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Growth Projected in Food and Beverage Industry

The food and beverage industry provides
an almost ideal lens through which to
view the general state of the economy.
The industry is directly connected to

the consumer and it has been actively
responding to consumers who eagerly
use social media and mobile technology
channels to help them make buying
decisions. New technologies, such as
data and analytics, among other tools,
have also been embraced by the
industry and are being used to improve
business models and profitability.
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With these trends in mind, KPMG
recently surveyed over 100 food and
beverage executives to gain added
insights about their industry and the
general economy.

Growth is a priority

Growth is a priority for executives

in this sector and was the number
one initiative. In fact, more than half
(58 percent) of respondents said that
they planned to invest capital to drive
growth. The key areas in which they
plan to invest are acquiring a business
(33 percent), expanding existing
facilities (31 percent), and investing in
new products or services (28 percent).
Almost half of respondents

(48 percent) indicated they also
expect to increase spending for
geographic expansion.

Industry revenues continue to climb
dramatically this year; the percentage
of respondents whose companies
experienced an increase rose from

57 percentin 2012 to 84 percentin
2013. And revenue growth is expected
to continue. According to the survey,
81 percent of the executives predict
that their companies’ revenues will
increase next year as well, with over a
third (38 percent) expecting growth of
six percent or more.

How will food and beverage companies
be able to maintain these revenue
increases? Growth drivers include
product innovations (38 percent),
attracting new customers (35 percent),
capturing alternative sales channels

(25 percent), focusing on healthier and
specialty products (23 percent), and
through M&A activity (20 percent).

However, the economy is still
challenging for many consumers

and limiting the ability of food and
beverage companies to raise prices.
Pricing pressure continues to be
identified as the highest barrier to
growth for these companies. In fact,
the percentage of respondents citing
this concern increased from 42 percent
in 2012 to 51 percent this year. Other
significant growth barriers are volatile
commodity prices (31 percent), labor
costs (28 percent), and regulatory and
legislative pressure (21 percent).

According to respondents, the most
significant threats to profit margins over
the next 12 months result from the costs
of inputs or merchandise (46 percent),
discounting and other sales incentives
(40 percent), and decreased sales
volume (38 percent).

Data and analytics aids operations
and profitability

Data and analytics is becoming
increasingly important for this consumer
driven industry and it is enabling
companies to know their customers
better. In addition to obtaining insights
into customer preferences, companies
are leveraging data and analytics to
support brand and product management
decisions, pricing decisions, and to
optimize operations. For example, these
tools can be used to better predict the
combined tax, regulatory, and business
impacts of a planned global expansion.
Risk management can also be

improved as a supplier's upstream and
downstream financial and operational
health becomes more transparent.
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Specifically, 59 percent of respondents
said they use data and analytics for
customer insight, 58 percent said
they use it for brand and product
management, 56 percent use it for
pricing decisions, and 52 percent use
it for operating model optimization.?
The best use of data and analytics
was found to be in driving operational
improvements (49 percent), followed
by product positioning (42 percent),
acquiring customers (35 percent), and
competitive intelligence (32 percent).®

More than half of those surveyed

(53 percent) said that their company
has high literacy or is rapidly moving
towards high literacy in this area.
However, 46 percent of survey
participants rate the data and analytics
capability of their companies as
average or below, indicating that

this is an area where companies can
improve. Leveraging this capability is
expected to be a key enabler for better
performing companies in the future.

Another transformative technology
cited by respondents is social media.
Forty-six percent said that social
media (Facebook, Twitter, Pinterest)
is having a significant impact on

their businesses. Other important
technology-related trends include
mobile/online consumer engagement
(45 percent), mobile/online promotions
(31 percent), mobile/online shopping
(24 percent), and the ability to use
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technology to compare products and
prices (23 percent).* Not surprisingly,
learning how to respond to consumers
through social media is an important
priority.

Modest economic improvement
expected, but challenges remain
Food and beverage executives expect
modest improvement in U.S. business
conditions will continue. More than half
(52 percent) believe that the economy
will improve in the coming year. Most
executives (79 percent) predict that
the industry will experience growth in
2014, with modest gains of five percent
or less anticipated by the majority of
those surveyed (62 percent).

Improved but still relatively weak
consumer confidence (cited by

52 percent), and prolonged
unemployment (cited by 42 percent),
continue to plague the industry and
remain the top two factors limiting
their companies’ prospects. Other
issues expected to hinder industry
growth include increased government
regulation (41 percent), uncertainty in
the credit markets (16 percent), and
limited access to credit for consumers
(15 percent).’ In terms of regulations,
the Food Safety Modernization Act,
which requires sweeping changes to
the nation's food safety laws, was the
piece of legislation that most executives
were focused on (82 percent).

Thirty-eight percent were concerned
with healthcare reform, 36 percent
were concerned with product recalls,
and 20 percent were worried about
labor and immigration laws.®

When asked about the biggest

threat to their business models, the
largest percentage of respondents
(42 percent) cited losing share to low
cost producers. Other worrisome
issues included political/ regulatory
uncertainty (35 percent), energy costs
(29 percent), and lack of a qualified
workforce (25 percent).

Conclusion

KPMG's survey confirms that the
industry continues to make positive
improvements, with most executives
expecting continued increases in
revenues, as well as considerable
investment in growth initiatives,
including M&A. Companies are
responding to tech-savvy consumers
and using new technologies, such as
data and analytics, to better respond
to consumer needs and help increase
operational efficiency and profitability.
However, the food and beverage sector
is challenged by pricing pressures,
volatile input costs, and discounting.
Acquirers of food and beverage
companies should consider all of these
factors and in their due diligence.
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KPMG LLP'sTransactions & Restructuring (T&R) Services practice provides merger, acquisition, and
divestiture support by identifying key risks and benefits that help derive value from a deal. KPMG offers
assistance throughout the transaction life cycle, including due diligence, accounting advisory, buy-side
and sell-side advisory, debt and equity advisory, integration and separation advisory, synergy and
operational analysis, and other corporate transaction initiatives. WWe remain independent of financing
sources, helping to ensure that our efforts are objective and aligned with the goals of our clients.

Our Restructuring professionals work alongside lenders, stakeholders, and management to help identify
and develop actions that can improve cash flow, profit and loss, and the balance sheet. Our range of
advisory services is tailored to the needs of both strategic and private equity investors, including limited
partners, general partners, and portfolio companies.

Corporate Finance services, including Financing, Debt Advisory, and Valuation Services, are not performed
by all KPMG member firms and are not offered by member firms in certain jurisdictions due to legal or

regulatory constraints.

The information contained herein is of a general nature and is not intended to address the circumstances
of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act upon such information without appropriate
professional advice after a thorough examination of the particular situation.
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