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Key Statistics as of 10/09/2015  Thesis Points: 

Market Price: 
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Market Cap: 

52-Week Range: 

Beta: 

$7.58 

Food and Staples Retailing 

$2,232.87M 

$6.75-$12.00 

1.16 

  Current Price Indicative of Negative History, 

Leaving Stock Undervalued 

 Smarter Growth Leading to Positive Value 

Creation 

 CEO Retirement Announced October 2nd, More 

Negativity Leads Stock to be Further Undervalued    

Company Description:   

 

SuperValu Inc. is a wholesale grocery distributor and traditional discount retailer that has been in business for over a 

century. They offer a wide array of items, including all natural healthy food choices, baby supplies, coffee and ice cream. 

SuperValu operates 5 traditional retail grocery stores and a discount retail store/pharmacy that sells items at a 40% 

discount compared to other grocers. 
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Thesis 

 

SuperValu Inc. used to be a premium dividend paying 

stock that traded around $47 per share. They became 

highly leverage from poor acquisitions and trying to 

sustain dividend payouts which eventually led to the 

company’s downfall when the 2009 financial crisis hit. 

SuperValu, under new management, downsized 

operations and honed in on projects that create value. 

The new style of operation is generating significantly 

higher returns on invested capital while managing to 

keep their costs of capital low. The new demonstration 

of value creation has not been enough to change the 

minds of investors due to their past history, thus making 

the stock significantly undervalued. In addition the CEO, 

Sam Duncan, recently announced that he will retire in 

February of 2016 leading the stock price to decrease to 

an even lower value leaving a significant margin for 

return on this investment.  

 

Negative History  

 

SuperValu Inc. was a powerhouse grocery wholesaler 

and retailer that, at its peak, traded shares at $47 per 

share. In the early 2000’s, the company really started to 

flourish as EBITDA and net income were rapidly 

increasing. All of their profitability margins, such as 

ROIC, were also getting better. The combination of their 

increasing profitability and a positive economic outlook 

sparked management to expand. In 2006, SuperValu Inc. 

completed a massive 9.7 billion dollar deal to acquire 

Albertsons, Inc. The deal included 11 different retail 

brands that totaled 2,150 stores. The deal dramatically 

increased revenue growth as it nearly doubled between 

2006 and 2007. Their bottom line net income more than 

doubled over the same time period and the deal looked 

to be successful however, the deal left SuperValu in a 

highly leveraged position. In addition, the company had 

a reputation of paying high dividends exerting further 

pressure on them to perform. When the 2007-2009 

recession hit, the consumer staples sector took a beating 

as a whole. Between 2008 and 2009 the XLP (United 

States consumer staples index fund) dropped from 

$285.30 to $218.77, the most significant one year 

decrease the index has ever experienced. The recession 

hit SuperValu even harder due to their highly leveraged 

position causing them to incur net income losses in 2009 

of $2.854 billion. This loss was due to a huge impairment 

of intangible assets charge of $3.3 billion. The company 

had about $8 billion in debt at the time of the recession 

and the economic pressure caused their stock price to 

collapse. 

 
 Between 2007 and 2009 SuperValu’s stock price 

decreased by 72% and they were quickly forced to make 

adjustments. The company has constantly been making 

changes to downsize including selling off major brands 

like Albertsons, Jewel-Osco and Shaw’s. There was also 

an initiative to get rid of salaries and wages that were 

deemed unnecessary by laying off workers. The current 

CEO, Sam Duncan, has changed the mindset of 

SuperValu. Rather than focusing on large top line 

growth, he is focusing on increasing profitability metrics 

and creating value for the company. In the eyes of the 

market SuperValu Inc. was formerly a flourishing 

company that still has not made a recovery. That is not a 

fair assumption, SuperValu Inc. is a new company with 

an old name. Their new style of operation and the 

potential of the stock is lost in the market due to their 

previous disappointments.  

 

 

Smarter Growth and Value Creation  

 

After the recession, SuperValu faced many difficult 

management decisions, as they knew the severity of the 

financial position they were in. In the past the company 

was very loose with investment decisions, focusing solely 

on how the investments affect their revenues and 

income. This style of investment generated higher 

income for the company, for a given period of time, but 

ended up hurting the value of the company. 

Management neglected to evaluate their return on 

invested capital in comparison to their cost of capital. In 

2006, when they completed the large deal for Albertsons 

they generated huge increases in revenue and net income 

but they destroyed value in the company. In 2006, ROIC 

was just 4.64 and with a WACC of 8.29, the company 
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had an economic value added spread of -3.65, meaning 

the project was actually losing value for SuperValu Inc. 

The problem was amplified when they were hit with the 

$3.3 billion dollar impairment charge in 2009, as their 

economic value added spread plummeted to -27.90. 

When Sam Duncan was hired as CEO the ROIC for 

SuperValu was 0.54, currently ROIC is 20.35. He was 

able to do this by divesting 5 of its largest retail brands, 

laying off workers and consolidating positions within the 

company. There was an increased focus on efficiency 

and cutting any expense that was not absolutely 

necessary. One major expense that management dealt 

with was the payment of dividends. They were paying 

approximately 60 cents per share up until 2011 when it 

decreased to 35 cents per share and then was eventually 

discontinued in 2014. When a company decreases their 

dividend payouts it is a clear sign of financial distress, 

which they were clearly experiencing.  

 
(Green represents div. payout ratio, Yellow represents 

ROIC)  

However, management took the capital they would have 

given out as a dividend and used it to make their 

operations more efficient. By the end of all the budget 

cuts the company was generating revenues that were less 

than half of what they were in previous years but their 

profitability ratios and margins increased significantly. 

This new style of management has changed the company 

entirely and setup a nice framework for the company to 

begin growing.   

 

 

The Retirement of CEO, Sam Duncan 

 

On October 2nd, 2015 Sam Duncan announced that 

he would retire in February of 2016 causing the stock 

price of SuperValu to fall to its 52 week low making it 

the perfect time to buy stock in SVU. With the 

retirement announcement it was also announced that 

Bruce Besanko would take over for Duncan. Besanko 

has his MBA in finance from the University of 

Chicago and has numerous years of financial 

leadership experience. He has held CFO positions in 

several companies such as Yankee Candle, Circuit City 

and OfficeMax. He and Duncan worked together at 

OfficeMax and held key leadership positions until they 

were acquired by Office Depot. Duncan brought him 

aboard at SuperValu and together they rebuilt the 

framework of the company. With Duncan leaving, 

Besanko will be able to continue focusing on value 

creation and steadily growing the company. Therefore 

the announcement of Duncan’s retirement further 

undervalues the stock making it a perfect time to act.  

 

Conclusion 

 

I am recommending a buy on SuperValu, Inc. The 

company’s past struggles are too heavily weighted in the 

current valuation of the stock. They now have a solid 

framework for growth as it is focused more on value 

creation than revenue generation. Increasing profitability 

margins and ratios show the company has made the 

proper steps in becoming more efficient. The stock price 

is undervalued and now is the perfect time to buy.  
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