644.2 2717.4 2793.6 2835.5

Non Core Income -2410.4 -606.6 -104.3 -650.0 -650.3 -661.9 -681.0 -702.3 -716.4

Financia l  Result -11.7 -237.7 -199.8 -230.8 -235.6 -242.9 -253.1 -264.0 -273.8

Comprehensive income attributable to General Mills 250.90 1395.90 2025.20 1631.99 1688.25 1739.38 1783.36 1827.35 1845.27

VERDADEIRO VERDADEIRO VERDADEIRO

Net sa les 17630.3 16563.1 15619.8 15114.3 15208.0 15553.8 16018.6 16513.1 16786.0

VERDADEIRO VERDADEIRO VERDADEIRO

COGS + SG&A 14595.3 13563.6 12667.2 12269.5 12293.8 12560.2 12942.2 13350.4 13575.9

VERDADEIRO VERDADEIRO VERDADEIRO

Total  EBIT 2077.3 2707.4 2566.4 2546.0 2618.8 2693.5 2768.1 2844.8 2885.2

VERDADEIRO VERDADEIRO VERDADEIRO

Taxes  (including tax shield) 586.8 755.2 655.2 320.2 322.6 329.8 337.0 344.6 347.3

VERDADEIRO VERDADEIRO VERDADEIRO

OCI -1201.4 -299.4 355.1 -306.6 -308.5 -315.5 -324.9 -335.0 -340.5

VERDADEIRO VERDADEIRO VERDADEIRO

Cost Margins

North America Retail

2015 2016 2017 2018 2019 2020 2021 2022 2023

COGS % Sa les 61.86% 60.83% 60.54% 60.54% 60.54% 60.54% 60.54% 60.54% 60.54%

SG&A % Sa les 17.62% 17.67% 16.87%

Convenience Stores and Foodservice

2015 2016 2017 2018 2019 2020 2021 2022 2023

COGS % Sa les 64.05% 62.22% 61.43% 61.43% 61.43% 61.43% 61.43% 61.43% 61.43%

SG&A % Sa les 18.25% 18.08% 17.11%

Europe & Australia

2015 2016 2017 2018 2019 2020 2021 2022 2023

COGS % Sa les 71.26% 69.72% 71.17% 71.17% 71.17% 71.17% 71.17% 71.17% 71.17%

SG&A % Sa les 20.30% 20.26% 19.83%

Asia & Latin America

2015 2016 2017 2018 2019 2020 2021 2022 2023

COGS % Sa les 72.91% 74.34% 74.43% 74.43% 74.43% 74.43% 74.43% 74.43% 74.43%

SG&A % Sa les 20.77% 21.60% 20.73%
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Annex 4 – General Mills’ Income Statement 

 

 

 

 

 

 

 

REFORMULATED

Core Business

2015 2016 2017 2018 2019 2020 2021 2022 2023

Operating Cash 334.2 331.3 312.4 302.3 304.2 311.1 320.4 330.3 335.7

As % of revenue 1.9% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Receivables 1386.7 1360.8 1430.1 1383.8 1371.6 1381.4 1400.8 1421.4 1421.9

DSO 28.7 30.0 33.4 33.4 32.9 32.4 31.9 31.4 30.9

Inventories 1540.9 1413.7 1483.6 1443.9 1422.0 1425.8 1441.2 1457.9 1453.2

DIO 49.5 49.1 54.7 54.7 53.7 52.7 51.7 50.7 49.7

Deferred income tax assets 100.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

As % of taxes 17.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Prepaid expenses  and other current assets 402.3 383.6 370.3 358.3 360.5 368.7 379.8 391.5 397.9

As % of revenue 2.3% 2.3% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4%

Accounts  payable -1684.0 -2046.5 -2119.8 -2063.1 -2122.6 -2222.8 -2346.2 -2477.7 -2578.1

DPO 54.1 71.1 78.1 78.1 80.1 82.1 84.1 86.1 88.1

Other current l iabi l i ties -934.3 -955.6 -814.8 -820.5 -825.6 -844.3 -869.6 -896.4 -911.2

As % of revenue 5.3% 5.8% 5.2% 5.4% 5.4% 5.4% 5.4% 5.4% 5.4%

Net Working Capital 1145.9 487.3 661.8 604.8 510.1 419.9 326.4 226.9 119.5

Net property, plant and equipment 3687.3 3650.7 3607.9 3491.1 3512.8 3592.7 3700.0 3814.2 3877.3

As % of revenue 20.9% 22.0% 23.1% 23.1% 23.1% 23.1% 23.1% 23.1% 23.1%

Goodwi l l 8473.4 8335.0 8338.5 8068.6 8118.7 8303.3 8551.4 8815.4 8961.1

As % of revenue 48.1% 50.3% 53.4% 53.4% 53.4% 53.4% 53.4% 53.4% 53.4%

Other intangible assets 4677.0 4538.6 4530.4 4383.8 4411.0 4511.3 4646.1 4789.5 4868.6

As % of revenue 26.5% 27.4% 29.0% 29.0% 29.0% 29.0% 29.0% 29.0% 29.0%

Deferred income tax l iabi l i ties -1550.3 -1399.6 -1719.4 -759.9 -765.6 -782.8 -799.8 -817.8 -824.1

As % of taxes 264.2% 185.3% 262.4% 237.3% 237.3% 237.3% 237.3% 237.3% 237.3%

Net Fixed Assets and Intangibles 15287.4 15124.7 14757.4 15183.6 15276.8 15624.4 16097.7 16601.3 16882.9

Core Invested Capital 16433.3 15612.0 15419.2 15788.4 15786.9 16044.3 16424.1 16828.2 17002.4

Non-Core Business

2015 2016 2017 2018 2019 2020 2021 2022 2023

Prepaid expenses  and other current assets 21.5 15.4 11.3 10.9 11.0 11.3 11.6 11.9 12.1

As % of revenue 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%

Net property, plant and equipment 96.0 92.9 79.8 81.4 81.9 83.8 86.3 89.0 90.4

As % of revenue 0.5% 0.6% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5%

Goodwi l l 401.5 406.2 408.7 395.5 397.9 407.0 419.1 432.1 439.2

As % of revenue 2.3% 2.5% 2.6% 2.6% 2.6% 2.6% 2.6% 2.6% 2.6%

Other assets 843.6 751.7 785.9 723.2 727.7 744.2 766.5 790.1 803.2

As % of revenue 4.8% 4.5% 5.0% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8%

Other current l iabi l i ties -392.3 -379.1 -376 -363.8 -366.1 -374.4 -385.6 -397.5 -404.1

As % of revenue 2.2% 2.3% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4%

Non Core Invested Capital 970.3 887.1 909.7 847.2 852.5 871.9 897.9 925.6 940.9

Financial

2015 2016 2017 2018 2019 2020 2021 2022 2023

Excess  Cash 0.0 432.4 453.7 0.0 0.0 0.0 0.0 0.0 0.0

Debt -9223.9 -8430.9 -9481.7 -9640.2 -9931.8 -10360.7 -10825.6 -11250.8 -11416.2

Other current l iabi l i ties -235.4 -236.5 -159.9 -190.8 -192.0 -196.3 -202.2 -208.4 -211.9

As % of revenue 1.3% 1.4% 1.0% 1.3% 1.3% 1.3% 1.3% 1.3% 1.3%

Other non-current l iabi l i ties -1744.8 -2087.6 -1523.1 -1624.9 -1634.9 -1672.1 -1722.1 -1775.2 -1804.6

As % of revenue 9.9% 12.6% 9.8% 10.8% 10.8% 10.8% 10.8% 10.8% 10.8%

Redeemable interest -778.9 -845.6 -910.9 -981.2 -1057.0 -1138.6 -1226.6 -1321.3 -1423.3

Growth y-o-y 8.6% 7.7% 7.7% 7.7% 7.7% 7.7% 7.7% 7.7%

Noncontrol l ing interest -396.0 -376.9 -357.6 -314.0 -280.4 -255.8 -237.7 -224.3 -214.7

As % of previous year total equity 7.5% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2% 7.2%

Net Financial Assets -12379.0 -11545.1 -11979.5 -12751.1 -13096.1 -13623.6 -14214.2 -14780.2 -15070.7

Equity

2015 2016 2017 2018 2019 2020 2021 2022 2023

Reformulated Total Stockholders' Equity 5024.6 4954.0 4349.4 3884.5 3543.2 3292.5 3107.8 2973.7 2872.6
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