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Introduction
McCormick & Company, Inc. (NYSE: MKC | price: $106.59103.20) was founded in 1889 in Baltimore, Maryland, with current headquartered in Sparks, Maryland. is aAs a global  global corporation, MKC that manufactures and sells spices and flavorings in two operational segments: consumer and industrial. The consumers segment includes retailers such as grocery stores, drug stores, and e-commerce platforms. In 2017, this segment generated 62% of sales and 72% of the company’s operating income. In comparison, the industrials segment includes multinational food manufacturers and foodservice customers. This segment generated the remaining 38% of company sales and 28% of operating income for 2017. ​MKC was founded in 1889 in Baltimore, Maryland, and is now headquartered in Sparks, Maryland. With approximately 20% share of the $11 billion global market, McCormick’s portfolio includes brands in 150 different countries and territories. Of the this 20% market share, 67% results from the Americas, 20% from Europe, Middle East, and Africa, and 13% from the Asia-Pacific Zone. 	Comment by LeMay, Elizabeth Anne: Give examples of customers and percentage of revenue	Comment by Caitlin Setterman: Done
	Comment by LeMay, Elizabeth Anne: First sentence

[image: ]With a market cap of $13.72 billion, MKC is a global leader in the Food Products Industry.

Recommendation
We issue a buy recommendation for McCormick & Company, Inc. based on a 1-year target price of $114.50148.83. This intrinsic value represents a 7.4344.21% upside potential from the April 11May 4, 2018 closing price of $103.206.59. We see MKC as a strong addition to our portfolio due to its steady and consistent growth potential of Over the last five years, MKC has displayed steady growth of 2-3%, resulting from continuous product innovation, cost-saving efforts of the company, and recent merger and acquisition activity. MKC engages in frequent acquisitions to drive growth and expand value chain activities. The most recent acquisition of Reckitt Benckiser Group’s food division (RB Foods) resulted in a 9.56% YOY growth in revenue from 2016 to 2017. An estimated 6.5% of this growth was is attributable attributed to the acquisition, while 3% resulted from organic growth of the company. After seven acquisitions in two years, MKC has added a substantial amount of debt to their balance sheet. Therefore, we anticipate a standstill in M&A activity through 2020 to allow the company to repay a portion of the accrued debt with their ample free cash flow. MKC will continue strategic to strategically focus expansion in both developed and emerging markets in which there is growing consumer demand in bold, flavorful products, with strong focus on Europe, the Middle East, and Asia. 	Comment by LeMay, Elizabeth Anne: We see MKC as a strong addition to our portfolio die to it’s steady and consistent growth potential las shown by 2-3%...	Comment by Caitlin Setterman: Done
	Comment by LeMay, Elizabeth Anne: MKC engages in frequent acq to drive growth and expand value chain activities, most recent one…	Comment by Caitlin Setterman: Done
	Comment by LeMay, Elizabeth Anne: Ex of emerging market	Comment by Caitlin Setterman: Done

Investment Thesis
Product Innovation: The recent health movement has consumers increasingly interested in fresh, healthy, and flavorful food options which has posed a threat to many companies within the food industry. MKC, however, is well positioned as these trends continue to emerge. Increasing investment into research and development has allowed MKC to develop productsas these trends continue to emerge.  Research and development has allowed MKC to develop products that appeal to a wide variety of consumer tastes, since consumers respond well to continuously new product offerings.	Comment by LeMay, Elizabeth Anne: what market- foodservice??
Cost Restructuring Initiative:  Recent inflationary pressure, as well as the volatility of raw materials, has led to a significant increase in material and production costs industry wide. In response to this issue, MKC has implemented a Comprehensive Continuous Improvement (CCI) program aimed to improve productivity and reduce operating costs. In 2016, MKC set a four-year cost savings goal of $400 million in hopes of allocating additional funds into brand marketing and product innovation. In just two years, MKC has delivered $226 million in cost savings, a signaling that the company is on track to meet the four-year savings goal. 
Mergers and Acquisitions: Since 2015, MKC has completed seven acquisitions with the intent to drive sales and profit in both of its business segments. MKC’s most recent acquisition of Reckitt Benckiser Group’s food division aimed to also expand the opportunity for international growth and diversification. This acquisition, including products such as Franks RedHot and French’s, has also allowed MKC to expand its flavor options in the condiments category. Unlike prior acquisitions, which were financed through the use of cash and short term borrowings, the RB Foods acquisition was financed through the issuance of 6.35 million shares of common stock as well as senior unsecured notes and pre-payable term loans. The projected increase in sales for 2017 and 2018 would allow MKC to pay back the pre-payable term loans in the short run, ultimately influencing this financial decision. Although McCormick plans to cease acquisitions until they can cover debt from previous activities, the impact of the recent major mergers and acquisitions will continue to further growth during the next two to three years.	Comment by LeMay, Elizabeth Anne: Maybe think of a different key driver since they are ceasing M&A activity for awhile??
Dividend Policy 
[bookmark: _GoBack]For many years McCormick Co. has been seen as a “dividend aristocrat” as it has payed dividends every year since 1925 and has had increasing dividends for the last 31 years. McCormick Co. has maintained consistent dividend growth to compensate their loyal shareholders and customers as well as add value to their company in the eyes of investors. When looking at dividend per share, the 2017 value of 1.88 has increased roughly 20% in the past 3 years and is estimated to grow to 2.25 by 2020. The dividend payout ratio is also on the rise with a significant increase of 24% from 2016, which is also expected to continue going forward. The consistent growth of dividends for the last three decades and the expectation of this trend to continue are strong indicators that McCormick Co. values its shareholders and will continue its successful operations for years to come.
Valuation
To reach an intrinsic value for MKC, two valuation methods were used: . The first method used for valuing the company was a five-year DCF model and EV/EBITDA multiples valuation. Using a terminal growth rate of 1.5% and a WACC of 6.094.50%, a price of $90.88146.08 was derived. A sensitivity analysis of ±.25 basis points on the terminal growth rate and WACC resulted in an intrinsic value range from $89.58 - $92.76144.42 to $147.77. The second valuation method used was an EV/EBITDA multiples valuation. Peers were selected through the analysis of annual revenues, market cap, P/E ratios, and inventory turnover ratios. (A chart of the peers used in this relative valuation can be found in Table 1.) Using MKC’s 2018 EBITDA of $853.07 and an average peer multiple of 27.62x, a relative valuation of $152.94 was derived. Weights for the models were split 50/5060/40, with greater emphasis on the DCF model, and resulted in a 1-year target price of $114.50148.83, representing a 7.4344.21% upside potential. 	Comment by LeMay, Elizabeth Anne: Different split to show a little more upside??	Comment by Caitlin Setterman: Done
Risks 
We see three key risks for McCormick, but believe the company has taken the necessary steps to mitigate any downside potential resulting from the following factors. 
Global Business Risk and Commodity Pricing: As a geographically diversified company with 40% of revenues resulting from transactions outside the US, MKC faces risk from its exposure to global currency fluctuations. In addition, a significant portion of cost of goods sold results from the purchase of raw materials, especially vanilla, pepper, capsicums, and garlic. The majority of these goods are purchased outside of the US, where pricing can be volatile due to unpredictable weather, domestic costs, and government subsidies. While MKC does not use derivatives to hedge this type of risk, they do use customer price adjustments and future delivery purchases to mitigate any resulting exposure. 
Highly Competitive Industry: The spices and seasoning sector is very competitive. With extremely low-cost products, companies must compete on other values such as unique flavors, visual appeal, and shelving placement. In addition to peers used in the EV/EBITDA valuation model, MKC competes against national players such as Hormel, Kraft, and Heinz, and is able to mitigate resulting risk through leveraging its competitive advantages and responding quickly to changing consumer tastes. 
Concentrated Buying Power: MKC receives about 20% of its revenue from two customers: WalMart and PepsiCo (as of FY 2016). This gives a large amount of pricing power to a small number of companies. If these companies decided to switch producers, that would have an unfavorable impact on MKC. However, MKC has excellent relationships with its customers, so we see low probability of this occurring. 


Management
Lawrence E Kurzius (59) currently serves as the Chairman, President, and Chief Executive Officer for MKC. Mr. Kurzius was first elected on the board in 2015 as Chief Operating Officer and President. In February 2016, he was named Chief Executive Officer and one year later named Chairman of the Board. His combined compensation in 2017 was $9 million, with a approximately 40% f majority from stock options. Michael R Smith (53) currently serves as the Executive Vice President and Chief Financial Officer for MKC. Mr. Smith was elected to his current positions September 1, 2016 after holding various roles within the company.




Stock Chart of Past Year Performance
Figure 1: MKC Stock Prices
[image: ][image: ]Source: Bloomberg


Peer Analysis
Table 1: Valuation Peer Analysis
[image: ][image: ]
Ownership
Table 2: MKC Ownership
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Top 5 Shareholders
Table 3: MKC Top 5 Shareholders
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Price $103.20 Beta 0.75

Price Target $148.83 WACC 4.50%

52 week High/Low $111.26 / $90.25 Net Income Margin 9.88%

Market Cap 13.68 Bill ROE 22.81%

Avg Daily Volume 1.02 Mill ROA 6.36%

Dividend $1.88 Price/Earnings 24.5

Yield 2.00% EV/EBITDA 20.3
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Market Cap (bil) Revenue (mil) P/E Ratio EV/EBITDA Inventory Turnover

McCormick & Co.  MKC 13.681 4.834 24.50 20.30 3.64

General Mills Inc. GIS 26.799 15.620 15.10 11.20 6.94

Campbell Soup Co.  CPB 13.127 7.890 14.60 9.90 5.25

Kellogg Co.  K 22.525 12.667 16.10 11.60 6.44

Conagra Brands Inc.  CAG 14.619 7.827 19.50 10.30 5.54

Hershey Co. HSY 20.986 7.515 21.00 13.10 5.43

Peer Average 19.611 10.304 17.26 11.22 5.92

Name Ticker

Source: Bloomberg
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% of Shares Held by Institutional & Mutual Fund Owners:



91.00%

Source: Bloomberg

% of Shares Held by All Insider Owners: 



0.09%
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Holder Shares % Out
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