Case Analysis – Whole Foods Market and Wild Oats

The Merging and Acquisition

University Canada West July – Lecture: MBA Strategic Leadership

Student: Marcelo Da Costa

Professor: Mrs. Sydney Scott

     I. EXECUTIVE SUMMARY

In February 2007, the Whole Foods Market’s CEO[1], John Mackey announced what was defined by himself, “the most opportunistic step” given by his company in terms of expansion, since its beginning. The achievement was the acquisition of its main competitor player business so far, second positioning in its segment, the Wild Oats Markets, from Boulder - Colorado – USA,  per $565 million dollars.

The Whole Foods Market - a company with annual revenue of $5,607 billion dollars and 42,000 “team members”; leader in its segment Natural and Organic Retail Foods - confirmed with this deal its expansionary adopted strategy, in the mid-1980s, focused on a strong organic growth and a consistent small business acquisition.

Over the years, WFM[2] became a recognized one by offer natural and organic foods with a distinguished quality (totally chemical and processed free) and by being determined to involve its customers, employees and shareholders into a concept that render its stores and products into the customer life style.

The organic and natural industry predicts a world’s annual revenue of $31 billion dollars and, this industry is driven to server an up-scale consumer, clients focused on and demanded by products with the highest quality and, totally wiliness to disburse for a premium price for keeping their way of life.

The Whole Foods Market has a portfolio of 186 stores, with 50,000 average square feet. Its motto is Whole Foods, Whole People, and Whole Planet. This numbers already includes the Wild Oats 109 stores in which 35 were sold, 12 closed and one-third of the remaining number of stores were converted in World Foods Market.

Despite the judicial battle which the Whole Foods Market CEO’s John MacKaye has been facing with, filed by the Federal Trade Commission, the merging between the two companies is going on and, stores, operational activities, systems have been integrated and, the researches per synergies are in place; all in order to keep expanding the Whole Foods dominions and market-share penetration. The current goal to WFM related to this subject is to win the second round of this judicial battle against the FTC, what is under consideration.

Whole Foods Market has been continuously working to gain representativeness and market-share and, based on its efforts and consistency over its history, the company moved into the level of world’s largest retail chain for natural and organic foods.

    II. INTRODUCTION:

   The proposal of this case study is to provide a consistent analysis of the WFM history, addressing at the end a conclusion and recommendations that will be specially focused on its current moment projected onto a short and middle-term perspective.

   III. SITUATIONAL DESCRIPTION

   a. The Company History Analysis

              i. Timeline, strategy over the times, strategic positioning

               After reading the case, one can understand that since the beginning of its operations in the 1980s the Whole Foods Markets strategy has been targeted on partnership, acquisition, expansion and growth and, on providing foods with the highest quality. With very well educated team, very good services and a defined philosophy, WFM has become the main and the only choice to its customers.

               The company started-up counted with one store in USA. After twenty years though, dominates the entire American territory. Decided to go loaded overseas to acquire new customers and markets WFM landed in Canada and U.K, Europe and started its operations overseas.

               Structural Development:

               So far, the company accomplished with a strong structural development with more than seventeen (17) acquisitions and, the last and biggest acquisition process is on going. Such acquisitions have provided to WFM a huge geographic expansion. Organic growth and acquisitions has represented an important strategy background to WFM and based on that, the company has increased its number of stores significantly from the past two (2) decades. See Graph bellow.
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               Graphic - WFM - Structural Growth - (#) of Stores

               * Discounted 35 stores sold and 12 stores closed from Wild Oats Markets acquisition

               The WFM announced in February 2007 the Wild Oats Market acquisition. However, four months after the announcement, the U.S Federal Trade Commission filed lawsuit against WFM deal. After receiving a favorable court decision Mackey initiated the operational merging but, unexpectedly on October 2004 the FTC[3] appealed the decision arguing that many Wild Oats stores were still operating under its banner and the district court had applied had applied incorrect legal standard to its decision. From April’08 so far, the court had not provided an answer or a timeline decision, yet.

               The Business Orientation:

               The WFM started-up its operations as a natural food store. However, over the time, acting in different markets the company had the chance of facing with different kind of customers who even though, sharing the same wish (buying natural and health foods) have demonstrated different expectations and needs, according their geography. So, grocery stores were added to WFM portfolio and, now-a-days investments are concentrated in a continuous stores up-grade. Restaurants areas, “the third place” have been added and, instead being a place for purchasing products, only. The WFM wants to change the way customers shopping and experiencing foods. The company wants to render itself into its customer’s way of life.

               One big change that has been implemented to accomplish with this strategy has been the store breadthways increasing. It has jumped from 12,500 square feet from the first one opened in Austin to the 50,000 square feet on average now-a-days. New stores can reach up to 80,000 square feet.

               Product pricing, is another important variable that following the WFM defined strategy and its evolution has suffered some changes over the times. Natural and heath products are per consensus a more expensive type of product, consumed by more financially up-scale people. But, based on the new concept “WMF the life style brand” the product charged prices became premium.

               So, a breadth line of products, a new and huge store’s layout and infra-structure, a premium price strategy and a dedicated focus in Quality has guided over the times the WFM business orientation.

               Financials Analysis:

               As a leader in its segment and with the punch toward to growth, the WFM has increased its staff. The number of employees – called team members – jumped from nineteen for the first store to 42,000. The company has also increased the number of stores, the square feet per store has increased, as well.

               The financial figures as per shown in the exhibit 3:

                - Revenues:  It has growth basically one digit a year or Seventy Eight 78% in the last four years.

                - Operating Incoming: It has showed a consistent growth from 2003 to 2006 of Ninety One percent - 91%

                - Net Income: It has increased significantly in the same period. 106% this growth has helped the Net Income Margin in the last four years to approximate of 4% what would represent $50 million dollars over the current result, keeping all growth conditions for Revenue and OP.Inc.

               The sales volume per stores keeps growing with good performance.

               However, based on the exhibit 3, a negative trend is observed for the WFM Stock Price has reduced drastically however, the P/E still is above the industry average. After the merger with Wild Oats Markets announcement and approval, the SP[4] showed significant recovery but after the Federal Trade Commission appeal it once again turned back down.

               Additionally, in order to accomplish with the deal a revolving line should be increased to $250 million and, a term loan of 700 million was required. G&A costs reduction synergy is observed as well as the advance on the WFM penetration into a significant new market.

               In an overall perspective the WFM figures make the company a non financially reliable one.

               Human Resources and Management Analysis:

               The WFM’s employees are called by “TEAM MEMBERS” .They are experts, very well trained, educated and knowledgeable in natural foods and grocery stores. They are really able to render its customers and make them believe that “WFM should be its (customers) life style”. Those Team Members, they are for the WFC as pastors to their churches, they are full of faith and are connected into the business Vision, Mission and Values. They are passionate to Natural and Organic foods and way of life. It means that the way of life proposed by WFM applies first to its employees lives.

               The company offers a compensatory package of benefits with medical care assistance included and bonus per profitability.

               Team members are also empowered by the company processes and basically are evaluated trough those processes, by their peers. They can accept or deny a new team member acceptance in their team. And, each team is a cost allocation center per definition, and it is managed by them. All processes indicators (productivity, effectiveness, customer satisfaction etc) as well as, financial (Salary and benefits) are public information and, is disclosure on a monthly basis to all team members.

               All management decision toward to the team members are based on transparency, process, profitability and customer.  The same path is followed in the relationship to share-holder. WFM management is defined by involvement – team player – and transparency.

               Mission, Vision and Values:

               Willfully, I decide to approach this topic at this time. After going over some specific aspects that permeate the WFM history - its acquisition and growth strategy, its drive in terms of product and process quality, its stores expansion and concept definition & design, its pricing and approach to its customer, its relations with employees and share-holders - after seeing some those WFM historical is more easer to define these tree concepts and understand the reason the company calls it as “DECLARATION OF INTERDEPENDENCE”. “Whole Foods, Whole People, Whole Planet”.

                - Vision: According stated by the WFM’s CEO John Mackey the company has as main objective to be “A lifestyle brand that create a unique shopping environment built around satisfying and delighting its customer”… supporting team members happiness and excellence, creating wealth through profits and growth and caring about the communities and the environment.

                - Mission: The WFM business is defined by being a company driven and aimed to set the standards of excellence for food retailers. High standards permeate all aspects of this company. Quality is and must be state of mind at Whole Foods Market

                -  Values: The company Values are stated inside each aspect of its Vision and Mission and can be highlighted as: Passion For Food, Quality Standards, Satisfying and Delighting Our Customers, Extraordinary Customer Service, Education, Meaningful Value, Retail Innovation, Inviting Store Environments, Empowering Work Environments, Self-Responsibility, Self-Directed Teams, Open & Timely Information, Incremental Progress, Shared Fate, Stewardship, Profits, Sustainable Agriculture, Wise Environmental Practices, Community Citizenship, Integrity In All Business Dealings, Integrity in All Business Dealings, Honesty and Communication, Transparency, Innovation/Differentiation

             ii. Wild Oats Market Timeline, strategy over the times, strategic positioning

               The case also presents the Wild Oats merging and acquisition by the Whole Foods Market.  The WOM[5] history and some of its characteristics are very similar to all that were studied and described about WFM.

               Wild Oats basically is a ten (10) years younger company than Whole Foods is. And, since its start-up in 1987 the company strategy has been targeted on geographic expansion & structural growth and based on delighting and satisfying its customers with a high quality to a natural and organic food offering.

               The company is a national wide one in USA, and pursues stores in Canada, also.

               Structural Development:

               So far, the WOM accomplished with a strong structural development which includes more than six (06) acquisitions. Acquisitions and the organic growth have provided an important strategic background to WOM. The company has increased its number of stores significantly since its start-up achieving a total of 109 stores.

               The Business Orientation:

               As well as WFM, the Wild Oats started-up its operations offering natural & organic foods and farmers’ products. On the other hand, Wild Oats decided to offer in its stores a line of conventional products normally offered by supermarkets, such as, body care, vitamins, baked goods, dairy, frozen etc.  A line of private label and imported products is also offered.

               The average square feet of WOM stores is about 24,000 it is 50% less than what WFM has practiced, so far. As the product line breadth is a large one, product prices, in WOM can varies. Particularly in this case the premium price strategy isn’t the big focus. The focus is to providing superior service to its customers and a great place to work.

               So, a breadth line of products, stores with an adequate layout and infra-structure, a varied price strategy that adequate to the large existing product line and a dedicated focus in Quality of product and services has guided over the times the WOM business orientation.

               Financials Analysis:

               The financial figures presented by Wild Oats, specially on exhibit 4 demonstrate a company with some important triggers being activated which requires a particular attention on the company financial analysis for short and middle-term decisions.

               The financial figures as per shown in the exhibit 4:

                - Revenues:  It has basically become flat $1, 1 bi for 04, 05 and 2006.

                - Operating Incoming: It has remained under-performing on average about (- $3) million for 04, 05 and 2006.

                - Net Income: It has remained under-performing on average about (- $18) million for 04, 05 and 2006.

               Additionally, a $48 million in equity was raised by WOM and need to be administrated. The company operates without a CEO and a CFO[6] such fact suggests that WOM might be going ahead without a compass, especially on the financial aspects.

               On an overall perspective the WFM figures make the company a financially not reliable.

               Human Resources and Management Analysis:

               The WOM has 6000 employees who are experts, very well trained, educated and knowledgeable in its range of products. However the organizational environment is a not good one, with employees facing with some stores having its doors closed, problems with suppliers and a new management team with an interim CEO.

               Since the merging process has started-up, an internal instability for WOM employees has increased considering that 35 stores were sold, 12 closed and one third converted in WFM stores. But now, WFM is facing with regulatory lawsuits and the merging is under threatens.

               The shareholders they are suffering with hold and sell ratings.

               WOM management is working under high pressure, being a multi-market cultural and recently composed team with professional coming from different players and different segments of the industry.

               Mission, Vision and Values:

               The Mission: “… to provide education and products that promote health and well-being”.

               After merging with WFM we can assume that the Values and Vision are the same stated by WOM.

            iii. Comparison

               The objective of this section is to summarize comparisons between the two analyzed businesses: The Whole Foods and Wild Oats Market. The evaluated items are Product Line; Business Length; Finance; Market-Share; Strategy and Vision, Mission and Values.

    IV. SITUATIONAL ANALYSIS – SWOT

   a. The Whole Foods Market Strengths and Weakness Analysis

   The Whole Foods Market strengths are their good financial management that provides business reliability to incoming investment needs. They have and excellent brand reputation which supports the relationship between WFM and its customers.

   The Team Members is one of the most valuable assets for WFM. They are very well trained and committed and are the main connection between the business with its proposals and the customers and its needs.

   The reputation comes from the passion they have to quality products. Such passion ensures the highest customer satisfaction ratio and sustains the brand name reputation. They are able to manage changes, to act in adversities and they have a very experienced management team. One of Whole Foods weakness is the current price strategy that is highly vulnerable to the market stability.

   The low ability to growth organically leads the business to a constant focus on acquisition and shows an internal operational deficiency.

   The narrow product line contributes for a easy short-term attack from conventional supermarkets.

   b. Whole Foods Strengths and Weakness Matrix
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     V. SITUATIONAL ANALYSIS – SWOT

   a. The Wild Oats Market Strengths and Weakness Analysis

   The Wild Oats Market strengths are their large product lines that allow the company competing within different segments with different players such as regular supermarkets, private label and natural and organics. They have the ability to grow organically, it means, fast movements and actions to open new stores.

   With a large product line, the WOM pricing strategy is diversified and able to please different customers profiles, in different segments with different expectative. The reputation comes from the passion they have to quality products. Such passion ensures the highest customer satisfaction ratio and sustains the brand name reputation. The WOM stores have an adequate sizing.

   One of the Whole Foods weaknesses is the current financial health. The company revenues are stable for more than tree years and the profitability with negative figures. Additionally, after merging a term loan of $700 millions will be added to the existing debts plus, a revolving line of $250 million.

   As mentioned already before, the current management team operates under-pressure, they come from different businesses, they have different cultures and, the company hasn’t a CEO and a CFO.

   The organizational clime is poor due to the largest number of stores closing and especially due to the FTC’s appeal against the deal with WFM that can re-invert the closed deal and leaves WOM in a worst situation.

   b. Wild Oats Strengths and Weakness Matrix
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    VI. COMPETITIVE AND ENVIRONMENT ANALYSIS – SWOT

   a. The Organic and Natural Food Industry

   Experiencing annual growth rates of more than 20% during previous five years, the organic and natural food market is a very attractive one. Additionally, consumers of organic and natural foods are committed with specific causes, committed with quality and, they have natural and organic foods as their way of life. The segment has experienced profit margins from 5% to 20% better than regular and traditional groceries chain. As WFM is the number one and WOM is the number two in this segment, together they will dominate this market.

   However, orthodoxy natural and organic foods consumers they are not open to the idea of regular supermarkets within natural and organic grocery stores.

   According to the International Trade Center, the world’s size of this market can reach $31billion a year.

   In Canada for example; the composition of the US and Canada retail market is described in the chart bellow that was provided by the Government of Alberta – Canada according survey developed by the “Environics Reseach Group”.

Canadians have good propensity to experience Organic Foods, based on a survey made in 2000. Only 26% declared that never experienced organic foods. But, 40% of surveyed people declared regular or more than regular consumers.

Yet, according to research people who are within the 40% have the following characteristics:

[7] “Heavy (regular) buyers, the 18%:

    * Sixty per cent are female

    * They are under-represented in the $60 to 80K income range

    * They are more likely to be from British Columbia (30%)

    * They are less likely to be from either Saskatchewan (7%) or Alberta (12%)

    * They are slightly more likely to be in the 25-34 age group than in the over 55 age group

Light buyers, the 22% who purchase organic foods several times a year, more closely resemble the average Canadian consumer profile with the following differences:

    * They are under-represented at the $60 to 80K income range”

    * They are slightly more likely to be in the 18-34 year age group and slightly less likely to be over 55 years of age

Based on reading we can conclude that the environment is totally favorable to this Industry:

- Demographic: In USA and Canada population growth is a reality and the number of new enters in those place as well. The amount of people growing is a potential market to this industry.

- Socio-cultural: Health, longevity and quality of life. Organic and natural foods are becoming part of people life.

- Economic: As per demonstrated in the survey, people who choose this type of food are wiliness to pay above average or a premium price to those products.

- Political-Legal – This is a very well educated market; regulated and monitored so, regulations have to be observed to players that want to play in this industry.

- Technological – Opportunities arises to innovation.

- Global: Leaders in this market can export their products, process but, mainly its concepts and cultures. The world is open and wiliness to this industry.

Suppliers: Even though, Wild Oats suppliers are facing with problems, after merging they are working to the largest company in the world in this segment. And, WFM will well evaluate in order to optimize this service. A competition among them can be positive to reduce supplier’s costs. It is a profitable game to suppliers and to WFM, too.

   b. The Organic and Natural Food Industry  - Opportunities and Threats

The main opportunities to Whole Foods Market and, already considering the Wild Oats acquisition, is to diversify the existing WFM’s product line. It means variety, flavor and experience some product niches driven to natural and organic foods coming from different countries such as India, China, Japan and South America.

The sharing of employees experience is another huge opportunity that can add to WFM more ability to treat with customer’s diversity behaviors and expectation. WFM can also gain agility to face with operational challenges such as new stores opening requirements and get experiences from different company’s cultures.

Considering that chances are and risks are of an attack from regular supermarkets to WFM, a diversified pricing strategy is important to provide access to potential customers into this segment.

The Threats are most of them related to the merging. This project requires an especial care from the WFM senior management.

First of all, the lawsuit must be better evaluated. A stake-holder analysis must be performed and the reasons at play for the FTC appeals have to be detailed, understood and mitigated. There is a huge legal cost involved that need to be calculated and provisioned on the WFM sheets.

Additionally, the WOM financial health inspires vigilance and especial care. A CFO have to be in charge of and, address the main financial issues to be coordinated and solved aligned with the WFM financial plan, as a whole.

Operational merging and technological conversion have to be better detailed and chronogram dates revised. It can involve a huge cost and a direct impact on to the operational results as well as on to the human resource.

Regular supermarkets based on the defense stated by Mackey in the court, considering WFM able to have several retail activities in its stores, open a room to regular supermarkets introduce and offer natural and organic foods in its stores regularly and advertise it.

A cultural merging is important to lift up the WOM team morale. Introduce this team in a motivated culture and motivate them to contribute to their new company with their experiences.
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   VII. INTERNAL ANALYSIS WITH CORE COMPETENCES

   a. The Whole Foods Market Core Competencies

   The Whole Foods Market, especially with the Wild Oats has, according to the case, full condition to dominate the natural and organic foods market. The two companies combined assume the leading of this market and have open doors to act in adjacent markets.

   The WFM combined with WOM competencies go trough its team member education, product and process quality, the brand reputation, the stores layout and model and the management system.

   This analysis intends to answer two questions:

   1) Do the resources enable the WFM to exploit an external opportunity or neutralize external threat?

   2) Do the resources results in an increase in revenues and a decrease in costs?
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And, based on the analysis the existing WFM internal resources added to the WOM core competences allow the company to neutralize external competitors. However some up-grades in terms of internal information protection and systems should be observed.

In terms of financial and, considering the WOM financial situation the existing and combined core competencies are vital to increase revenues and reduce costs.

Whole Foods Market is much more driven to differentiation by offering Uniqueness products.

  VIII. PERFORMANCE AND GAPS IDENTIFICATION

   a. The Whole Foods Market – SWOT analysis

This analysis intends to provide an evaluation of any existing gap that can impact on WFM goal of being the largest natural and organic retail foods company.
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    IX. SUMMARY OF STRATEGY POSITION

   Whole Foods Market has an excellent competitive advantage and an unique competitive opportunity after merging to Wild Oats. Analyzing Strengths, Weakness and, especially Risks and Opportunities is tangible the company leadership in a very attractive industry.

     X. ISSUE IDENTIFICATION

   Based on the analysis some questions arise:

   1) How is the fastest way to WFM solving the regulatory issue faced with FTC?

   2) How can WFM optimize the merging process?

   3) How can WFM continue their success by attracting new non-user customers as well as gaining customers from competitors?

    XI. CRITERIA FOR CHAGING RECCOMMENDED ACTIONS

   The recommended actions are aligned with the points scored in the SWOT matrix and VRIO matrix as well. The prioritization of those suggested topics follow such methodology.

   XII. RECCOMENDED ACTIONS

   The suggested actions are:

   1) Regulatory Issue: Solve the regulatory issue – the lawsuit – that has filed by Federal Trade Commission. Threat 1.5  - (Short Term)

        a. Action 01 – Understand FTC reasons for motivations and disagreements.

        A WFM Legal and Operational team should require a meeting with the FTC representatives. This action would be in order to re-start the relationship between FTC and WFM. At this occasion the Whole Foods should try to capture from FTC representatives their points of disagreement. Then, a second meeting must be defined to the WFM team present to FTC, the defined actions and align expectative to the audience. This action can seem theory or superficial but, can give to WFM lawyer the exact weight and sense of how, where and why focus in certain thesis.

   2) Financial Issue: Financial Plan Review – (Short Term)

        a. Action 01 – Hire a CFO as soon as possible to review in depth the financial figures in Wild Oats. Threat 2.0, Weakness 2.0

        b. Action 02 – Identify where synergies and over-laps occurs between WFM and WOM processes and activities – (Operations, Stores, Functions, Employes, Suppliers)

        c. Action 03 – Renegotiate contracts and extend payment terms.

        d. Action 04 – Review the Loan “terms and conditions” evaluating a possibility of take a loan or have an investor.

        e. Action 05 – Expand the center of cost police to all stores.

        f. Action 06 – Involve employees in projects to cost reduction and resources optimization

        g. Forecast Legal expenses in the balance sheet.

   3) – Merging WFM AND WOM Management and Employees experience. Opportunity 2.0, Risk 1.5 – (Short-Term)

        a. Action 01 – Conclude all lay-offs as fast as possible and make a clear communication to all employees about the strategy.

        b. Action 02 – Involve the group of employees with work-shops to capture their Ideas, Afraid, Worries and their concerns. Stimulate shifting of employees between WFM and WOM stores.

        c. Action 03 – Define an Organizational structure to lead WOM into WFM.

        These actions can reduce the resistance by the WOM employee’s side and can at the same time integrate all employees in the WFM culture. Additionally, can motivate them once they will be involved as part of the change. These actions also impact on Cultural Merging - Threat 0.5.

   4) – Review the Narrow Product Line. Weakness 0.3; Competition to regular supermarkets. Threat 0.4; Linear Product Price Strategy – (Middle-Term)

        a. Action 01 – Invest in a large product mix composed by different products, tastes and flavors in all WFM stores. Bring the experience from WOM professionals to this process understanding their product mixing.

        b. Action 02 – Review the product cost composition and redefine a larger price strategy segmented by niches.

        c. Action 03 – Invest in mystery-shoppers, surveys and data-mining to review the customers target market and offerings to potential but non customers yet.

        d. Action 04 – Integrate and training the current WFM senior management into a regular supermarket culture. Study the viability of hiring an expert to key and managerial functions in the structure.

-----------------------

[1] CEO – Chief Executive Officer

[2] WFM – Whole Foods Market

[3] FTC – Federal Trade Commission

[4] SP - Stock Price

[5] Wild Oats Market

[6] CFO – Chief Finance Officer

[7] Seach: Environics Reasearch Group -
