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Our Firs t Responders to COVID-19
The Food and Beverage Industry
Equity markets are experiencing precipitous declines, and over
16 million unemployment claims have been filed during the last
three weeks. With continuously evolving business and
capital markets news emerging daily, food and ag-centric
private equity groups, operating companies and their investors
should expect highly volatile results and startling, unanticipated
consequences for the foreseeable future.
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As the U.S. faces an unprecedented era of heightened
uncertainty stemming from the outbreak of COVID-19, we as a
nation have been starkly reminded of the critical role of our food
and beverage ecosystem. Unique to food and beverage
companies, COVID-19 can greatly impact your business positively
or negatively depending on where you sit in the farm-to-fork
value chain. It is vital for all food and beverage companies to
keep our grocery shelves (physical or digital) stocked - at the
end of the day, everyone needs to eat. Growers, manufacturers,
distributors, retailers, brands, restaurants, and e-commerce
solution platforms have effectively become, along with medical
and healthcare providers, police and fire fighters, our first
responders.
In this newsletter, FocalPoint's Food & Beverage Investment
Banking team discusses the current state of the food and
beverage sector; we are confident that those companies which
emerge from this one-time impact of COVID-19 will be stronger,
and that the sector's general slant towards community and
teamwork will play a large part in shaping its future.

Duane Stullich
Managing Partner
0 310-405-7070
dstullich@focalpointllc.com
Robert Woolway
Managing Director
0 310-405-7080
rwoolway@focalpointllc.com

Social Distancing Creates Shift in Spend to Food-at-Home and
a CPG Grocery Surge
While the full scope of economic and market impacts is
impossible to comprehend in this new and evolving environment,
it is important to note that each subsector in the food value
chain will be affected differently.
Exhibit 1: COVID-19 Effect on Food Subsector Demand
Agriculture
Packaging

Mike Schall
Managing Director
0 310-405-7095
mschall@focalpointllc.com

Foodservice Suppliers
Restaurants

+----+

i

Manufacturing
Private-label Brands
Branded CPG
eCommerce

i
i
i

Our First Responders to COVID-19

I The Food and Beverage Industry

Exhibit 2: Year-over-Year Change in Dollar Sales, Edible Food Categories (U.S.)
100%

. - ...

-Frozen Foods
-Baby Food & Care

. . . . - . ...

-Dairy
-Beverage

Center-of-store & Big Food emerge as winners
Our friends in food and beverage have indicated that center-of-store items are incredibly hot right
now, as consumers look to stock up on long shelf-life products. The producers of center-of-store
items have not seen anything remotely close to current velocities in over a decade and are therefore
struggling to fill the surge in COVID-related demand. While we believe that the uptick in center
store products is temporary, and that consumers will gradually shift back to the fresh perimeter
when the world normalizes, there is a unique opportunity for center-of-store manufacturers to
capitalize on the heightened need for their products.
These manufacturers should be wary of unanticipated consequences when business seems too good
to be true. As grocers try to better align product assortment with consumer demand,
manufacturers may be asked to consolidate or rationalize SKUs. This means that manufacturers
must be ready to adequately fulfill surge orders and pivot with ingredients and packaging toward
one product.
Large CPG companies hold the resources and capabilities to fill this surge demand. Several major
CPG players were quick to take action and are already realizing incredible results; J.M. Smucker,
Hormel Foods, Tyson Foods, Inc., and Kraft Heinz Co. announced an increase in production by as
much as 40% in March to keep up with demand.
Smaller brands, on the other hand, may struggle to keep up. Some will be unable to pivot as quickly
to focus on surge demand for particular items. However, those that can be dynamic and scale
quickly will be able to gain exposure sooner than previously expected. As shortages emerge in key
product categories, retailers may turn to emerging brands to "fill the gaps" with expedited brand
onboarding. This surge demand in the grocery channel will create opportunities in select categories
for emerging brands and serve as a potential lifeline for foodservice manufacturers who can adapt.
Better-for-you products should continue upward trajectory
Some might expect premium, better-for-you products to be hit hard as consumers trade down
during this period of economic uncertainty. However, investors in the food space believe these
products will endure - consumers have shown they will pay up to eat healthier. If your value
proposition is "better-for you" (such as organic, all-natural, cruelty-free) instead of simply being
premium or gourmet, you'll be able to differentiate to build and retain a dedicated customer base.
As stay-at-home government directives require consumers to shift dollars to food-at-home instead
of food-away-from-home, demand for these better-for-you products may surge.
Players serving the foodservice & restaurant channels need to adapt to survive
Our restaurant friends are on the opposite side of the spectrum. Full-service chains and independent
operators face a reckoning as many that rely on table service are furloughing workers and
attempting to stay alive with takeout and delivery. Ringing up only about 15% to 20% of their normal
sales, operators that aren't typically suited for the takeout and delivery services must shift their
operations - at-home dining is their only lifeline.
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Farmers were not as historically fortunate, and while some agriculture companies have benefited
from consumer stockpiling, those who sell directly to now-closed restaurants, farmer's markets, or
schools have seen sales go to zero overnight. U.S. farmers also rely heavily on labor from Mexico
and other countries; each year, tens of thousands of farm workers come to the U.S. to prune, plow,
plant, and pick. While the federal government ramps up its travel restrictions to stop the spread of
COVID-19, farmers are uncertain that they'll have this crucial labor force for 2020 production.
There is hope; the Department of Agriculture was granted $9.5 billion in emergency appropriations
to help farmers impacted by COVID-19. Farmer's markets that many small farms and ranches
depend on for the majority of their sales have been deemed essential businesses by 12 states,
allowing them to remain open. Businesses are getting creative and launching direct-to-consumer
offerings which bring chef-level, locally-sourced, farm-to-table ingredients into the surging "at
home" cooking market. The farmers that can withstand the near-term hit to demand and adapt to
the new environment will emerge as more diverse businesses in a less crowded market.
Pre -COVID Food & Be ve rage Landscape : Rise of Online Grocery and Outsource d Manufacturing
The past several years have been characterized by disruption to the pre-digital age grocery business
(an -$800 billion market in the U.S.). Gone are the days when manufacturers and distributors had to
get their products onto retail shelves to survive - buying food online is increasingly popular (online
grocery grew 15% in 2019 per Progressive Grocer, now making up 6.4% of total U.S. grocery sales).
In response to market share migration to digital channels, grocery retailers are opening up their
sacred shelf-space to brands which have popular online consumer followings to attract shoppers to
the stores. They are also entering the online grocery business themselves.
Amazon's acquisition of Whole Foods Market in July of 2017 immediately put grocery retailers on
notice that online ordering -and same-day delivery-would be the new norm. Soon after, Target
acquired Shipt, a same-day delivery platform, for $550 million in 2018. Their implementation has
contributed to significant shareholder value: after a weak 2017 and declining YoY earnings per share
("EPS"), Target has had three straight years of strong top-line growth while EPS has expanded from
$4.73 in FY 2017 to $6.42 in FY 2020 (36% increase). Kroger's digital transformation, a hybrid
solution of in-house online ordering fulfillment and lnstacart, and an investment into Ocacio, the
U.K.'s leading online grocer, has been positive for Kroger shareholders: EPS has increased 82% since
2017.
Riding the tide of the rising demand for online grocery shopping are digitally-native brands. These
companies can create their own customer base outside of the brick and mortar grocery channel
with essentially no barriers to entry besides an internet connection and access to a manufacturing
source. As a result, and driven by better data about consumer purchasing decisions, many grocery
retailers have significantly reduced slotting fees in select circumstances to bring attractive, digitally
native brands into their stores.
Food manufacturing, warehousing, and fulfillment processes are now frequently outsourced to the
proliferating third-party food supply chain market. Given the capital investment, overhead and
complexity of managing these processes, outsourcing expertise allows brands to focus on what they
do best-selling, marketing and merchandising. In addition, it has helped drive the rapid growth of
emerging brands by reducing barriers to entry. As a result, the food and beverage co-manufacturing
and co-packing market is one of the fastest expanding food sectors, growing 12% per year for the
last 5 years and expected to reach $75 billion by 2020, outpacing growth of the industries it
supports.
Enter COVID-19, and as retailers demand products faster than ever, it is expected that brands will
continue outsourcing to co-manufacturers who can quickly, efficiently and safely innovate, iterate
and produce a wide variety of branded and private label products. Further, eCommerce is
accelerating due to limited alternative options as surge demand causes shortages in-store, which is
rapidly bringing a new consumer base to the online market.
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