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I. MANAGEMENT SUMMARY

Royal Ahold (Koninklijke Ahold N.V.: www.ahold.com), publicly listed on the NYSE Euronext exchange
(NYSE:AH) and US OTC market (OTC:AHONY), is a global retail supermarket group based in Europe
and the United States with company headquarters in Amsterdam, The Netherlands. Chief competitors /
peer group members include Carrefour, Delhaize, Metro AG, Kroger Co., Safeway Inc., Super de Boer,
Wal Mart Stores Inc., Tesco PLC, and Supervalu Inc. The food retail sector is a highly competitive sector,
with dependencies on geographic presence and sensitivities to consumer spending cycles, consumer
loyalty, and material & supplier pricing pressures. The ability to retain market share via competitive
pricing while safeguarding profit margins via passing-on material costs is thus a sensitive balance. This
case study takes a broad and deep look at Royal Ahold, offering a valuation perspective on the company
during a period of challenge and change to the supermarket retailing sub-sector. The analysis covers the
following components: industry dynamics & firm strategy, historical performance analysis, DCF analysis
(scenarios: standalone base case, standalone management guidance, and buyouts / LBO), alternative
valuation perspective (trading multiples), and results interpretation.
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Ahold Krogers

Figure 3: Via ETrade (www.etrade.com), key figure / ratio similarities between Ahold and Kroger (low relative debt level and high
P/E for Ahold compared to basket of competitors). Note that analysis conducted later in this case had different figures for year
ending 2008 (i.e.: gross margin 26.9%, different P/E and P/BV ratios, ROE and ROIC) – please see accompanying spreadsheet
‘Valuation Ahold’ for details (‘Valuation Presentation’ and ‘Ratios’ worksheets).

The US market generates slightly over half of Ahold’s annual sales, and is thus is a key component in
analyzing company health and value. Supermarket News ranked Ahold's U.S. division No. 7 in the 2007
"Top 75 North American Food Retailers" rating (Chee, 2009). Taking Krogers as a rough proxy for US
market comparison, Ahold compares favorably (in terms of analyst equity investment recommendations)
amongst a basket of US competitors as per Figure 4 below (source: Jaywalk Rating). Krogers has a
strong buy-to-hold rating. Note that contrary to Figure 3 Valuation commentary, subsequent analysis (see
accompanying spreadsheet) suggested that Ahold’s P/E ratio is not appreciably higher than that of peers
(this is additionally backed by Thompson One). Though the Figure 4 comparison focuses on equity
investment analyst recommendations, the positions can be considered indicative of general firm strength.
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Figure 4: ‘Jaywalk Rating’ US Grocery Store Sector Equity Recommendation Matrix - equity analyst buy/sell ratings weighted by
number of Independent Research Providers (IRPs) reporting. Krogers can be considered a rough proxy for Ahold based on similar
multiples as per Figure 3.

Later in this valuation exercise (see section V C), an in depth trading multiples-based valuation is
conducted utilizing a basket of Ahold peer group members including Carrefour, Delhaize, Metro AG,
Kroger Co., Safeway Inc., Super de Boer, Wal Mart Stores Inc., Tesco PLC, and Supervalu Inc. In
summary, for the purpose of understanding Ahold in the context of the food retail sector, it can be said
that Ahold is a major player in both US and European markets and that as a firm it is favorable regarded
amongst comparable competitors by industry analysts.

In terms of broad industry trends, as covered in Section II A concerning the rapid deterioration in the
global economic outlook, in late 2008 consumers cut discretionary spending, shifting to value-oriented
brands and retailers for staples. Discounters saw gains, while premium retailers saw dramatic declines.
Mid-range retailers who had been following the trend toward upmarket retailing were forced into a rapid
about-face to accommodate the new economic realities. In a dramatic example, upmarket US organic
foods retailer Whole Foods Market Inc. (WFMI:NASDAQ) saw more than a 70% decline in equity
valuation in 2008 (see also Figure 4 for analyst peer equity rating). As noted in a recent Business Week
article:

For years, the Austin (Tex.)-based company has fed off the popularization of organic foods,
seeking to cater to ‘customers aspiring to a healthier lifestyle’ with organic vegetables, high-
quality meats, and gourmet cheeses. The company, which runs 271 stores in the U.S., Canada,
and Britain, booked $6.6 billion in 2007 revenue. But as inflation and growing unemployment
have taken a bite out of consumers' purchasing power, some are shunning the store's high-
quality image in search of cheaper alternatives. (McRoskey, 2008)
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Figure 6: Number of stores in each company segment as per
Q4 2008. Note that Peapod is a ‘virtual’ / internet based food retail
company (source: Ahold 2008 Annual Report - Financial Statement)

A historical analysis was carried out: key financial ratios were derived from the 2006 – 8 Balance Sheet
(see Figure 7 – note highlighted items having significant weight). As well, a Profit & Loss Statement was
prepared for the same time period (see Figure 8). Of note, stable EBITDA and net margin can be
observed. An improvement in operating profit can be observed over this time period due to a cost
reduction program. Finally, key financial ratios were derived from this data. Later in the analysis, the
ratios are used to compare to a basket of competitors. In general, as per the comparison with Krogers,
Ahold compares well to competitors. Ahold has a low debt ratio; the stock trades at a relatively high P/E
ratio though, so firm strength is firmly priced into the current equity valuation.
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Figure 7: Ahold Balance Sheet 2006 – 8 with highlighted high-impact items and growth tracking
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Figure 8: Ahold Profit & Loss Statement 2006 – 8 with highlighted high-impact items and growth tracking (note stable EBITDA and net income and improvements in operating profit
via cost reduction program)


