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Executive Summary
Analyst Recommendation: Sell (Overvalued)
SpartanNash - NYSE 4/1/2016
Observed Price (4/1/2016)
52 Week Range
Revenue
Market Cap
Shares Outstanding

$29.29
$17.66
7.65 B
1.06 B
37.61 M

Cost of Capital
20 Year Bond Regressions
R^2
Beta
24 Month
7.68%
36 Month
8.23%
48 Month
10.27%
60 Month
10.29%
72 Month
12.01%

Cost of Equity (Ke)
Size-Adjusted Ke

Restated 4.18
As-Stated 3.66

4.46

Altman's Z-Score
2012
2013
2014
4.4

1.93

5.02

2015
4.77

3.78

Restated
1.52

Backdoor Ke
WACC BT
WACC AT
Published Beta (Google Finance)

2011

3.66
1.75
4.27
4.18
Relevant Ratios
As-Stated Restated
As-Stated Restated
ROE
8.39%
10.21% IGR
3.25% 2.97%
ROA
3.25%
2.97% SGR
18.51% -14.96%

$33.89

As-Stated
Book Value per Share

2010

Method of Comparables Valuations
1.46

0.956
0.886
0.934
0.821
0.797

7.66%
7.85%
7.41%
0.84

Lower Bound Expected Value Upper Bound
4.18
7.78
11.38
6.08
9.68
13.28

2 Factor Ke
10.79%
10.30%
10.64%
9.85%
9.68%

Comparable
P/B
P/E Trailing
P/E Forward
Dividend/Price
P.E.G.
P/EBITDA
P/FCF
EV/EBITDA

$
$
$
$
$
$
$
$

As-Stated Result
Restated Result
58.04
Undervalued
$ 58.04
Undervalued
20.28
Overvalued
$ 20.28
Overvalued
41.54
Undervalued
$ 41.54
Undervalued
21.70
Overvalued
$ 21.70
Overvalued
31.55
Fairly Valued
$ 31.55
Fairly Valued
29.39
Fairly Valued
$ 29.39
Fairly Valued
42.04
Undervalued
$ 42.04
Undervalued
47.06
Undervalued
$ 47.06
Undervalued
Intrinsic Valuation Models

Valuation Model
Discounted Dividends
Discounted Free Cash Flows
Residual Income
Long-Run Residual Income

Restated Result
$ 9.67
Overvalued
$ 23.16
Overvalued
$ 17.30
Overvalued
$ 19.37
Overvalued
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Industry Analysis
SpartanNash operates in the the food wholesale industry. SpartanNash’s main
competitors includes Sysco Corporation, SuperValu Inc., and Wal-Mart Stores Inc.
These competitors were chosen based on their similarities to SpartanNash’s food
wholesale business model. SpartanNash has three core business segments: food
distribution, food retail, and military food distribution. Sysco and Wal-Mart are involved
in both food distribution and food retail. SuperValu is involved in all three segments,
making them the most similar to SpartanNash. The three competitors and SpartanNash
use a system of company-owned distribution centers and vehicles to transport products
around the United States. SuperValu and Wal-Mart have retail stores, where they sell
multiple brands, including their own private brands.
We researched the food wholesale industry based on Porter’s Five Forces Model.
Through Porter’s Five Forces Model, we were able to analyze industry wide trends and
norms in regards to the five areas shown in the diagram below. This allowed us to
better value SpartanNash and see how it compares within its industry.
Fig. 1.01: Industry Profitability Diagram
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Porter’s Five Forces Method evaluates rivalry among existing firms, threat of new
entrants, threat of substitute products, bargaining power of customers, and bargaining
power of suppliers. Rivalry among existing firms is high in the food retail industry
because it is highly fragmented and switching costs are virtually nonexistent, which
pushes companies to aggressively lower their prices in order to gain market ground.
The food wholesale industry, however, is dominated by four main competitors in the
U.S. and clients are often in long term contracts. Threat of new entrants is low due to
high fixed costs needed to enter the food wholesale industry. Threat of substitution is
also very low because the current alternatives, such as Amazon’s push button and
farmers markets, are more expensive and don’t provide the same benefits as going to a
traditional grocery store.
There is a medium threat of bargaining power of suppliers in the food wholesale
industry. There is a large number of suppliers in the industry which keeps any single
supplier from having too much bargaining power within the industry. On the other
hand, companies within the industry rely on the commodities market to stay stable. The
bargaining power of customers is also medium. Our team came to this conclusion due
to the industry containing a substantial number of customers. The medium bargaining
power of customers also comes from the moderate switching costs as well as the
customers’ demand for higher quality products.
We have concluded that the profitability within the industry is low. Companies
within the food wholesale industry use a mixture of cost leadership and product
differentiation in order to gain a competitive edge. The companies must maintain an
efficient distribution process, while at the same time creating products and services that
separate themselves from their rivals.

Accounting Analysis
After analyzing the food wholesale industry in order to understand the industry in
which SpartanNash operates, we will analyze the accounting aspects of SpartanNash’s
disclosure. While GAAP has set accounting standards which publicly traded companies
must adhere to, there is still leeway within those standards. Companies can use that
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leeway to deceive or mislead investors. We will use the industry standard on accounting
policy flexibility to assess where SpartanNash stands within their industry. We will then
analyze all of the information disclosed to determine the qualitative and quantitative
quality of the information disclosed. The accounting analysis will allow us to form a
foundation to value SpartanNash.
Type one accounting policies are items that relate to a company’s disclosure of
useful information about their key success factors. The key success factors our team
identified for the food wholesale industry are low-cost distribution, product range and
quality, and value adding services. After analyzing SpartanNash and the industry
benchmarks, our team has concluded that SpartanNash has a high level of disclosure.
Type two accounting policies are items with high flexible accounting procedures.
Because of the high flexibility in how a firm can record these items, a firm can distort
an investor’s perspective on how the firm is actually doing. These type two accounting
items include goodwill, operating leases, defined benefit pension plans, and research
and development. For SpartanNash, goodwill is the only item whose distortion could
mislead investors; therefore, we will have to restate SpartanNash’s income statement
and balance sheet so we can see how the firm is actually doing.
While looking for the most common potential red flags in SpartanNash’s
statements we identified two of them. First, we identified an increasing gap between
the company’s reported income and the cash flow from operating activities. The
reported income was $114,846 million, while the operating cash flow from operating
activities was only $2,773 million. In trying to make sense of this gap, we looked
deeper into the actual value of goodwill and found that it was not correctly impaired.
We then impaired SpartanNash’s goodwill for the past six fiscal years.
The other potential red flag we noticed an increasing gap between a firm’s
reported income and their tax income, unusual increases in inventories in relation to
sales increases, and unexplained transactions that boost profits (Healy Pg. 3-13). This
red flag helped us notice that a lot of SpartanNash’s operating leases were not
capitalized. By not capitalizing those operating leases, SpartanNash was able to avoid
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reporting $56.988 million in interest payments. However, the amount was not
significant enough to require restatements.

Financial Analysis
After analyzing the accounting policies used by SpartanNash and the food
wholesale industry, we analyzed SpartanNash’s financials. Ratios are a good way to
compare SpartanNash to the food wholesale industry over a period of time. We
computed liquidity, operating efficiency, profitability, and capital structure ratios.
Fig. 1.02: Liquidity and Operating Efficiency Ratios
Liquidity and Operating Efficiency Ratios
Ratio

Performance

Trend

Outperforming

Increasing

Quick Ratio

Average

Increasing

Inventory Turnover

Average

Increasing

Days Supply of Inventory

Average

Decreasing

Cash to Cash Cycle

Average

Stable

Current Ratio

A/R Turnover

Underperforming Decreasing

Days Sales Outstanding

Average

Increasing

Working Capital Turnover

Average

Stable

Liquidity ratios show us how quickly a company would be able to cover their debt
obligations with their currently held assets. We compared the current and quick asset
ratios to SpartanNash’s benchmark competitors and found that SpartanNash is
significantly outperforming the competition with a current ratio of 1.81. However, the
quick asset ratio is .71, only slightly above average; this means that even though
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SpartanNash has more than enough assets to cover debt, most of of them wouldn’t be
quickly turned into cash.
Operating efficiency ratios reflect how efficient is a firm in turning their
inventories into cash by selling their products and cashing from lenders. We computed
inventory turnover, days supply of inventory, cash to cash cycle, accounts receivable
turnover, days sales outstanding, and working capital turnover. SpartanNash’s operating
efficiency ratios are near the industry average.
Fig. 1.03: Profitability Ratios
Profitability Ratios
Ratio

Performance

Trend

Sales Growth Percentage

Outperforming

Stable

Gross Profit Margin

Underperforming Decreasing

Operating Profit Margin

Underperforming

Stable

Net Profit Margin

Underperforming

No Trend

Outperforming

Increasing

Return on Assets

Underperforming

Stabilizing

Return on Equity

Underperforming

Stabilizing

Asset Turnover

Profitability ratios show how well a firm is generating profits using various points
of comparison. We used sales growth percentage, gross profit margin, operating profit
margin, net profit margin, asset turnover, return on assets, and return on equity to
evaluate the profitability of SpartanNash and profitability across the food wholesale
industry. SpartanNash is underperforming the industry average in most of the
profitability ratios. This means that SpartanNash is generating less value, in most areas,
than the industry. Since the merger in 2013, SpartanNash has been increasing
profitability and heading towards the industry average.
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Fig. 1.04: Capital Structure Ratios

Capital Structure Ratios
Ratio

Performance

Trend

Debt-to-Equity

Underperforming Decreasing

Times Interest Earned

Underperforming Decreasing

Altman's Z-score

Outperforming

Stable

Internal Growth Rate

Outperforming

Stable

Sustainable Growth Rate Underperforming Decreasing
Capital structure ratios show us how a company finances their operations.
Companies fund themselves using debt and/or equity. Investors are concerned with the
amount of debt a company takes on because debt increases leverage, thereby
increasing the amount of risk the company bears. We used debt-to-equity, times
interest earned, Altman’s z-score, internal growth rate, and sustainable growth rate in
order to measure the capital structure for SpartanNash in relation to the rest of the
food wholesale industry. The table above summarizes our team’s findings.
Our next step was to forecast financial statements and dividends. We forecasted
out the income statement, balance sheet, statement of cash flows, and dividends for
the next 10 years. In order to do so, we used the ratios we had computed in order to
make assumptions about future growth. We then used those assumptions to compute
forecasts on an as-stated and restated basis.
The final step for the financial analysis was calculating SpartanNash’s cost of
capital. The cost of capital, also known as the weighted cost of capital (WACC), is the
average rate of return of the securities that a firm used to finance their assets. WACC
consists of two parts: cost of debt and cost of equity. Cost of debt (Kd) is the rate of
return that the firm’s lenders require, and cost of equity is the rate of return that the
firm’s shareholders require. To calculate cost of debt, we found the weighted average
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of SpartanNash’s weighted average interest rates for all of their interest-bearing debt.
SpartanNash’s cost of debt came out to be 3.90%.
There are two ways to find SpartanNash’s cost of equity (Ke): CAPM and
backdoor cost of equity. For our analysis, we used CAPM.
Ke = Rf + Beta(MRP) + SP
The equation involves the risk-free rate (Rf), SpartanNash’s beta, the market risk
premium, and the size premium (SP). To find beta, we did a regression analysis using
the 20-year Treasury Bond. After finding beta and plugging in the variables, we found
that SpartanNash’s cost of equity, with a 95% confidence rate, to be 9.68%. Now that
we have both the cost of debt and equity, we calculated both the before and after tax
WACC for SpartanNash, which came out to be 7.85% and 7.41%, respectively

Valuation Analysis
After we complete the industry analysis, accounting analysis, and financial
analysis, we will be able to value SpartanNash as of April 1, 2016. We will use the 10%
analyst position, therefore the lower bound of fairly valued will be 10% below the April
1, 2016 observed price and the upper bound of fairly valued will be 10% above the
April 1, 2016 observed price. At April 1, 2016, the observed price for SpartanNash is
$29.29.
There are two ways to value a firm: method of comparables and intrinsic
valuation models. Method of comparables uses various ratios in order to estimate a
price per share that properly values the firm. Using method of comparables, we
concluded that SpartanNash restated is undervalued at April 1, 2016. In the method of
comparables process, we used eight different ratios. Throughout the computations of
the ratios, we came across multiple problems leading us to the conclusion that method
of comparables is not a reliable way to value SpartanNash.
We then moved on to value SpartanNash using intrinsic valuation models. We
used the discounted dividends, discounted free cash flows, residual income, and long
14

run residual income models. All of these models led to the conclusion that SpartanNash
is overvalued. We used the residual income and long run residual income models as our
main models to value SpartanNash. We did not use method of comparables because it
has too much potential for error. We did not use discounted dividends model since it
only takes into account dividends and not capital gains. We did not use discounted free
cash flows model because it is based off of forecasted future cash flows. Forecasting
the statement of cash flows is the most difficult financial statement to forecast,
therefore the discounted free cash flows model has a potential to be based off of a high
amount of errors. We used the residual income model because there is less potential for
forecast error because it is based on forecasted net income and total dividends. We
used the long run residual income model because it also has less potential for forecast
error and takes into account multiple factors. Those factors are cost of equity, return on
equity, and growth. For both the residual income model and the long run residual
income model, the estimated time consistent share price is always below the 10% lower
bound. This demonstrates that SpartanNash is overvalued.
End of Executive Summary
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Company Overview
SpartanNash Company, headquartered in Grand Rapids, Michigan, is a food
wholesale company. Spartan Stores was founded in 1917 as a co-op food distributor.
Spartan Stores Inc. later became a for-profit and started a chain of grocery stores. In
2013, Spartan Stores Inc. acquired Nash-Finch Company, a company that distributed
food to the military and independent grocery stores, to become SpartanNash. During
the acquisition process, SpartanNash switched from a March 3 to December 28 fiscal
year end. This led to the length of financial years varying from 39 weeks to 53 weeks
between 2013 and 2016. Since the merger, SpartanNash has experienced an increase in
sales.
SpartanNash operates three core business segments: food distribution, military,
and retail. In their food distribution segment, SpartanNash distributes various products
to 162 of their own stores and to over 2100 independently owned grocery stores in 42
states from their 12 distribution centers. They also produce SpartanNash branded food,
health and beauty for families, and pet care products. In their military segment, they
distribute groceries to 169 commissaries and over 442 exchanges, with stores located in
37 states, Europe, Central and South America, and the Middle East. Under their retail
segment, SpartanNash runs 162 groceries stores and 29 gas stations. Generally, these
gas stations are attached to the supermarkets and offer rewards when groceries and
fuel are purchased together. SpartanNash supermarkets, exchanges, and commissaries
offer grocery, produce, meat, dairy, floral, pharmacy, frozen foods, and various other
offerings. SpartanNash has plans to open more supermarkets and/or gas stations in
2015 and 2016, as well as scheduled remodeling for older stores. Overall, SpartanNash
is working on a long term plan of action with the main goal of offering a wider
differentiation of products to continue growing the three core segments, as well as
working to create more value for investors. (SPTN 10-K)
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Industry Overview
SpartanNash deals with three food wholesale segments: food distribution,
military, and retail. SpartanNash’s competition includes Sysco Corporation, SuperValu
Inc., and Wal-Mart Stores Inc. These three companies operate in the services sector
and work in the food wholesale industry. These competitors were chosen on their
similarities to SpartanNash’s food wholesale business model. Both Sysco and Wal-Mart
are involved with two of SpartanNash’s core business segments: food distribution and
retail. SuperValu is involved in all three of the segments, making them the most similar
to SpartanNash. All of the companies use a system of company-owned distribution
centers and trucks to transport products around the US. They all have retail stores as
well as their own branded products. However, where Sysco and SuperValu have market
caps close to SpartanNash, Wal-Mart’s market cap is significantly larger than its
competitors, which has led to some large gaps in comparisons. We will leave out WalMart when it skews data. According to sales tables and graphs below, the industry has
been growing slowly over the last five years. We have included a graph that leaves out
Wal-Mart and recalculates the industry average without their numbers (SPTN 10-K
2010-2015, WMT 10-K 2010-2015, SYY 10-K 2010-2015, SVU 10-K 2010-2015).
Fig. 2.01: Table of Sales for SpartanNash and Competitors (in millions)
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Fig. 2.02: Table of Sales for SpartanNash and Competitors without Wal-Mart
(in millions)

Fig. 2.03: Table of Sales Growth for SpartanNash and Competitors

Fig. 2.04: Graph of Sales Growth for SpartanNash and Competitors
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There are problems with plotting the sales growth of SpartanNash against their
competitors. SpartanNash’s sales growth spiked the year of their merger. This distorts
the industry average and is an anomaly, as acquisitions and mergers rarely occur. Also,
in the process of their merger, SpartanNash changed from a March 1 fiscal year end to
a December 31 fiscal year end, which lead to fiscal years longer and shorter than 52
weeks. This should be kept in mind when valuing SpartanNash’s 2014 activity. Aside
from that, an industry average and trend can be seen.
Looking outside of the competitors chosen, the market is large and fragmented.
According to Melville, “the 50 largest distributors generate approximately 25 percent of
the industry revenues [as of 2014].” This shows how the food wholesale industry works
in being a highly competitive industry.

Five Forces Model
Porter’s Five Forces analysis was created to easily evaluate an industry by
looking at all the factors that could potentially affect profitability. These five forces are
the following: rivalry among existing firms, threat of new entry, threat of substitutes,
bargaining power of customers, and bargaining power of supplier. Using this
framework, we will analyze the retail, distribution, and military segments within the
food wholesale industry. Analyzing the industries in which SpartanNash operates,
independent of the company itself, will help us come to a conclusion about where the
company is heading, its expansion potential, and its threats coming from the five
forces. Based on Porter's Five Forces analysis, we identified the level of competition and
rivalry within the food wholesale industry and reached the conclusions summarized in
the chart below with further explanation.
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Fig. 2.05: Five Forces Model for Food Wholesale Industry

Rivalry Among Existing Firms
We will analyze how fierce the rivalry is among the firms that currently compete in
the food wholesale industry. Fiercer competition forces companies to lower their prices
in order to attract and retain more customers than their rivals. It also gives suppliers
power to increase their prices and sell to the highest bidder. If both of these happen at
the same time, companies within the industry become price setters instead of price
takers, which ultimately can affect profitability. Rivalry among existing firms varies
between food distribution and retail. Different factors that drive rivalry among the
existing firms; we will look at the ones which significantly affect the industries related to
SpartanNash.

Industry Growth
By analyzing and comparing a diverse group of companies, we will look at the
growth that the food wholesale industry, especially the retail and distribution sectors,
has experienced in the past six years. The greater the industry growth, the less
necessary it is for existing companies to compete against each other in order to reach
their growth goals. Over the past five years, both the food retail and distribution sectors
20

have grown 65.95%; 5.23% in 2011, 31.97% in 2012, 17.51% in 2013, 16.84% in
2014, and 8.24% in 2015. The yearly growth rates are good, but seem to be slowing
down. Here’s a graph of the Dow Jones U.S. Food Retailers & Wholesalers Total Stock
Market Index from 2010 to 2016 (Dow Jones):
Fig 2.06: Dow Jones U.S. Food Retailers and Wholesalers Stock Market Index

(2010-2016) (Dow Jones)
Both health awareness and disposable income per-capita in the country are
expected to grow over the next five years; therefore, households are expected to start
spending more on their groceries and the industry is expected to grow, leaving space
for companies to expand without high competition against each other.

Concentration
Concentration of sales within an industry are important when it comes to rivalry
because companies tend to compete with companies similar to their size. If there is
only one company controlling the majority of the market, other companies are not real
threats to them. A company with high concentration of the market becomes a price
setter. We looked at the level of market concentration in the retail and distribution
sectors within the food wholesale industry by looking at which and how many
companies have the higher percentage of market share.
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Switching Costs
Switching costs refers to the price and effort customers have to pay to change
from one company to the other. The greater the switching costs, the less likely
consumers are to change from one company to another and the less companies have to
worry about competitors when it comes to keeping customers. In the case of the
industry we are analyzing, there are virtually zero switching cost when moving from one
retailer to another. The only switching cost is that consumers have to give up loyalty
rewards programs in order to switch. Therefore, companies must be constantly aware
of competitors. Because of this, rivalry is increased.

Conclusion
In the food retail industry, low industry concentration drives companies to
compete more fiercely against each other and forces companies to be price takers.
However, the fact that the industry is growing would allow for all of the companies to
grow without any of them leaving the industry. Low switching costs force companies to
keep their prices low and competitive. Overall, rivalry among food retail firms is high.
In the food wholesale industry, there is low industry concentration, which leads
to lower competition and increased price setting power. For industry growth, there is
only data available for the food retail and wholesale industry as a whole, so we assume
both are growing at a decreasing rate. This allows for low aggressive competition.
Switching costs are slightly higher in the wholesale industry than in the retail industry
but still low, pushing companies to lower their prices in order to remain competitive.
Taking all of this factors into account, we came to the conclusion that rivalry among
existing firms in the food wholesale industry is low.

Threat of New Entrants
New entrants into an industry can affect the profitability of existing companies
because they will need to take customers away from their competitors in order to
succeed. We will look at potential new entrants in the industry and at the barriers they
will have to overcome if they decide to invest in the industry.
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The threat of new entrants is low, mainly due to the high costs of the grocery
industry. Big companies have a significant competitive advantage in both retail and
distribution.

Scale economies and fixed costs
There is little threat of new entrants. The main reason is because of the large
initial investment to start a grocery store; a Wal-Mart express store costs $1.2 million to
build on average (Bloomberg). A larger investment in real estate for a big store means
more sales every day and a competitive advantage. This explain why the three biggest
food retail companies, Wal-Mart, Kroger, and Costco specialize in superstores rather
than small grocery stores (Statista). As we can see in the table below, many food retail
firms have large amounts of total assets and it would take new entrants a large initial
investment to be considered a significant threat.
Fig 2.07: Food Retail Firms’ Assets

In the food wholesale industry, economies of scale are even greater. To attract
buyers, food distributors need to offer a wide variety of products and ability to transport
large quantities of products. A new entrant would need a large distribution fleet and a
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significant initial investment in products in order to attract customers. In addition, firms
that are in the business of wholesale and retail benefit from working in both areas.

Distribution Access and Relationships
Like in any other industry, relationships are important. Potential entrants need
connections in order to get the right suppliers and customers and to access distribution.
We will look at the relationships needed in the food wholesale and retail industry. In
retail, relationships with the customers are important because they are not likely to
trust a company they have never heard of with their nutrition. Many grocery stores
offer customer loyalty rewards programs, which tighten the relationship between
customer and store. As a result, clients are less likely to move to a newly established
company. Retaining 5 percent of clients that enter once into a store, could result in a
100% sales increase (Kickback Rewards).
In distribution, most customers already have contracts and deals closed for years
to come and they are unlikely to change distributors unless an outstanding offer comes
along. Thanks to the importance of relationships, the threat of new entrants is deterred.

Threat of Substitution
Threat of industry substitution is a factor that companies have to pay constant
attention to. Substitution will decrease the growth rate within an industry and can force
a company to go bankrupt. Companies facing this threat have to either increase
competition or expand to the industry that is substituting the existing one. Customers’
perception of how good of a substitute the new product is determines whether or not
the previous one gets replaced. "Customers' perception of whether two products are
substitutes depends to some extent on whether they perform the same function for a
similar price (Palepu & Healy)”. There is little to no threat of a substitution for the food
wholesale industry as it is unlikely and improbable that people will stop buying groceries
any time soon, but we will still look at the possibilities. We have concluded that there
are three possible threats of substitution: farmers markets, grocery delivery services
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and food away from home. We will analyze the likeliness for these industries to succeed
by looking at prices, performance, and convenience.

Relative Price and Performance
Farmer’s markets greatest advantage is that its produce is considered to be of
greater quality. Recent studies have shown that prices are more or less the same
compared to traditional supermarkets (Warnert). Grocery delivery services are
significantly more expensive, however, the market keeps growing because consumers
consider it a time saving alternative. Amazon recently launched a device called “Dash
Button”, where consumers have buttons linked to particular products at their houses
and all they have to do to replace a product when they run out is click the button and
Amazon automatically ships the product in the desired quantity (Amazon).

Customer's Willingness to Switch
Even if price and performance would be superior, substitution is only possible if
customers are interested enough in switching. In all three instances, the willingness to
switch is very low. Despite new trends and great quality of fruits and vegetables, people
are not willing to stop going to the traditional supermarkets, mainly because that is
where they can buy all of their groceries and other household products such as laundry
products, without having to go to various locations. Even though grocery delivery
services keep expanding, they are still too small to be a considerable threat.

Conclusion
The threat of substitution for the food retail and wholesale industries is virtually
nonexistent. Firms should concentrate their efforts in competing with existing firms
within the industry and deter new entrants.

Bargaining Power of Customers
The bargaining power of customers is derived from five key components:
switching costs, differentiation, importance of product for costs and quality, number of
buyers, and volume per buyer. The food wholesale industry operates in “highly
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competitive markets, which typically result in low profit margins for the industry as a
whole” (SPTN 10-K). As such, companies within the industry face a medium level of
bargaining power from customers.

Switching Costs
Switching Costs refer to the cost a buyer faces when switching from one supplier
to another. The switching costs from the customers, or retailers, between the various
food distributors in the industry are moderate. The nature of the industry is that any
company can pick up right where the last company left off. SpartanNash, Supervalu,
Sysco, and Wal-Mart have 12, 17, 55, and 134 distribution centers respectively,
meaning that the companies all have the means to take over distributing to retailers
almost as soon as the buyers switch costs. However, the switching costs are considered
moderate because the retailers may not wish to be undersupplied while they are
making a transition from one supplier to the next. Further, a smaller, local retailer may
not have the means to pay any penalties that could result from terminating an ongoing
contract.

Differentiation
In order to maintain a competitive advantage among similar companies and to
control the bargaining power of customers, companies in the food distribution industry
add a variety of services despite solely distributing products to retailers. SpartanNash,
Wal-Mart, and Supervalu all sell their products directly through their own retail stores.
SpartanNash and Supervalu, throughout the years, have added varying types of retail
stores ranging from discount grocers to higher-end grocery stores. These strategies
help ease the bargaining power of the customers because, over time, by being involved
in operating their own retail stores, the companies then begin to learn more about the
downstream operations of the food distribution industry. This can cause the companies
to become more aggressive when making deals with third-party retailers.
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Importance of Product for Costs and Quality
According to a study done by Michigan State University, consumers are shifting
towards spending more at grocers; likewise, consumers are more willing now to spend
more for quality food than they have in the past. In order for companies in the food
distribution industry to remain competitive, they must follow the demand and begin to
supply higher quality products. The shift towards customers willing to spend more on
higher quality could tip the bargaining power in the customers’ favor. The companies
within the industry have identified the demand for quality food and products and have
started creating their own brands to sell in their stores. SpartanNash has already begun
to sell higher quality products through four different product lines according to their
website. In Supervalu’s 10-K, they also mentioned the importance of having their own
line of higher quality products. Finally, Sysco claims in their 10-K that their food
processing process “enforces [their] quality control standards and identifies supply
sources that satisfy [their] requirements.”

Number of Customers
According to the 10-Ks of the companies observed, companies in the food
distribution industry are typically established, geographically widespread companies.
These companies have deals with a large number of customers, and along with them
comes a lower bargaining power among the customers. Wal-Mart mentions in their 10-K
that every week they serve nearly 260 million customers in their over 11,500 stores.
The numbers are substantially smaller for the remainder of the companies within the
industry, but altogether the food wholesale has a substantial amount of customers
every week.

Conclusion
We have concluded that the bargaining power for customers is medium for the
food wholesale industry. All of the companies observed within the industry are
strategically differentiated, the number of customers within the industry is substantial,
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and the switching costs are moderate. However, buyers’ have been increasingly
demanding higher quality products.

Bargaining Power of Suppliers
The bargaining power of suppliers is reliant on the same five concepts that face
the customers. The main suppliers involved in the food distribution industry are the
commodities industry and select local vendors.

Switching Costs
There are relatively low costs associated with switching suppliers within the food
wholesaler industry. According to the 10-K reports of Supervalu, SpartanNash, WalMart, and Sysco, no single supplier provides more than 10% of its supply chain. It still
would benefit the industry should the prices of food commodities stay low considering
none of the aforementioned companies discussed owning land used to harvest its own
supply. Because the supply of products would temporarily harm operations within
companies in the industry, the switching costs for suppliers is on par with those for
buyers.

Differentiation
Aside from opening up independent retail stores, the companies within the food
distribution industry have begun to develop their own brands. In an industry with some
of the lowest profit margins, it is important for companies to find ways to cut costs
where they can. The companies within the industry have established brands that
involve both food and non-food products. According to the websites of SpartanNash,
Supervalu, and Wal-Mart, the companies have developed 11, 11, and 13 private brands
respectively. This strategy of food distributors developing their own products and selling
them within their own stores can help reduce the bargaining power of suppliers.
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Number and Volume of Suppliers
As mentioned before, the 10-Ks of the observed companies within the food
wholesale industry stated that none of the suppliers within the industry provide more
than 10% of the companies’ products. SpartanNash claims in their 10-K that the reason
for not allowing a vendor to supply a large part of their products is so that no single
vendor’s pricing decisions affects the company’s bottom line. Additionally, there is a
large amount of suppliers within the commodities market so that should there be a rise
in cost of one supplier, any company within the industry could easily find a substitute.

Conclusion
Our team has determined that the overall bargaining power of the suppliers is
medium. This conclusion is derived from the fact that there is a large number of
suppliers within the industry and no single vendor can adjust the prices. Alternatively,
the industry is dependent on the commodities market to remain stable.

Conclusion
Our team has established that the rivalry among existing firms is mixed because
the companies experience very low switching costs, the majority of the companies in
the industry are around the same size, and there is evidence of fragmentation within
the industry. The threat of new entrants is low because there is already an established,
mature industry that would be difficult to penetrate. The threat of substitution is also
low because all other viable options that are available to buyers are still too small to
pose a threat to the food wholesale industry. The bargaining power of buyers and
sellers are both mixed because the industry is highly differentiated, the numbers of
buyers and sellers in the industry are substantial, and customers are demanding higher
quality products. Due to the following reasons our team has concluded that the overall
profitability in the industry is low.
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Fig. 2.05: Five Forces model for Food Wholesale Industry

Key Success Factors
After reviewing the Five Forces Model, we have identified that the food wholesale
industry is a mixed industry with aspects of both cost leadership and differentiation.
From our analysis, we have determined that a successful food wholesaler cannot focus
on just cost leadership or differentiation when trying to gain a competitive advantage.
We have identified the value drivers within the food wholesale industry that apply to
cost leadership to be low-cost distribution and economies of scale. We identified
product quality, product range, and value adding activities as the value drivers within
differentiation. These value drivers apply to the military, food distribution, and retail
sectors within the food wholesale industry as a whole.

Cost Leadership
Cost leadership activities are those that reduce cost in any area of operation that
leads to the company being able to sell the same product at a lower cost. If companies
engage in cost leadership, they are considered price-setters.
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Low-Cost Distribution
Companies who are involved in cost leadership improve their market position by
supplying the same products as their competitors, but at a lower cost. Companies who
are involved in the military, food distribution, and retail segments of the food wholesale
industry do four things: buy food, store food, distribute food, and sell food. There are
four sectors where they can potentially employ cost leadership methods by cutting
costs. It is important for food wholesalers to cut costs wherever possible, but cutting
costs within the distribution phase is vital because, as a whole, the food wholesale
industry delivers food to customers. Low-cost distribution means having conveniently
located warehouses, having access to a distribution fleet, and managing fuel costs.
Conveniently located warehouses allow for short travel times to and from the
warehouses. This gets the customers their products in a timely fashion and reduces fuel
costs. In addition, a conveniently located warehouse can service multiple
locations/areas instead of having to manage and operate multiple warehouses. The
tables below show the relationship between net sales and the number of distribution
centers for SuperValu, Wal-Mart, and Sysco.
Fig 2.08a: Net Sales and Number of Distribution Centers for SuperValu
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Fig 2.08b: Net Sales and Number of Distribution Centers for Wal-Mart

Fig 2.08c: Net Sales and Number of Distribution Centers for Sysco

(Numbers from Supervalu, Wal-Mart and Sysco’s 10-Ks)

As seen in the charts above, there does not seem to be a trend as to how to
approach the number of distribution centers in relation to size. For SuperValu, they
were able to increase net sales with a smaller number of distribution centers. On the
other hand, Wal-Mart increases the number of distribution centers as net sales increase.
Over five years, Sysco followed the same pattern as Wal-Mart, but from 2011 to 2012,
their net sales increased while the number of distribution centers decreased.
SpartanNash is not included in this analysis because they transitioned to a January 3
end of year from a March 30 end of year, so net sales will not be proportionate (SPTN
10-K). We concluded that the number of distribution centers does not have to be
positively correlated with net sales. Rather, it matters how the companies utilize their
distribution centers.
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Having access to a distribution fleet is important for low-cost distribution because
the more vehicles there are, the more clients they are able to reach. In addition to the
large number of vehicles, it is important to have a variety of vehicles to transport
different types of products. SpartanNash “operates a fleet of 340 over-the-road tractors,
335 dry vans and 767 refrigerated trailers” (SPTN 10-K, pg. 4). Sysco owns 90% of
their “approximately 9,600 delivery vehicles consisted of tractor and trailer
combinations, vans, and panel trucks, most of which are either wholly or partially
refrigerated for the transportation of frozen or perishable foods” that constitute their
distribution fleet (Sysco 10-k 2015, pg. 14). SuperValu does not disclose the amount of
vehicles in their fleet, but does state that they have access to company-owned,
customer-owned, and third party vehicles (SVU 10-K 2015, pg. 7). We saw that
companies within the industry all have extensive distribution fleets that are comprised
of multiple types of vehicles to accommodate their wide variety of products. We also
saw that companies tend to own most of, but not all of their vehicles. Since none of the
companies disclosed which vehicles were leased or contracted to third parties or why
they opted to do that, we cannot speculate why they do not own all of the vehicle or
lease more vehicles.
Managing fuel costs is extremely important in a distribution industry. Companies
across the industry identify fuel price volatility as one of the risk factors within their
business. The industry tends to engage in fuel optimizing behavior such as planning
routes and driving speed limits that minimize fuel usage. In addition, they limit idle
times of vehicles within their fleet. Many companies realize that a surge in fuel prices
could have adverse effects on their business and that they need to take measures to
protect themselves. SuperValu and Sysco have both entered forward contracts to
purchase fuel as a measure to protect themselves (SVU 10-K). Wal-Mart and
SpartanNash both disclose fuel price volatility as a risk factor for their company, but
have not taken precautionary measures, like SuperValu and Sysco, beyond optimizing
fuel usage within operations. The industry is divided on whether or not entering forward
contracts to purchase fuel. We believe fuel price volatility to be potentially harmful to
companies, but we believe entering into forwards contracts is safe and good
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precautionary practice to take part of, but that it is not necessary. (SPTN 10-K, WMT
10-K, SYY 10-K, SVU 10-K)

Economies of Scale
We have determined that in the food wholesale industry, increasing economies
of scale is a vital part of cost leadership. Wal-Mart has the largest economies of scales
and only continues to grow them. They have used this cost leadership advantage to
deliver the same products as their customers at the cheapest price so much so that
they are able to use this as their biggest marketing campaign. We have concluded that
no company will surpass Wal-Mart’s scale of economies in the near future, but it is still
vital for all companies within the industry to increase their economies of scale in order
to increase their cost leadership position. If they do not react to Wal-Mart’s position in
the market by increasing their economies of scale, they will not be able to compete with
Wal-Mart. SpartanNash is small for the industry and is trying to increase their
economies of scale in order to distribute quality products at the lowest cost to their
customers. Their most recent push to drastically increase their economies of scale was
the Spartan Stores, Inc.’s acquisition of Nash-Finch Company in 2013 to create
SpartanNash (SPTN 10-K, pg. 2). While they are small in comparison to industry leaders
such as Wal-Mart, Sysco, and Supervalu, they are the largest distributor, by revenue, to
U.S. military commissaries and exchanges (SPTN 10-K, pg. 3). So, they are efficient at
leveraging the economies of scale they do have. Through their acquisition of Nash-Finch
Company, they were able to go from 1.4 million square feet of warehouse to 5.5 million
square feet of warehouses (SPTN 2013 10-K, pg. 4) (SPTN 2015 10-K, pg. 4). Sysco
says:
“We believe our competitive advantages include our more than 7,300
marketing associates, our diversified product base, which includes a
differentiated group of high quality Sysco brand products, the diversity in the
types of customers we serve, our economies of scale and our multi-region
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portfolio in the U.S. and Canada, which mitigates some of the impact of regional
economic declines that may occur over time” (SYY 10-K, pg. 4).
Sysco, along with the other companies within the industry, understands that
economies of scale allow them advance their cost leadership position.

Differentiation
A firm uses differentiation when it wants to uniquely set itself apart from the
competition. Since the food wholesale industry and the retail industry are price takers,
the firms cannot differentiate through their prices. So, both industries try to
differentiate through their product range, product quality, and value-added services.

Product Range
Food wholesalers and retailers need to be aware of the products their clients
need and desire. So, they provide their customers with an array of products to help
meet those needs and to diversify themselves from their competition. They can
approach this in two ways: specialize in a few, select products or offer a wide range of
products. We will focus only on the wide range of products since that is what our
benchmark companies do. A wide range of products means offering anything from
frozen food to deli products to general merchandise (SPTN 10-K, pg. 4). A wide range
of products is attractive to potential wholesale clients because the clients will be able to
do more business with one supplier rather than having to go through multiple suppliers.
SpartanNash employs this method to draw in potential clients, retain current clients,
and to fully meet their clients’ needs.
“A complete variety of national brands is available in commodities
including grocery, dairy, frozen, meat, seafood, produce, floral, bakery, deli,
general merchandise and health and beauty care. These market leading
products, along with best in class services, allow the retailer the opportunity to
support the entire operation with a single supplier” (SPTN 10-K, pg. 4).
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Most firms in these industries also try to expand their product range by creating
their own brands. By creating private brands, the firms hope to increase sales and
customer loyalty. “These private brand items provide enhanced retail margins and we
believe they help generate increased customer loyalty” (SPTN 10-K pg.3). During
SuperValu’s 2013 fiscal year, they wanted to expand their private brand in their
discount stores. In their 2015 fiscal year not only did they expand it, but 60% of their
sales at their discount stores were from their private brand (SVU 10-K, pg. 6).
Bringing value to your customers by supplying different kinds of products is
common in this industry. This results in most of the products the firms supply, even
their private brands, being relatively the same, consisting of dairy, meat, seafood and
non-food items. So, companies try to differentiate themselves from their competitors
even more by selling their many products to different types of customers. SpartanNash
and SuperValu distributes to independent retail stores, their own retail stores, and
military commissaries. Sysco supplies restaurants, healthcare, education facilities,
lodging establishments, and other foodservice companies (SYY 10-K). Wal-Mart is the
odd one out since they distribute almost everything: food, entertainment, housing
items, pharmaceuticals, etc. Unfortunately, besides Wal-Mart’s retail section and
individuals who buy products online and pick them up at a Wal-Mart distribution center
(WMT 10-K, pg. 10), we could not find information on the companies Wal-Mart
distributes to. By distributing their products to different customers, companies like
Sysco, who supply food to healthcare and education facilities, do not have to worry
about companies like SpartanNash and SuperValu, who supply food retailers and
military commissaries, from stealing their sales.

Product Quality
Throughout the food wholesale and retail industry, companies have identified
that product quality is a competitive factor. However, most of the companies did not
disclose their reasoning or their methods used achieve a “high level” of product quality.
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Sysco, did state that they have programs designed to make sure their food and nonfood products are consistent in quality. Other than that, no information was found.

Value Adding Services
Another way firms in the food wholesale and retail industry can differentiate
themselves is through their value adding services (VASs). The firms do this to secure
long-term customers and to increase net sales. In both industries the firms decide what
VASs to provide to their customers. Therefore, each firm can have a different set a
VASs. SpartanNash provides 18 of them to their independent retail customers regarding
a variety of things. SuperValu offers six VASs. Sysco offers five, with all of them
regarding food distribution. As for Wal-Mart, we were unable to find their VASs for their
distribution section, but found a variety of them in their retail. SpartanNash uses a lot of
VASs to separate itself from the competitors (SPTN 10-K, pg. 6). We believe
SpartanNash’s goal in doing this is to bring in and retain long-term customers by
offering a wide selection of services. For SuperValu, they increased their VASs in order
to increase net sales. In 2012 SuperValu had only three VASs, but those services did
not equate to 1% of net sales. However, throughout the years they added some more
VASs to differentiate themselves, which resulted in an increase in net sales by 1% (SVU
10-K, pg. 8). As for Sysco, they keep up their food distribution VASs because it
increases their profitability. “Our locally-managed customers, including independent
restaurant customers, comprise a significant portion of our overall volumes and an even
greater percentage of profitability due to the high level of value added services” (SYY
10-K, pg. 19).
For the retail industry, firms would open up pharmacies and fuel centers to
attract more customers. Wal-Mart even has optical services, phone services, and
financial services. However, the sales for each of these services do not play a huge role
in net sales in each firm. On average, the combined sales of Wal-Mart’s fuel centers and
pharmacies are around 3.5% of Wal-Mart’s net sales. Its financial services were not
even 1% of net sales (WMT 10-K, pg. 9). There are two reasons why firms in this
industry keep services like these around. One, these services offer differentiation and
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bring in new customers. Two, these services provide additional traffic to its retail stores.
SpartanNash uses this method by using their fuel centers to help cross-merchandise
and promote their store. “We have experienced increases in supermarket sales upon
opening fuel centers and initiating cross-merchandising activities” (SPTN 10-K, pg. 4).
By opening up different facilities to create value to their customers, firms in this
industry can also utilize those services to enhance sales in other sections of their
business.

Competitive Analysis Overview
After analyzing the food wholesale industry, we determined the core competitive
components of the industry to be low-cost distribution, economies of scale, product
range, product quality, and value adding services. Of these industry key success
factors, we have concluded that SpartanNash focuses on and excels in low-cost
distribution, product quality, and product range.

Low-Cost Distribution
SpartanNash has determined that in order to keep costs down for the company,
and ultimately for its customers, they should use a system of company owned trucks
and strategically placed distribution centers. We do think that the use of company
owned vehicles is a common method in the food wholesale industry to keep costs
down, but it does have liability issues in regards to costs; both predictable, like
depreciation on vehicles, to unpredictable, like the rise and fall of fuel costs.
In concern to fuel costs, it is common in the industry, and with SpartanNash, to utilize
fuel saving measures, such as efficient route taking and less frequent idling.
SpartanNash is not currently using fuel futures as a fuel cost reducing method. We
think that in the future, it would be a good idea to start buying these fuel futures to
keep costs more manageable and protect themselves against market volatility. We
believe that as long as SpartanNash continues to acknowledge the risk of the fuel
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problem and make the proper arrangements when they need to, they should be able to
keep their costs down.
SpartanNash also uses a network of 12 distribution centers to keep their stores
and military retailers stocked without having to move goods too far. This allows
SpartanNash to keep fuel costs down even more with route planning for its vehicles,
because the trips would be considerably shorter. Together, we are under the impression
that these methods help keep retail prices low and ultimately attract and retain
customers.

Value Added Services
SpartanNash offers 18 value adding services (VASs) to their distribution
customers and their retail customers, ranging from human resource services to store
planning for their distribution customers, and fuel technology and pharmacy retail and
procurement services for their retail customers. We believe that by offering these VASs
to their employees and customers, they make a more enjoyable experience. In theory,
that should create long term relationships with customers and raise their profits. As
stated above in the section about key success factors, “SpartanNash uses a lot of VASs
to separate themselves from the competitors (SPTN 10-K, pg.6)”. We believe that
SpartanNash should continue the VASs they currently have, continue to improve them,
and add new VASs as needed as long as the marginal benefit exceeds the marginal
costs of offering them.

Product Range
As stated earlier, product range is an important aspect of differentiation in the
food wholesale industry. We think SpartanNash address this well. They are aware of the
products that their clients want and need. SpartanNash offers a wide offering of
products, both popular, national brands and their own line of products at their retail
locations, ranging from produce to pharmacy. They have carefully accumulated their
own set of private brands as shown in the table below.
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Fig 2.09: SpartanNash Private Brands

SpartanNash provides these private brands because, “These private brand items
provide enhanced retail margins and we believe they help generate increased customer
loyalty” (SPTN 10-K pg. 3). SpartanNash also distributes all of these products to the
various retailers, including their own, to reach a further spread and make more
revenue. We think they are aware of the benefits of providing a wide product range and
are taking the necessary steps to provide a quality product range now and in the future.

Conclusion
In conclusion, the biggest competitive advantages SpartanNash has over its
competitors is its low-cost distribution, value added services, and product range. As
long as SpartanNash continues and improves upon these, we think they should be able
to improve their relationships with their customers with ease and increase sales and
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profits. This will benefit the company in the long run as long, as the benefits of doing so
outweigh the costs.

Introduction to Accounting Analysis
We will now analyze the accounting aspects of SpartanNash’s annual report
based on our previous analysis of Porter’s Five Forces. We will use the Key Success
Factors mentioned above to determine the Key Accounting Policies for the food
wholesale industry. Based on the Key Accounting Policies, we will be able to determine
the degree of flexibility allowed within the accounting aspects of the annual report for
the food wholesale industry. While companies are required to disclose certain
information, they have the choice of how they disclose that information, how much
extra information they wish to disclose, and how much they explain their operations
and management. We will use the industry standard on accounting policy flexibility to
assess where SpartanNash stands within their industry. We will then analyze all of the
information disclosed and determine the qualitative and quantitative quality of the
information disclosed. The quality of the information is far more important than the
quantity of information because a company can disclose large amounts of information
that do not add value to the annual report. From that, we will be able to determine any
potential red flags and then undo any accounting distortions.

Key Accounting Policies
In order to understand the food wholesale industry and to effectively value
SpartanNash, our team identified various accounting policies used by the food
wholesale industry. The purpose for identifying key accounting policies is to find out the
amount of disclosure the companies provide in their 10-Ks, as well as to help our team
reveal some figures that may need to be restated in order to accurately value the
company. We have separated the key accounting policies into two categories: first, is
type one policies and second, is type two policies. Type one policies are determined
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using the previously discussed key success factors and are about decision usefulness
disclosure. Type two policies are about the firm’s practices that can be altered to make
the company’s balance sheet look more favorable to potential investors. After reviewing
the 10-Ks of the companies within the food wholesale industry, our team has
determined that the type one key accounting policies used are low cost distribution,
product range, product quality, and value adding services. The type two key accounting
policies are goodwill, operating leases, and pensions.

Type One Key Accounting Policies
Type one accounting policies are an examination of a firm’s disclosure and
practices of a company’s key success factors. In the food wholesale industry, the
accounting policies examined are low-cost distribution, product range and quality, and
value adding services. After looking at the disclosure of these factors, our team can
then form conclusions concerning the performance of SpartanNash in relation to the
other companies in the industry.

Low Cost Distribution
We have determined that in order to remain competitive in the food distribution
industry, companies must be careful to cut costs wherever they can. As mentioned
before, the entrance to the industry is difficult because the major players within the
industry have established a network of distribution centers across the country in order
to efficiently cut costs. According to SpartanNash’s 2015 10-K, the company actively
monitors their inventory movement to and from their distribution centers to keep
downtime low and to reduce the time required to stock and pick products. This activity
is consistent across the industry and necessary for SpartanNash to reduce and maintain
low distribution cost. The companies stress keeping their distribution costs low by
controlling more of their supply chain by owning their own fleet of vehicles. Wal-Mart
mentions in their 2015 10-K that approximately 80% of their U.S. purchases shipped
through their 134 distribution facilities and that most of their goods are transported
using their private fleet of trucks. Based on the disclosure from the industry and
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SpartanNash, our team concluded that SpartanNash is remaining competitive in the
food distribution space. Below is a map provided by SpartanNash showing where they
have built their distribution centers.
Fig 3.01: SpartanNash Wholesale and MDV Distribution Centers

Another important way to keep distribution costs down is for the companies to
manage their fuel costs. In Sysco’s case, they made sure to pass along fuel costs to
customers whenever they could; However, as mentioned in their 2015 10-K, one of the
biggest risks they face is fuel rising to the point where they must be more savvy about
how they handle forward purchase commitments. Based on the industry disclosure of
monitoring fuel costs, we believe SpartanNash is aware of the volatility of fuel costs and
takes the necessary measures to monitor them that are consistent across the industry.
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Product Range and Quality
The food wholesale industry is set up in a way that to maximize profits
companies must do more than simply focus on food distribution. The companies within
the industry have found ways to diversify the products they offer in order to set
themselves apart from their competitors. SpartanNash has tapped into a variety of
different markets with a mixture of different products of varying quality. In order to
compete with Wal-Mart’s Great Value brand and Supervalu’s Essential Everyday brand,
SpartanNash has developed its Valu Time and me too! brands which according to its
website, offers a selection of categories including meat, grocery, frozen foods, dairy,
paper products among others, is comparable to other value brands. By disclosing the
effort SpartanNash is taking to take advantage of the product range and quality value
driver, our team can build conclusions about the true value of the company. Based on
their disclosure, we believe these brands are not only adding value, but also attract and
retain customers who prefer value brands. The table below shows the different brands
SpartanNash has to offer as well as a brief description of what the brand is.
Fig 2.09: SpartanNash Private Brands
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The following excerpt from SpartanNash’s 2015 10-K illustrates how much
SpartanNash values their private brands and the quality they bring to the company:
“We have worked diligently to develop a best in class private brand program that
contains multiple labels and go-to-market strategies. We have added more than
400 total and 250 unique corporate brand products to our consumer offerings in
the past year and plan to introduce approximately 500 new total items and
approximately 300 new unique items in fiscal 2015. Our products have been
frequently recognized for excellence in packaging design and product
development. These awards underscore our continued commitment to providing
the consumer with quality products at exceptional value. Our focus is and will
continue to be the pursuit of new opportunities and expansion of private brand
offerings to our consumers” (SPTN 10-K pg. 7).
SpartanNash emphasizes that a primary competitive factor of the food
distribution business is product quality. A point they make in their 10-K is that they will
only buy from suppliers who provide the company with the highest quality products to
sell. SpartanNash believes that customers will appreciate the extra effort and, thus,
become repeat customers. We used the information disclosed by SpartanNash to
concluded that SpartanNash’s value is increased by their commitment to giving
customers what they desire. Industry disclosure let us know that this is a common
practice across the industry and that SpartanNash must continue this in order to keep
and increase their current position.

Value Adding Services
SpartanNash attempts to further differentiate itself from other food wholesalers
and grocers by implementing value adding services. The company provides a majority
of its value adding services through its customer loyalty program called “yes”. Services
related to their loyalty program include coupons, deals on prescriptions, fuel discounts,
and e-mails to customers alerting them of deals that they can take part of.
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SpartanNash operates 29 fuel centers throughout their supermarket locations
and has plans to open more over the next few years. The company noted that the fuel
centers have proven to be effective traffic builders for customers. In fact, SpartanNash’s
2015 10-K states that a large portion of the 11.4% total sales increase for the year
ended 2013 was because of their fuel centers. In the past year, fuel sales amounted to
$178,111,000 this is up from $145,631,000 in fuel sales in the previous year. The
company notes that the discount provided through the yes loyalty program has
increased the amount of repeat customers and has helped attract new long-term
customers.
The company highlights that they want to be a one stop shop for its customers,
and as such has added pharmaceutical services to its stores. SpartanNash noted that
they offer pharmacy services in 79 of their supermarkets. Like the fuel sales, sales from
pharmacy services increased approximately 77% within the past year. Currently,
SpartanNash is offering free or discounted prescriptions to its loyalty customers in
Michigan. The company stated that they are planning on expanding this program to
their supermarkets outside of the state, and anticipate an increase in pharmacy sales
and customer traffic as a result.
Additional value adding services SpartanNash offers is providing exclusive
discounts to loyalty customers, personalized coupons for frequent customers, and thirdparty food vendors, Starbucks Coffee and Caribou Coffee, in some of their retail stores.
The company points out that their “yes Rewards” program plays a key role in providing
them with data about the purchasing behavior of their customers. SpartanNash remarks
that since the application of their rewards program they have experienced increases in
sales, engagement, and long-term loyalty across all of their key customer segments.
Further the company declares that it will “increase return on investment, improve our
sales growth opportunities and further strengthen our market position.” (SPTN 10-K pg.
6). By committing to providing value adding services to their customers, SpartanNash is
keeping up with their competitors and are adding value to their company.
SpartanNash’s disclosure helps our team determine how much of the increase in the
company’s profits are attributable to their value adding services.
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Conclusion
Our team has determined that the SpartanNash’s disclosure of their type one
accounting policies is good in relation to the rest of the companies within the food
wholesale industry. SpartanNash’s key value drivers are low-cost distribution, product
range and quality, and value adding services. This level of disclosure helped our team
decide that SpartanNash is actively adding value to their company by either matching or
surpassing industry benchmarks by focusing on placing their distribution centers
strategically, increasing their products’ quality and range by creating their own brands,
and catering to their customers’ needs by placing value adding services in their stores.

Type Two Key Accounting Policies
Type two key accounting policies are potential items on a firm’s financial
statement that can distort how we analyze the firm by allowing the firm to understate
liabilities and overstate assets. If these distortions are significant, we would have to
restate the company’s balance sheet and income statement. Distortions can affect many
accounts, but most notably, they can overstate assets, understate liabilities, and
overstate net income. In the food wholesale industry, these items that can cause
distortions include: goodwill, operating leases, and defined benefit pension plans.

Goodwill
Goodwill is an intangible asset that arises during a merger or an acquisition of a
company. When a firm pays above the book value for a company, the excess cost is
written down as goodwill. At the end of every year, a firm is required to test goodwill in
order to see if they need to make an impairment charge to it, which means to write
some of goodwill off. However, these tests to value goodwill are based on assumptions
and speculations about future performance. So, management has a considerable
amount of freedom to disclose what they believe their goodwill and impairment charges
will be, since they control the testing and the valuation of goodwill. The table below
shows the food wholesale industry overview of goodwill.
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Fig 3.02: Goodwill (in millions) for SpartanNash and its competitors

In 2011 and 2012, SpartanNash’s goodwill balance was roughly one-third of their
total assets and over double the percent of their competitors. The reason goodwill went
down later on was due to the merger of Spartan Stores Inc. and Nash-Finch Company,
which greatly increased their asset balance. If goodwill is more than 30% of net fixed
assets, then restatements will have to be made. This will be evaluated to see if it is
needed later in the analysis.

Operating Lease
Under GAAP there are two methods to record a lease: a capital lease or an
operating lease. When a firm chooses to do a capital lease, the lease is shown on the
balance sheet as a fixed asset and is depreciated over time. Firms in the food wholesale
industry typical depreciate the asset on a straight-line basis. However, when a firm
decides to record it as an operating lease, the firm does not record the lease as an
asset, nor does it state that a liability has been incurred. All they do is record it as an
expense, typically a rent expense. This will understate the liabilities section of the
balance sheet, which makes the company look less risky than it really is.
The food distribution and retail industry uses a mix of operating and capital
leases. According to the graph below, 73-85% of lease obligations belong to operating
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leases. This means a majority of their leases do not show up on the firm’s balance
sheet.
Fig 3.03: 2015 Lease Obligations (in millions) for SpartanNash and its
competitors

Firms in the retail industry also subleases their facilities to third parties. This
helps generate revenue and help pay off their own leases. However, the firms have to
account for the third parties being unable to pay their lease. In the third parties default
then the firms in our industry would account that as a loss. In the end, if capitalized
operating leases would increase non-current liabilities by more than 20%, we would
have to restate it.

Defined Benefit Pension Plans
A pension plan is a retirement plan for employees. Throughout the time an
employee works at a firm, a portion of the employee's earnings is contributed to the
plan. After the employee retires, they will receive either a predetermined lump-sum
payout or predetermined equal monthly payments. In a defined benefit plan, each
month a firm will calculate the future benefits that it would have to give out. After they

49

solve this future calculation, the firm puts funds into the plan to meet the expected
payout. Variables when calculating how much the payout include the employee’s age,
salary, how long they have been working for the firm, and other factors. The firm also
has to account for expenses incurred in the future so it can properly adjust the fund.
Since the pool of funds is based around future calculations, which are essentially
guesses, the firm would have an overstated or understated pension plan if they are
wrong.

Assessing the Degree of Accounting Flexibility
An industry’s accounting flexibility refers to how flexible firms in the industry are
when reporting their financial statements and other information. If a firm has high
flexibility in a particular asset or liability, then they can choose whether or not to
disclose their information, or they can alter their numbers to fit their needs. This can
greatly affect how an investor values the firm, since the investor will not have all the
information needed to properly value the firm. If a firm has low flexibility in a particular
asset or liability, then that asset or liability is more regulated. Therefore, the numbers
will be more accurate. In this section we will look at how flexible the food wholesale
and retail industry is in reporting their goodwill and operating and capital leases since
they heavily impact the financial statements. We will not look at defined benefit pension
plans, since it does not heavily influence their financials.

Goodwill
As stated in the previous section, goodwill occurs when a firm acquires a
company but pays above the book value. In the food distribution and retail industry, the
accounting flexibility in reporting goodwill is high. Since goodwill is an intangible asset,
it can be difficult to value it. This can lead to the firm being bias regarding the value,
because the firm will have their own opinion on what the goodwill is worth. It is up to
the firm to come up with the testing methods to see if they need to impair it or not and
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at a rate of their choosing. For example, below is a chart indicating how much goodwill
SpartanNash impaired in the last 5 years.
Fig 3.04: SpartanNash Goodwill Impairment Expense

SpartanNash did not impair any goodwill in the last five years, because according
to their testing they did not need to. “Based on our annual review during the fiscal year
ended January 3, 2015, the 39-week period ended December 28, and the fiscal year
ended March 30, 2013, no goodwill impairment charge was required to be recorded
(SPTN 10-K, p. 39).” Sysco is another firm in the industry that also implements their
own tests to see if they need to impair goodwill. “There were no impairments of
goodwill or indefinite-lived intangibles recorded as a result of assessment in fiscal 2015,
2014 or 2013 (SYY 10-K, p. 43). So, thanks to using their own testing methods, firms
can avoid impairment expenses. This will make the firm look like they are doing better
than they actually are since they will be overstating assets and understating expenses.
In the end of 2015, SpartanNash had $297,280,000 in goodwill, which is roughly 50%
of net fixed assets. We will have to restate goodwill so we can properly value the firm.

Operating and Capital Leases
Looking at the 10-Ks of SpartanNash and their competitors, the food wholesale
industry uses a mix of both leases. However, operating lease is more popular with it
being 73-85% of total lease obligations. This means only about 25% of their lease
obligations are shown on these firms’ balance sheets. Since firms have the opportunity
to mainly direct their lease obligations away from their balance sheets, we determined
that the amount of flexibility it pretty high. When we capitalize SpartanNash’s operating
lease obligation for 2015, it shows that their capitalized operating leases will increase
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their non-current liabilities by 8.09%. We do not need to restate SpartanNash’s
operating lease.

Evaluation of Actual Accounting Strategy
When evaluating a company’s accounting strategy, analysts can consider a
company’s strategy to be either aggressive or conservative. The strategy consideration
can be influenced by a number of things, most importantly, the company’s investors
and their wants and needs. An aggressive strategy can lead to an overstatement of
assets, which in turn will lead to an overstatement in retained earnings. A conservative
strategy could overstate liabilities or understate assets, leading to an understatement in
retained earnings. The reason this is important is that retained earnings are reinvested
into the company to buy new things or to invest in the employees or in new
opportunities. In order to get a better idea of SpartanNash, we need to adjust their
strategy to get a fair view of their books, which will help decide their true value.

Pension Plans
SpartanNash are phasing out of the defined benefit plans (i.e. pension plans)
and transitioning into defined contribution plans (i.e. 401K). They froze further
contributions into employees’ pension plans starting January 2011; however,
employees’ pension accounts will continue to accrue interest until paid out. The total
amount in the pension plan account is $93.9 million. However, we found this amount in
the pension plan account to be insignificant to the value of SpartanNash and does not
need to be restated.

Goodwill
Goodwill is often incurred in the case of mergers and acquisitions. SpartanNash
was formed by Spartan Stores Inc. acquiring Nash-Finch Company in 2013. This event
will affect goodwill and how it is displayed in the books and SEC filings. Looking at
SpartanNash’s goodwill from the last 5 years, the percentage of goodwill is at an
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average of 94.72% over the years of 2011 to 2013, and then it drops down to an
average of 48.7% in 2014 and 2015, as shown in the table below.
Fig 3.05: Goodwill (in millions) for SpartanNash

This decrease in the percentage of goodwill over the net fixed number of assets
resulted from the number of total assets going up, but goodwill staying nearly the
same. It can be said that there was very little goodwill was incurred during the
purchase of Nash-Finch. However, since the goodwill percentage changed dramatically,
investors may not be sure of what the true value is. As well, we need to consider what
SpartanNash stated in their 2015 10-K that “a significant and sustained decline in our
stock price could result in goodwill impairment charges. During times of financial market
volatility, significant judgment is given to determine the underlying cause of the decline
and whether stock price declines are short-term in nature or indicative of an event or
change in circumstances.” This means that SpartanNash will determine when they will
impair goodwill, rather than what the ideal rules of keeping goodwill under a certain
percentage would require. SpartanNash is more aggressive compared to their
competitors, as shown in the table below.
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Fig 3.02: Goodwill (in millions) for SpartanNash and its competitors

Overall, the amount of goodwill for SpartanNash and their lack of impairing
goodwill indicates an aggressive strategy. Goodwill will need to be restated in order to
find the true value.

Operating and Capital Leases
SpartanNash uses a good number of leases in running their company, as is the
common way in the food distribution industry. However, after Spartan Stores Inc.
bought Nash-Finch, the number of liabilities went up significantly and the number of
leases only went up a smaller dollar amount compared to that. The table below shows
the number of leases to the total of long term or non-current liabilities.
Fig 3.06: Operating and Capital Leases (in millions) for SpartanNash

The section on leases consists of the two different types of leases; operating and
capital. An operating lease is commonly used to acquire equipment on a relatively
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short-term basis. A capital lease is a lease in which the lessor only finances the leased
asset, and all other rights of ownership transfer to the lessee (Palepu and Healy). The
table below shows how SpartanNash’s leases are structured for 2015.
Fig 3.07: 2015 Lease Obligations (in millions) for SpartanNash

Overall, SpartanNash’s strategy is considered conservative, since the leases fall
below the threshold of needing to be restated and they are honest in their reporting of
these numbers.

Conclusion
SpartanNash’s accounting then would be considered a conservative strategy, due
to their willingness to follow GAAP procedures for most of their reporting. However,
they have an aggressive strategy in regards to goodwill. Therefore, goodwill needs to
be restated. Right now, this will mean that SpartanNash’s net income and retained
earnings may be overstated. More consistency in disclosure would make it easier for
investors to value SpartanNash. Why did you put this here????Our next step in the
valuation process will be to restate SpartanNash’s goodwill to determine what their true
value is.

Quality of Disclosure
When an American company becomes publicly traded, it must comply with GAAP,
the Generally Accepted Accounting Principles. GAAP are a set of accounting standards
that determine what must be disclosed and how it must be disclosed. There is a great
degree of flexibility within their requirements. Firms are able to make adjustments
based on the industry they are in and what benefits them the most. If a firm discloses
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only the bare minimum, it can make it difficult for investors to properly value the firm.
SpartanNash discloses a large amount of information, but it is important to look past
the quantity and assess the quality.
Qualitative analysis of a firm’s disclosure is important because it evaluates the
words and tone they use and whether they are explaining their disclosures in a way
that is meant to deceive investors. For SpartanNash, it will be especially important to
evaluate the quality of information disclosed in regards to pension plans, goodwill, and
operating and capital leases. These are the areas we determined to be potential red
flags, so they require extra attention. We will also need to evaluate the overall quality
of information disclosed.

Pension Plans
SpartanNash has a high amount of disclosure in relation to pension plans.
SpartanNash participates in defined benefit retirement plans. In 2011, the Spartan
Stores, Inc. Cash Balance Pension Plan was put on hold, but still earns interest (SPTN
10-K 2015, pg. 68). Currently, “approximately 47% and 19% of our associates in our
Food Distribution and Military business segments, respectively, are covered by collective
bargaining agreements” (SPTN 10-K 2015, pg. 13). SpartanNash contributes to the
multiemployer Central States Southeast and Southwest Pension Plan in accordance with
union agreements. SpartanNash does not have control over this plan or the amount
they contribute, but they expect their minimum contribution amount to increase. At the
beginning of 2015, SpartanNash’s defined benefit plans were underfunded a total of
$0.2 million.
The discount and growth rates used for the past five fiscal years can be seen in
the Pension Plan Growth vs. Discount Rate chart below. While SpartanNash disclosed
that the plan was underfunded in the fiscal years ending in 2012, 2015, and 2016, we
believe the fund could be even more underfunded than disclosed and possibly
underfunded in other years. This is because the long-term expected return on plan
assets was greater than the discount rate from 2012 to 2016. In 2012, the spread
reached 3.00%. That will understate the underfunding of plan assets because
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SpartanNash is growing the plan assets at a higher rate than they are discounting their
future liabilities back to present value at. SpartanNash also said “a 75 basis point
increase/decrease in the expected return on plan assets would have decreased/
increased net periodic pension income by approximately $0.7 million for the fiscal year
ended January 2, 2016” (SPTN 10-K 2016, pg. 37). So, a slight error in the expected
return on plan assets could lead to significant error in the plan funding status. We
found it curious that even though SpartanNash does not control the fund, they are still
not honest about the true funded status of the fund.
Fig 3.08: Pension Plan Growth and Discount Rate

Based on this information, we have determined that SpartanNash disclosure is
high in quantity, but they could be deceiving novice investors through the mismatching
growth and discount rates. Their pension plan disclosure is moderate in quality because
they present all the facts related to pension plans and explain those facts in an
appropriate amount of detail. SpartanNash does not have an unrealistically optimistic
tone intended to deceive investors into believing the underfunded pension plans is not
an issue, rather they present the facts in a neutral tone. This neutral tone allows
investors to take the facts and explanations and make their own assessment without
being influenced by the tone of the disclosed information.

Goodwill
SpartanNash has a high disclosure quantity for goodwill, but a low disclosure
quality. They openly admit that they have the ability to manipulate their goodwill in
their favor when they stated “a significant and sustained decline in our stock price could
result in goodwill impairment charges. During times of financial market volatility,

57

significant judgment is given to determine the underlying cause of the decline and
whether stock price declines are short-term in nature or indicative of an event or
change in circumstances” (SPTN 10-K 2015, pg. 38). This indicated to us that we could
not trust that they impaired all that should be impaired because they do maintain the
right to use “significant” judgement in determining goodwill. Typically, goodwill should
be impaired over five years which means that as long as SpartanNash has goodwill on
the balance sheet, there should be some impairment every year. SpartanNash has not
impaired goodwill every year.
Their tone when speaking about goodwill is defensive. They were very defensive
of their choice to not impair goodwill in the recent years. “No goodwill impairment
charge would be required even if the estimate of future discounted cash flow was 10%
lower. Furthermore, no goodwill impairment charge would be required if the discount
rate was increased 0.50%. If our stock price experiences a significant and sustained
decline, or other events or changes in circumstances occur, such as operating results
not meeting our estimates, indicating that impairment may have occurred, we would reevaluate our goodwill for impairment” (SPTN 10-K 2015, pg. 14). Overall, the quality of
disclosure of goodwill was low and the tone was defensive and could deceive a novice
investor into believing SpartanNash’s handling of goodwill does not affect or overstate
the firm’s value.

Operating and Capital Leases
SpartanNash discloses sufficient amount of information in regards to operating
and capital leases. We determined that the operating and capital leases accounting
strategy is aggressive, but that being said the qualitative information they disclose
exceeds the necessary amount. While reporting about leases, they maintain a neutral
and honest tone.
In addition to facilities and warehouses, SpartanNash leases a tractor and trailer
fleet and other various equipment. They disclose that most of their operating leases
contain renewal options and those that do not are generally replaced with new leases.
They also reserve the right to sublease in some of their lease agreements. While
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subleasing can generate additional, non-operational income, it also increases liabilities
because SpartanNash runs the risk of their lessee defaulting on their payments. “As of
January 3, 2015, we estimate the present value of our maximum potential obligation,
with respect to the subleases to be approximately $16.2 million and assigned leases to
be approximately $5.5 million” (SPTN 10-K 2015, pg. 80). The $5.5 million is a decrease
from $7.9 million as of December 28, 2013 (SPTN 10-K 2015, pg. 38).
SpartanNash also has favorable leases. Favorable leases arise when the company
pays less than market value for the lease (“The Overhaul,” pg. 36). They amortize
favorable leases on a straight-line basis over the life of the lease. SpartanNash has a
gross carrying amount of $8.406 million in favorable leases. The favorable leases have
an average amortization period of 16.7 years. Favorable leases benefit the company by
paying less than market value for the leases and telling investors that SpartanNash is
aware of market conditions and is able to take advantage of favorable opportunities.
There were no unfavorable leases disclosed. (SPTN 10-K 2015)
After reviewing this information, we concluded that SpartanNash disclosed the
appropriate amount of information regarding capital and operating leases. Their tone
was neutral. The amount and tone of disclosure led us to determine that SpartanNash
did not use disclosure of operating and capital leases to mislead investors about the
value of SpartanNash.

Conclusion
Overall SpartanNash has a sufficient quality of disclosure. They have moments
where they use tone and disclosed information to mislead investors. But, SpartanNash
is quick to disclose specifics and describe those specifics. They explained themselves
when necessary and they maintained an overall neutral tone.

Potential Red Flags
When analyzing the quality of the accounting provided by companies, it is
important to look for “potential red flags” that might point towards questionable
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accounting decisions. Companies sometimes choose to use certain accounting policies
because they make their numbers look better. While this strategy to attract
stockholders is not illegal, it misrepresents profitability and it is necessary to detect it
when valuing a business. In this section we looked at common red flags and searched
for them in SpartanNash’s statements. Some examples of red flags in financial
statements include an increasing gap between a firm’s reported income and their tax
income, unusual increase in inventories in relation to sales increases, and unexplained
transactions that boost profits (Healy Pg. 3-13). Note that the presence of red flags
does not necessarily mean misrepresentation; rather it points to important places to
look for when analyzing the accounting aspects of financial statements.
In SpartanNash’s statements we found one of the most common red flags which
is an increasing gap between a firm’s reported income and their cash flow from
operating activities (Healy Pg. 3-13). While the reported operating income from
operating activities is $114,846.00, the cash flow from operating activities is actually
negative $2,773. This red flag is usually a result of overstatement of goodwill, so we
analyzed the amounts provided in goodwill and concluded that they had to be restated
in order to find real operating income. Another red flag we found was a tendency to use
financing mechanisms such as research and development partnerships, special-purpose
entities, and the sale of receivables with recourse. In SpartanNash’s case the financing
mechanism was operating leases, which can help a company understate their liabilities
and overstate their assets by ignoring assumed risk (Healy Pg. 3-13). We capitalized
operating lease to see how much interest expense was being ignored and determined
that it was not significant enough to be considered an accounting distortion. Thanks to
the recognition of these two red flags, we noticed that we had to analyze goodwill and
operating leases.

Accounting Distortions
Once we detected the red flags in SpartanNash’s statements we moved on to
look deeper into the sections that needed more attention. Goodwill and operating leases
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are the two amounts of SpartanNash’s statement that are most easily manipulated, so
we will analyze the reported numbers and then restate those numbers using our criteria
of how they could be better represented. This will give us a better idea of what the real
income of the company was and how much their stock is worth.

Goodwill
Goodwill is how firms record when they acquire an asset for more than book
value. Goodwill is an asset that adds to the value of the firm. These assets have limited
lives and should be amortized. However, often times companies fail to amortize the
right amount; therefore, inflating the value of the goodwill and increasing the value of
the firm. This can mislead the investor into believing the firm is worth more than it
actually is. Another issue with goodwill is that since it is difficult to prove or count it is
difficult to determine how much goodwill should be impaired each year. Spartan Stores
acquired Nash Finch Company in 2013 to become SpartanNash. Goodwill only increased
about $6 million from 2012 to 2013 which implies that Spartan Stores paid almost
exactly book value for Nash Finch Company without looking at the book value and
purchase price. Stating it as goodwill inflates the real income of the corporation, making
shareholders think that their stock is worth more than it really is. SpartanNash has used
this technique to make their statements look better. What we are going to do to
compensate for goodwill inflation is restate the financial statements provided by
amortizing goodwill for five years, which is the average lifespan for such assets. We will
now look at the reported goodwill and analyze how inflated it is.
Fig 3.04: SpartanNash Goodwill Impairment Expense
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As we can be see in the table above, there is no impairment reported each year,
even though SpartanNash also acquired more goodwill in 2012. SpartanNash reports a
total accumulated impairment of $86,600 but never clarifies for how long the
impairment has been accumulated. The value of goodwill is clearly inflated, but to know
exactly how inflated and the approximate actual worth of goodwill we applied the fiveyear straight line depreciation and restated the amounts as shown in table below.
Fig 3.09: SpartanNash Goodwill Impairment Expense
Should Impair
Carry Over Goodwill from 2010
New Goodwill 2011
New Goodwill 2012
New Goodwill March 2013
New Goodwill December 2013
New Goodwill 2014
Total Should Impair

2011
49,583.20
49,583.20

2012
49,583.20
49,583.20

March 30, 2013
49,583.20
49,583.20

December 28, 2013
49,583.20
1,329.20
50,912.40

2015
49,583.20
1,329.20
11,861.60
62,774.00

2016
1,329.20
11,861.60
13,190.80

New impairment charges were calculated subtracting what they had
originally impaired from what they should have impaired each year. The difference
amount also has to be reduced from the total assets, resulting in $1,881,370 instead of
$1,932,282 in 2014.
Goodwill is significantly inflated and has a significant effect on operating income,
meaning that the information provided in SpartanNash’s 10K is not faithfully
representing the worth of the company. This results in the devaluation of stock value
and decreases shareholders’ wealth.

Operating Leases
When businesses lease fixed assets from other companies, they assume some
risk and the treatment of risk on financial statements changes depending on which type
of lease they are reporting. There are two options: operating and capital leases. If a
corporation decides to report their leases as capital, they have to take into account the
risk that they are assuming and their non-current liabilities increase. However, if a
company decides that the lease is only a temporary asset, they do not have to take the
assumed risk into account when reporting financial statements. Many companies report
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most of their leases as operating leases, which allows for a reduced amount of
liabilities. If this is the case, operating leases should be capitalized and financial
statements restated in order to take into account the cost of risk when valuing a
business.
Looking at SpartanNash’s 10K it is clear that there is a great proportion of leases
categorized as operating, so we will capitalize these leases and restate their value. First,
we need to find which interest they used for discounting future values of their
capitalized leases; we found it was around 8.73% for 10 years until 2024.
Fig 3.10: SpartanNash Capitalized Operating Leases (in millions)

The capitalized total present value of operating leases used in operations
decreases from $206,901 to $149,912.68 because of $56,988 in interest payments. In
2014 non-current liabilities would be increased 8.09% from $704,830 to $761,818.
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Since the difference in non-current liabilities is below 20%, we concluded that it was
not necessary to restate operating lease obligations. This means that SpartanNash’s
executives are probably not using operating leases to make their financial statements
look better and that we can trust the value stated on the 10K, at least when it comes to
liabilities.

Conclusion
After deeply analyzing goodwill and operating leases to determine whether it was
necessary to restate their values, we found that it was only necessary to restate
goodwill because it passes the 30% threshold in operating income change.
Fig 3.11: Earning Statement for SpartanNash on January 2015 (in millions)

The restated operating income of $54,748.20 million instead of the $114,846
officially stated will have a great negative effect on stock value. On the other hand,
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operating leases fell below the 20% increase in non-current liabilities threshold so it
was not necessary to restate it and it does not affect real value when analyzing.

Financial Statements
Publicly traded companies are required to release annual audited financial
statements through the Securities and Exchange Commission (SEC). These statements
must adhere to the Generally Accepted Accounting Principles (GAAP). Since the
companies are required to go through the SEC, a government regulatory agency, and to
adhere to GAAP, the naive investor may assume that the information provided
accurately portrays the company and is not intended to mislead investors. While this is
true, and the SEC and GAAP require the companies to follow a long list of rules and
standards, there is still leeway within those standards. Because of that leeway,
investors can be misled.
In relation to SpartanNash, there are two areas of concern: goodwill and
operating and capital leases. We previously discussed general disclosure related to
these areas, but it is also important to analyze the accounting disclosures. We
determined a threshold for both areas. If SpartanNash exceeded the threshold, the
respective area would need to be restated in the financial statements. If goodwill
exceeded 30% of net fixed assets, it would need to be restated. As seen in the chart
below, goodwill exceeds 30% of net fixed assets from 2011-2015. Therefore, goodwill
will need to be restated.
Fig 3.05: Goodwill (in millions) for SpartanNash
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If capitalized operating leases would increase non-current liabilities by more than
20%, capital and operating leases would need to be restated. According to the
threshold, capital and operating leases did not need to be restated.
For both the balance sheet and income statement, we began the restatement
process by creating a trial balance of all accounts. We then took the amounts that
needed to be restated and debited or credited the appropriate accounts.
On the following pages are the as-stated balance sheets and income statements, the
trial balances with the debits and credits needed to adjust the balance sheets and
income statements, and the restated balance sheets and income statements for the
fiscal years ending March 26, 2011 to January 3, 2016.
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Fig 3.12: As-Stated Balance Sheet
Balance Sheet (As-Stated)
(in thousands)
Assets
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Prepaid expenses and other current assets
Property and equipment held for sale
Other current assets
Deferred taxes on income
Total current assets

March 11, 2011

March 1, 2012

March 1, 2013

43,824.00
56,344.00
103,814.00
7,408.00

26,476.00
58,637.00
99,778.00
9,478.00

6,097.00
60,979.00
124,657.00
10,822.00

1,536.00
212,916.00

13,686.00
1,582.00
209,637.00

Property and equipment, net
Land and improvements
Buildings and improvements
Equipment
Total property and equipment
Less accumulated depreciation and amortization
Property and equipment, net
Goodwill
Other assets, net

21,866.00
219,449.00
306,993.00
548,308.00
306,860.00
241,448.00
241,244.00
55,788.00

Total assets
Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued payroll and benefits
Accrued income taxes
Other accrued expenses
Current maturities of long-term debt and
Capital lease obligations
Total current liabilities
Long-term liabilities
Deferred income taxes (Note 1)
Postretirement benefits
Other long-term liabilities
Restructuring costs
Long-term debt and capital lease obligations
Total long-term liabilities

December 1, 2013

January 1, 2015

January 1, 2016

9,216.00
285,393.00
589,497.00
38,423.00
440.00

6,443.00
282,697.00
577,197.00
31,882.00
15,180.00

22,719.00
317,183.00
521,164.00
22,521.00

1,304.00
2,310.00
206,169.00

922,969.00

913,399.00

883,587.00

23,456.00
235,886.00
298,028.00
557,370.00
300,594.00
256,776.00
240,194.00
56,866.00

23,093.00
261,348.00
302,161.00
586,602.00
314,476.00
272,126.00
246,840.00
64,532.00

85,074.00
464,558.00
414,754.00
964,386.00
335,904.00
628,482.00
306,148.00
133,014.00

76,218.00
468,236.00
453,339.00
997,793.00
400,643.00
597,150.00
297,280.00
124,453.00

73,524.00
483,764.00
502,283.00
1,059,571.00
475,873.00
583,698.00
322,902.00
135,261.00

751,396.00

763,473.00

789,667.00

1,983,651.00

1,932,282.00

1,925,448.00

100,919.00
37,679.00
18,343.00
4,470.00
4,205.00

107,703.00
39,366.00
12,352.00
21,083.00
4,449.00

120,651.00
38,356.00
6,132.00
23,784.00
4,067.00

365,584.00
81,175.00
50,789.00
19,909.00
7,345.00

320,037.00
73,220.00
44,690.00
19,758.00

353,688.00
71,973.00
42,660.00
19,003.00

165,616.00

184,953.00

192,990.00

524,802.00

457,705.00

487,324.00

66,241.00
14,222.00
18,269.00
10,832.00
170,711.00
280,275.00

83,807.00
13,618.00
23,922.00

80,578.00
14,092.00
20,476.00

86,750.00
22,009.00
44,898.00

113,726.00
23,701.00
39,387.00

116,600.00
16,008.00
38,759.00

133,565.00
254,912.00

145,876.00
261,022.00

598,319.00
751,976.00

550,510.00
727,324.00

475,978.00
647,345.00

162,086.00

155,134.00

146,564.00

518,056.00

520,791.00

521,698.00

(13,016.00)
156,435.00
305,505.00

(13,793.00)
182,267.00
323,608.00

(13,687.00)
202,778.00
335,655.00

(8,794.00)
197,611.00
706,873.00

(11,655.00)
238,117.00
747,253.00

(11,447.00)
280,528.00
790,779.00

751,396.00

763,473.00

789,667.00

Commitments and contingencies (Note 8)
Shareholders equity
Common stock, voting, no par value; 100,000/50,000
shares
authorized;
Preferred stock, no par value, 10,000 shares
authorized; no shares outstanding
Accumulated other comprehensive loss
Retained earnings
Total shareholders equity
Total liabilities and shareholders equity

1,983,651.00

1,932,282.00

1,925,448.00
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Fig 3.13: Balance Sheet Trial Balance for SpartanNash (Mar 2011- Mar 2012)
Balance Sheet

March 11, 2011
As stated

(in thousands)
Assets
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Prepaid expenses and other current assets
Property and equipment held for sale
Other current assets
Deferred taxes on income
Total current assets

Dr

Cr

March 1, 2012
Restated

As stated

Dr

Cr

Restated

43,824.00
56,344.00
103,814.00
7,408.00

43,824.00
56,344.00
103,814.00
7,408.00

26,476.00
58,637.00
99,778.00
9,478.00

26,476.00
58,637.00
99,778.00
9,478.00

1,536.00
212,916.00

1,536.00
212,916.00

13,686.00
1,582.00
209,637.00

13,686.00
1,582.00
209,637.00

Property and equipment, net
Land and improvements
Buildings and improvements
Equipment
Total property and equipment
Less accumulated depreciation and amortization
Property and equipment, net
Goodwill
Other assets, net

21,866.00
219,449.00
306,993.00
548,308.00
306,860.00
241,448.00
241,244.00
55,788.00

21,866.00
219,449.00
306,993.00
548,308.00
306,860.00
241,448.00
191,660.80
55,788.00

23,456.00
235,886.00
298,028.00
557,370.00
300,594.00
256,776.00
240,194.00
56,866.00

23,456.00
235,886.00
298,028.00
557,370.00
300,594.00
256,776.00
141,027.60
56,866.00

Total assets

751,396.00

701,812.80

763,473.00

664,306.60

Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued payroll and benefits
Accrued income taxes
Other accrued expenses
Current maturities of long-term debt and
Capital lease obligations
Total current liabilities

100,919.00
37,679.00
18,343.00
4,470.00
4,205.00

100,919.00
37,679.00
18,343.00
4,470.00
4,205.00

107,703.00
39,366.00
12,352.00
21,083.00
4,449.00

107,703.00
39,366.00
12,352.00
21,083.00
4,449.00

165,616.00

165,616.00

184,953.00

184,953.00

66,241.00
14,222.00
18,269.00
10,832.00
170,711.00
280,275.00

66,241.00
14,222.00
18,269.00
10,832.00
170,711.00
280,275.00

83,807.00
13,618.00
23,922.00

83,807.00
13,618.00
23,922.00

133,565.00
254,912.00

133,565.00
254,912.00

162,086.00

162,086.00

155,134.00

155,134.00

(13,016.00)
106,851.80
255,921.80

(13,793.00)
182,267.00
323,608.00

Long-term liabilities
Deferred income taxes (Note 1)
Postretirement benefits
Other long-term liabilities
Restructuring costs
Long-term debt and capital lease obligations
Total long-term liabilities

49,583.20

99,166.40

Commitments and contingencies (Note 8)
Shareholders equity
Common stock, voting, no par value; 100,000/50,000
shares
authorized;
Preferred stock, no par value, 10,000 shares
authorized; no shares outstanding
Accumulated other comprehensive loss
Retained earnings
Total shareholders equity
Total liabilities and shareholders equity

(13,016.00)
156,435.00
305,505.00
$

751,396.00

49,583.20

$

701,812.80

$

763,473.00

(13,793.00)
83,100.60
224,441.60

99,166.40

$

664,306.60
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Fig 3.14: Balance Sheet Trial Balance for SpartanNash (Mar 2013- Dec 2013)
Balance Sheet

Balance Sheet

March 1, 2013
As stated

(in thousands)
Assets
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Prepaid expenses and other current assets
Property and equipment held for sale
Other current assets
Deferred taxes on income
Total current assets

Dr

Cr

December 1, 2013
Restated

6,097.00
60,979.00
124,657.00
10,822.00

6,097.00
60,979.00
124,657.00
10,822.00

1,304.00
2,310.00
206,169.00

Property and equipment, net
Land and improvements
Buildings and improvements
Equipment
Total property and equipment
Less accumulated depreciation and amortization
Property and equipment, net
Goodwill
Other assets, net

23,093.00
261,348.00
302,161.00
586,602.00
314,476.00
272,126.00
246,840.00
64,532.00

Total assets
Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued payroll and benefits
Accrued income taxes
Other accrued expenses
Current maturities of long-term debt and
Capital lease obligations
Total current liabilities
Long-term liabilities
Deferred income taxes (Note 1)
Postretirement benefits
Other long-term liabilities
Restructuring costs
Long-term debt and capital lease obligations
Total long-term liabilities

As stated

Dr

Cr

Restated

9,216.00
285,393.00
589,497.00
38,423.00
440.00

9,216.00
285,393.00
589,497.00
38,423.00
440.00

1,304.00
2,310.00
206,169.00

922,969.00

922,969.00

23,093.00
261,348.00
302,161.00
586,602.00
314,476.00
272,126.00
98,090.40
64,532.00

85,074.00
464,558.00
414,754.00
964,386.00
335,904.00
628,482.00
306,148.00
133,014.00

85,074.00
464,558.00
414,754.00
964,386.00
335,904.00
628,482.00
106,486.00
133,014.00

789,667.00

640,917.40

1,983,651.00

1,783,989.00

120,651.00
38,356.00
6,132.00
23,784.00
4,067.00

120,651.00
38,356.00
6,132.00
23,784.00
4,067.00

365,584.00
81,175.00
50,789.00
19,909.00
7,345.00

365,584.00
81,175.00
50,789.00
19,909.00
7,345.00

192,990.00

192,990.00

524,802.00

524,802.00

80,578.00
14,092.00
20,476.00

80,578.00
14,092.00
20,476.00

86,750.00
22,009.00
44,898.00

86,750.00
22,009.00
44,898.00

145,876.00
261,022.00

145,876.00
261,022.00

598,319.00
751,976.00

598,319.00
751,976.00

146,564.00

146,564.00

518,056.00

518,056.00

(13,687.00)
54,028.40
186,905.40

(8,794.00)
197,611.00
706,873.00

148,749.60

199,662.00

Commitments and contingencies (Note 8)
Shareholders equity
Common stock, voting, no par value; 100,000/50,000
shares
authorized;
Preferred stock, no par value, 10,000 shares
authorized; no shares outstanding
Accumulated other comprehensive loss
Retained earnings
Total shareholders equity
Total liabilities and shareholders equity

(13,687.00)
202,778.00
335,655.00
$

789,667.00

148,749.60

$

640,917.40

$

1,983,651.00

(8,794.00)
(2,051.00)
507,211.00

199,662.00

$

1,783,989.00
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Fig 3.15: Balance Sheet Trial Balance for SpartanNash (Jan 2015- Jan 2016)
Balance Sheet
Balance Sheet

January 1, 2015
As stated

(in thousands)
Assets
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Prepaid expenses and other current assets
Property and equipment held for sale
Other current assets
Deferred taxes on income
Total current assets
Property and equipment, net
Land and improvements
Buildings and improvements
Equipment
Total property and equipment
Less accumulated depreciation and amortization
Property and equipment, net
Goodwill
Other assets, net

Dr

Cr

Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued payroll and benefits
Accrued income taxes
Other accrued expenses
Current maturities of long-term debt and
Capital lease obligations
Total current liabilities
Long-term liabilities
Deferred income taxes (Note 1)
Postretirement benefits
Other long-term liabilities
Restructuring costs
Long-term debt and capital lease obligations
Total long-term liabilities

As stated

Dr

Cr

Restated

6,443.00
282,697.00
577,197.00
31,882.00
15,180.00

6,443.00
282,697.00
577,197.00
31,882.00
15,180.00

22,719.00
317,183.00
521,164.00
22,521.00

22,719.00
317,183.00
521,164.00
22,521.00

913,399.00

913,399.00

883,587.00

883,587.00

76,218.00
468,236.00
453,339.00
997,793.00
400,643.00
597,150.00

76,218.00
468,236.00
453,339.00
997,793.00
400,643.00
597,150.00

73,524.00
483,764.00
502,283.00
1,059,571.00
475,873.00
583,698.00

73,524.00
483,764.00
502,283.00
1,059,571.00
475,873.00
583,698.00

297,280.00

Total assets

January 1, 2016
Restated

34,844.00

322,902.00

124,453.00

262,436.00

124,453.00

135,261.00

275,626.80

135,261.00

47,275.20

1,932,282.00

1,669,846.00

1,925,448.00

1,649,821.20

320,037.00
73,220.00
44,690.00
19,758.00

320,037.00
73,220.00
44,690.00
19,758.00

353,688.00
71,973.00
42,660.00
19,003.00

353,688.00
71,973.00
42,660.00
19,003.00

457,705.00

457,705.00

487,324.00

487,324.00

113,726.00
23,701.00
39,387.00

113,726.00
23,701.00
39,387.00

116,600.00
16,008.00
38,759.00

116,600.00
16,008.00
38,759.00

550,510.00
727,324.00

550,510.00
727,324.00

475,978.00
647,345.00

475,978.00
647,345.00

520,791.00

520,791.00

521,698.00

521,698.00

Commitments and contingencies (Note 8)
Shareholders equity
Common stock, voting, no par value; 100,000/50,000
shares
authorized;
Preferred stock, no par value, 10,000 shares
authorized; no shares outstanding
Accumulated other comprehensive loss
Retained earnings
Total shareholders equity
Total liabilities and shareholders equity

(11,655.00)
238,117.00

262,436.00

747,253.00
$

1,932,282.00

$

(11,655.00)

(11,447.00)

(24,319.00)

280,528.00

484,817.00

790,779.00

1,669,846.00

$

1,925,448.00

(11,447.00)
275,626.80

4,901.20
515,152.20
$

1,649,821.20
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Fig 3.16: Restated Balance Sheet
Balance Sheet (Restated)
(in thousands)
Assets
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Prepaid expenses and other current assets
Property and equipment held for sale
Other current assets
Deferred taxes on income
Total current assets

March 11, 2011

March 1, 2012

March 1, 2013

43,824.00
56,344.00
103,814.00
7,408.00

26,476.00
58,637.00
99,778.00
9,478.00

6,097.00
60,979.00
124,657.00
10,822.00

1,536.00
212,916.00

13,686.00
1,582.00
209,637.00

Property and equipment, net
Land and improvements
Buildings and improvements
Equipment
Total property and equipment
Less accumulated depreciation and amortization
Property and equipment, net
Goodwill
Other assets, net

21,866.00
219,449.00
306,993.00
548,308.00
306,860.00
241,448.00
191,660.80
55,788.00

Total assets
Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued payroll and benefits
Accrued income taxes
Other accrued expenses
Current maturities of long-term debt and
Capital lease obligations
Total current liabilities
Long-term liabilities
Deferred income taxes (Note 1)
Postretirement benefits
Other long-term liabilities
Restructuring costs
Long-term debt and capital lease obligations
Total long-term liabilities

December 1, 2013

January 1, 2015

January 1, 2016

9,216.00
285,393.00
589,497.00
38,423.00
440.00

6,443.00
282,697.00
577,197.00
31,882.00
15,180.00

22,719.00
317,183.00
521,164.00
22,521.00

1,304.00
2,310.00
206,169.00

922,969.00

913,399.00

883,587.00

23,456.00
235,886.00
298,028.00
557,370.00
300,594.00
256,776.00
141,027.60
56,866.00

23,093.00
261,348.00
302,161.00
586,602.00
314,476.00
272,126.00
98,090.40
64,532.00

85,074.00
464,558.00
414,754.00
964,386.00
335,904.00
628,482.00
106,486.00
133,014.00

76,218.00
468,236.00
453,339.00
997,793.00
400,643.00
597,150.00
34,844.00
124,453.00

73,524.00
483,764.00
502,283.00
1,059,571.00
475,873.00
583,698.00
47,275.20
135,261.00

701,812.80

664,306.60

640,917.40

1,783,989.00

1,669,846.00

1,649,821.20

100,919.00
37,679.00
18,343.00
4,470.00
4,205.00

107,703.00
39,366.00
12,352.00
21,083.00
4,449.00

120,651.00
38,356.00
6,132.00
23,784.00
4,067.00

365,584.00
81,175.00
50,789.00
19,909.00
7,345.00

320,037.00
73,220.00
44,690.00
19,758.00

353,688.00
71,973.00
42,660.00
19,003.00

165,616.00

184,953.00

192,990.00

524,802.00

457,705.00

487,324.00

66,241.00
14,222.00
18,269.00
10,832.00
170,711.00
280,275.00

83,807.00
13,618.00
23,922.00

80,578.00
14,092.00
20,476.00

86,750.00
22,009.00
44,898.00

113,726.00
23,701.00
39,387.00

116,600.00
16,008.00
38,759.00

133,565.00
254,912.00

145,876.00
261,022.00

598,319.00
751,976.00

550,510.00
727,324.00

475,978.00
647,345.00

162,086.00

155,134.00

146,564.00

518,056.00

520,791.00

521,698.00

(13,016.00)
106,851.80
255,921.80

(13,793.00)
83,100.60
224,441.60

(13,687.00)
54,028.40
186,905.40

(8,794.00)
(2,051.00)
507,211.00

(11,655.00)
(24,319.00)
484,817.00

(11,447.00)
4,901.20
515,152.20

701,812.80

664,306.60

640,917.40

Commitments and contingencies (Note 8)
Shareholders equity
Common stock, voting, no par value; 100,000/50,000
shares
authorized;
Preferred stock, no par value, 10,000 shares
authorized; no shares outstanding
Accumulated other comprehensive loss
Retained earnings
Total shareholders equity
Total liabilities and shareholders equity

1,783,989.00

1,669,846.00

1,649,821.20
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Income Statement (As-Stated)
(in thousands)
Cost of sales
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Merger integration and acquisition
Restructuring charges and asset impairment (B)
Operating earnings
Interest expense
Loss on debt extinguishment
Goodwill Impairment Expense
Other, net
Earnings before income taxes and discontinued operations
Income taxes
Earnings from continuing operations
Loss from discontinued operations, net of taxes (c)
Net earnings
(23.00)
66,483.00
15,037.00
(110.00)
51,556.00
19,686.00
31,870.00
(112.00)
31,758.00

(97.00)
52,959.00
20,420.00
32,539.00
(232.00)
32,307.00

2,634,226.00
2,078,116.00
556,110.00
489,650.00

2,533,064.00
1,976,549.00
556,515.00
488,017.00
532.00
67,966.00
15,104.00

March 1, 2012

March 11, 2011

1,589.00
60,968.00
13,410.00
5,047.00
(756.00)
43,267.00
15,425.00
27,842.00
(432.00)
27,410.00

2,608,160.00
2,062,616.00
545,544.00
482,987.00

March 1, 2013

2,597,230.00
2,110,350.00
486,880.00
433,450.00
20,993.00
15,644.00
16,793.00
9,219.00
5,527.00
(23.00)
2,070.00
841.00
1,229.00
(488.00)
8,443.00

December 1, 2013

(17.00)
90,449.00
31,329.00
59,120.00
(524.00)
58,596.00

7,916,062.00
6,759,988.00
1,156,074.00
1,022,387.00
12,675.00
6,166.00
114,846.00
24,414.00

January 1, 2015

7,651,973.00
6,536,291.00
1,115,682.00
975,572.00
8,433.00
8,802.00
122,875.00
21,820.00
1,171.00
(375.00)
100,259.00
37,093.00
63,166.00
(456.00)
62,710.00

January 1, 2016

Fig 3.17: As-Stated Income Statement for SpartanNash
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$

(97.00)
52,959.00
20,420.00
32,539.00
(232.00)
32,307.00
$

(97.00)
3,375.80
20,420.00
32,539.00
(232.00)
(17,276.20)

532.00
49,583.20
18,382.80
15,104.00

49,583.20

Restated

532.00
67,966.00
15,104.00

Cr
2,533,064.00
1,976,549.00
556,515.00
488,017.00

Dr

2,533,064.00
1,976,549.00
556,515.00
488,017.00

As stated

$

(110.00)
51,556.00
19,686.00
31,870.00
(112.00)
31,758.00

(23.00)
66,483.00
15,037.00

2,634,226.00
2,078,116.00
556,110.00
489,650.00

As stated

Dr

99,166.40

Cr

March 1, 2012

$

Restated

(110.00)
(47,610.40)
19,686.00
31,870.00
(112.00)
(17,825.20)

(23.00)
99,166.40
(32,683.40)
15,037.00

2,634,226.00
2,078,116.00
556,110.00
489,650.00

2012)

Cost of sales (in thousands)
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Merger integration and acquisition
Restructuring charges and asset impairment (B)
Goodwill Impairment Expense
Operating earnings
Interest expense
Loss on debt extinguishment
Other, net
Earnings before income taxes and discontinued operations
Income taxes
Earnings from continuing operations
Loss from discontinued operations, net of taxes (c)
Net earnings

March 11, 2011

Fig 3.18: Income Statement Adjustments for SpartanNash (Mar 2011- Mar
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In

$

$

1,589.00
148,749.60
(87,781.60)
13,410.00
5,047.00
(756.00)
(105,482.60)
15,425.00
27,842.00
(432.00)
(22,173.20)

148,749.60

Restated

1,589.00
60,968.00
13,410.00
5,047.00
(756.00)
43,267.00
15,425.00
27,842.00
(432.00)
27,410.00

Cr
2,608,160.00
2,062,616.00
545,544.00
482,987.00

Dr

2,608,160.00
2,062,616.00
545,544.00
482,987.00

As stated

$

2,597,230.00
2,110,350.00
486,880.00
433,450.00
20,993.00
15,644.00
16,793.00
9,219.00
5,527.00
(23.00)
2,070.00
841.00
1,229.00
(488.00)
8,443.00

As stated

Dr

Income Statement

199,662.00

Cr

December 1, 2013

$

2,597,230.00
2,110,350.00
486,880.00
433,450.00
20,993.00
15,644.00
199,662.00
(182,869.00)
9,219.00
5,527.00
(23.00)
(197,592.00)
841.00
1,229.00
(488.00)
(50,171.40)

Restated

2013)

Cost of sales (in thousands)
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Merger integration and acquisition
Restructuring charges and asset impairment (B)
Goodwill Impairment Expense
Operating earnings
Interest expense
Loss on debt extinguishment
Other, net
Earnings before income taxes and discontinued operations
Income taxes
Earnings from continuing operations
Loss from discontinued operations, net of taxes (c)
Net earnings

March 1, 2013

Fig 3.19: Income Statement Trial Balance for SpartanNash (Mar 2013-Dec
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Cost of sales (in thousands)
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Merger integration and acquisition
Restructuring charges and asset impairment (B)
Goodwill Impairment Expense
Operating earnings
Interest expense
Loss on debt extinguishment
Other, net
Earnings before income taxes and discontinued operations
Income taxes
Earnings from continuing operations
Loss from discontinued operations, net of taxes (c)
Net earnings
$

(17.00)
90,449.00
31,329.00
59,120.00
(524.00)
58,596.00

7,916,062.00
6,759,988.00
1,156,074.00
1,022,387.00
12,675.00
6,166.00
114,846.00
24,414.00

As stated

Dr

262,436.00

Cr

January 1, 2015

$

(17.00)
(171,987.00)
31,329.00
59,120.00
(524.00)
(4,178.00)

7,916,062.00
6,759,988.00
1,156,074.00
1,022,387.00
12,675.00
6,166.00
262,436.00
(147,590.00)
24,414.00

Restated

$

7,651,973.00
6,536,291.00
1,115,682.00
975,572.00
8,433.00
8,802.00
122,875.00
21,820.00
1,171.00
(375.00)
100,259.00
37,093.00
63,166.00
(456.00)
62,710.00

As stated

Dr

275,626.80

Cr

January 1, 2016

$

Restated
7,651,973.00
6,536,291.00
1,115,682.00
975,572.00
8,433.00
8,802.00
275,626.80
(152,751.80)
21,820.00
1,171.00
(375.00)
(175,367.80)
37,093.00
63,166.00
(456.00)
49,519.20

Fig 3.20: Income Statement Adjustments for SpartanNash (Jan 2015-Jan

2016)
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Incom

Income Statement (Restated)
Cost of sales (in thousands)
Net sales
Cost of sales
Gross profit
Selling, general and administrative expenses
Merger integration and acquisition
Restructuring charges and asset impairment (B)
Goodwill Impairment Expense
Operating earnings
Interest expense
Loss on debt extinguishment
Other, net
Earnings before income taxes and discontinued operations
Income taxes
Earnings from continuing operations
Loss from discontinued operations, net of taxes (c)
Net earnings
(23.00)
49,583.20
16,899.80
15,037.00
(110.00)
1,972.80
19,686.00
31,870.00
(112.00)
(17,825.20)

(97.00)
3,375.80
20,420.00
32,539.00
(232.00)
(17,276.20)

2,634,226.00
2,078,116.00
556,110.00
489,650.00

532.00
49,583.20
18,382.80
15,104.00

2,533,064.00
1,976,549.00
556,515.00
488,017.00
1,589.00
49,583.20
11,384.80
13,410.00
5,047.00
(756.00)
(6,316.20)
15,425.00
27,842.00
(432.00)
(22,173.20)

2,608,160.00
2,062,616.00
545,544.00
482,987.00

2,597,230.00
2,110,350.00
486,880.00
433,450.00
20,993.00
15,644.00
50,912.40
(34,119.00)
9,219.00
5,527.00
(23.00)
(48,842.40)
841.00
1,229.00
(488.00)
(50,171.40)

(17.00)
27,675.00
31,329.00
59,120.00
(524.00)
(4,178.00)

7,916,062.00
6,759,988.00
1,156,074.00
1,022,387.00
12,675.00
6,166.00
62,774.00
52,072.00
24,414.00

7,651,973.00
6,536,291.00
1,115,682.00
975,572.00
8,433.00
8,802.00
13,190.80
109,684.20
21,820.00
1,171.00
(375.00)
87,068.20
37,093.00
63,166.00
(456.00)
49,519.20

Fig 3.21: Restated Income Statement
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Balance Sheet
In order to begin the process of restating the balance sheet, we had to
determine the amounts by which the accounts must be debited or credited. First, we
assumed goodwill to be depreciated over five years. We restated financials from 2011
to 2016. In order to restate goodwill for 2011, we had to find the ending goodwill
balance in 2010. We depreciated that amount from 2011 to 2015. For the following
years, we depreciated any goodwill acquired over the following five years. We totaled
the depreciation needed for each year to determine the amount by which goodwill
needed to be depreciated for each year. Those steps are depicted in the tables below.
Fig 1.30: Goodwill Impairment Steps and Balances
Should Impair

2011

2012

March 30, 2013

Carry Over Goodwill from 2010
New Goodwill 2011
New Goodwill 2012
New Goodwill March 2013
New Goodwill December 2013
New Goodwill 2014

49,583.20

Total Should Impair
Restated

49,583.20

49,583.20

247,916.00
(6,672.00)
49,583.20
191,660.80

2012
241,244.00
(1,050.00)
49,583.20
190,610.80

-

49,583.20
-

-

-

-

-

-

-

-

-

-

-

-

2011
Beginning Balance
Goodwill Gained/Lost
Goodwill Impaired
Goodwill Should Have Been Impaired
Ending Goodwill

49,583.20
-

49,583.20

March 30, 2013
240,194.00
6,646.00
49,583.20
197,256.80

December 28, 2013

49,583.20
1,329.20
11,861.60
-

50,912.40

December 28, 2013
246,840.00
59,308.00
50,912.40
255,235.60

2016

2015

49,583.20
1,329.20

62,774.00

2015
306,148.00
(1,906.00)
62,774.00
241,468.00

Next, we had to debit and credit the appropriate accounts by the appropriate
amounts. These entries can be seen in Figures 3.13 – 3.15. We credited goodwill by the
amount that needed to be depreciated for the corresponding years. For 2012 to 2016,
we had to add the depreciation we calculated for the previous years as well since they
would not be reflected in the as-stated financials. This decreased total assets by that
amount. We then debited retained earnings by the amount goodwill had to be
depreciated. This decreased total shareholders’ equity and liabilities by that amount. By
comparing the as-stated and restated income statement, the effect of overstating
goodwill can be clearly seen. The restated balance sheet can be seen in Figure 3.16.
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1,329.20
11,861.60
13,190.80
2016
297,280.00
25,622.00
13,190.80
309,711.20

Income Statement
In order to restate the income statement, we used the depreciation amounts
calculated when restating the balance sheet. We had to create a goodwill impairment
expense account. We debited this by the amount that needed to be depreciated. By
debiting an added expense, operating earnings and earnings before interest and taxes
(EBIT) were decreased by that amount, which also decreased net earnings by that
amount. These entries can be seen in Figures 3.18 – 3.20. When calculating net
earnings, we assumed no change in taxes from the as-stated amount. This led net
earnings to be negative every year except 2016. Net earnings was not negative in 2016
because goodwill from 2010 that had been depreciated over five years was fully
depreciated by 2016. By comparing the as-stated and restated income statement, the
effect of overstating goodwill can be clearly seen. The restated income statement can
be seen in Figure 3.21.

Conclusion
By having a side-by-side comparison of the as-stated and restated balance sheet
and income statement, it is clear to see the distorting effect overstating goodwill had on
SpartanNash’s financial statements. We can see that assets, shareholder’s equity and
net earnings were overstated in the as-stated financials. The restated financial
statements provide a more accurate picture of SpartanNash and allow us to calculate
accurate ratios and properly value the company.
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Financial Analysis
In the previous “accounting distortions” section, we found that SpartanNash had
understated goodwill; therefore, goodwill was restated in the financial statements. This
affected the income statement and the balance sheet.
Using the restated financial statements, we will be able to examine
SpartanNash’s value. We will do this through ratio analysis of SpartanNash, SuperValu,
Sysco, and Wal-Mart. Ratio analysis allows us to see an objective overview of
performance across time and the industry. In the ratio analysis, we will look at liquidity,
operating efficiency, profitability, and capital structure ratios. The analysis will allow us
to provide a foundation in order to forecast financial statements and ultimately value
SpartanNash.

Liquidity Ratios
Liquidity ratios reflect how capable a company is at covering their bills and debt
by turning their assets into cash. Some assets are not very liquid, and it would take a
long time to sell them off in order to pay debt. Therefore, these assets are practically
useless when it comes to paying bills. A higher level of liquidity means that the
company is in good shape, and lenders will feel confident about financing a business at
a favorable interest rate because it appears they will pay their bills on time. We looked
at current and quick asset ratios to assess SpartanNash’s financial health. Ratios
reflecting good financial health add value to the company and their stock. On the other
hand, ratios that show a firm is at risk of defaulting lead to a lower company value.

Current Ratio
Current ratio calculates how easily a company can cover their current liabilities
with their current assets. The ratio is calculated by dividing current assets over current
liabilities. A desirable result is above one, meaning that the company can cover their
current liabilities with current assets and still have current assets left over. Let it be
noted that the current ratio might be flawed in some cases because some current
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assets are hard to liquidate, meaning that the company might not be able to pay their
bills on time.
The following chart helped us visualize how SpartanNash’s current asset ratio for
the past five years differs from their benchmark competitors.
Fig 4.01: Current Ratio

It is most noticeable that SpartanNash has significantly improved their current
asset ratio after the merger in 2013 and has maintained it up there since then. Because
SpartanNash’s current ratio has not fallen below one over the past five years, they
would have been able to cover their current liabilities at all times. Supervalu and Sysco
have dropped their liquidity ratios since 2013, which in turn has decreased the industry
average in 2014 and 2015. The decrease could have come from borrowing too much or
selling assets without turning profits SpartanNash is doing relatively good compared to
their three benchmark competitors; it has kept the best current asset ratio out of the
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four companies for the last three years. Our analysis of current ratio drove us to the
conclusion that SpartanNash has a great ability to cover their current liabilities at any
given time by simply using their current assets.

Quick Asset Ratio
The quick asset ratio is similar to the current asset ratio, except we fixed the
fallacy caused by current assets that are not easily convertible to cash. To calculate this
ratio, we use only the most liquid current assets, which include cash, short-term
investments, and accounts receivables but exclude prepaid expenses and inventories.
Because of this change, the quick asset ratio is considered to be more conservative. If
there is a big difference between the current ratio and the quick asset ratio, the
company would not be able to pay their liabilities in case of an economic collapse due
to the illiquidity of their assets. The following chart shows SpartanNash’s quick asset
ratio along with their competitors.
Fig 4.02: Quick Asset
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Sysco has by far the best quick asset ratio of the industry, despite holding the
second place in current ratio, this means that they are doing the best job at turning
over their inventory. Wal-Mart and Supervalu’s competitively is even worse in this ratio,
meaning they are holding their inventories for too long, decreasing their profitability.
After taking out inventories and other illiquid assets, SpartanNash’s ratio drops. This
means that in case of a sudden economic crisis, where their lenders would ask for their
money back, their big proportion of inventories would hold them back from paying back
right away. However, a ratio of .70 is still good; it means that they would be able to pay
70% of their liabilities immediately. Because this ratio is conservative and there is high
unlikeliness of a sudden economic crisis, a quick asset ratio below one does not
necessarily mean that the company is in trouble, but they should improve their
inventory turnover if they want to be competitive.

Conclusion
Analyzing these two liquidity ratios helped us determine SpartanNash’s solvency.
Both ratios reflect SpartanNash’s great financial health, the company is currently the
industry leader in the current ratio and above average in the quick asset ratio. The firm
has great ability to cover its debt in the short-run, as a result, lenders are willing to
offer bigger loans at lower interest rates. Bigger and cheaper loans to expand the
company will eventually increase its value.

Operating Efficiency Ratios
Operating efficiency ratios are used to show how quickly and efficiently a
company can turn their assets into revenue. It also includes ratios that help us estimate
how quickly the firm is turning their accounts receivable accounts into actual cash. We
included the following ratios to help us analyze efficiency: inventory turnover, days’
supply of inventory, accounts receivable turnover, accounts receivable days
outstanding, days sales outstanding, cash to cash cycle, and working capital turnover.
High turnover ratios mean that the company is doing an efficient job in selling their
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inventories and turning their assets into cash. Holding inventories for shorter period
saves the company money and increases their income and liquid assets, therefore
increasing the company’s worth.

Inventory Turnover
Inventory turnover is calculated to measure how fast a company can sell their
inventory, it represents the number of times a whole inventory is sold and restocked
within a year. In the food industry, inventory that is not sold soon enough can go bad,
resulting in irrecoverable losses. It is important to maintain an effective sales team that
keeps products flowing out and cash flowing in. However, it is important to note that
companies focusing in diversification of products need to maintain higher level of
inventories in order to offer a wide variety of products. All things being equal, high
inventory turnover is a sign of an efficient company. The following graph shows us
SpartanNash’s inventory turnover and how it compares to their benchmark competitors:
Fig 4.03: Inventory Turnover
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SpartanNash used to be the industry leader before the merger in 2013, and even
though they have increased the turnover after 2013, they have not been able to
recover since then. As of the last 10-K, SpartanNash is just .22 times below the
average. This means that the acquired company came with huge levels of inventory and
they have been struggling to sell them off in order to get back at their previous
turnover rate. Supervalu and Sysco have maintained a better inventory turnover than
SpartanNash over the last couple of years; they are doing a better job at selling their
products and at buying inventories that will actually going to be sold. Wal-Mart is the
only one that is below SpartanNash but it is important to note that Wal-Mart is a
company that places their competitivity focus on diversification and many of their
products are not food, so higher levels of inventory are part of their strategy. If
SpartanNash maintains their rate of improvement, they might be able to go above the
industry average by 2016, but as of today this rate lowers the value of SpartanNash’s
stock.

Days Supply of Inventory
From the day a company acquires inventory to the day they sale the product,
money is spent on storing the products, trying to sell them, advertise them, etc. So it is
important to sell the products as soon as possible after they are acquired. Days Supply
of Inventory (DSI) is another measure of how efficiently the company is managing their
inventories; it represents how many days it would take to sell the entire current
inventory. The DSI is calculated by dividing 365 over the inventory turnover ratio. As a
general rule, the smaller the DSI, the better the efficiency of the company’s sales and
inventory. A low DSI means that in case of an emergency, the company could sell their
inventory quick enough to pay their debtors. We graphed SpartanNash’s and their
benchmark competitors’ DSI in order to compare and analyze them.
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Fig 4.04: Days Supply of Inventory

Similar to inventory turnover, SpartanNash’s DSI worsened in 2013 after the
merger but they quickly recovered and they are now below the industry average. The
increase in 2013, must have been because the acquired company had much more
inventory and it took them a few months to sell it and get back to their previous
inventory turnover levels. It would take SpartanNash 29.1 days to sell their entire
inventory, while Supervalu and Sysco would perform better doing it in 23.56 and 24.48
days respectively. Again, Wal Mart is the one that is doing worse based on this ratio
with 45.13 days but it is important to remember that they keep high levels of inventory
because of their diversification strategy. SpartanNash needs to improve their inventory
turnover ratio in order to level up their DSI with Supervalu and Sysco, which are their
more similar competitors.
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Accounts Receivable Turnover
When a company sells its products on credit rather than by getting cash right
away, the business faces the risk of their clients taking too long to pay or not getting
paid at all. Because of the time value of money, a company faces losses every time a
client takes longer than the time agreed to pay their debt. The accounts receivable
turnover measures a company’s ability to turn their accounts receivables into cash on
time. It is calculated by dividing sales over accounts receivable. A high accounts
receivable turnover is interpreted as better financial health because it reduces the risk
of doubtful accounts, which debtors are more likely to default on. However, if the
accounts receivable ratio is too low, it could mean that the company is too tight on their
credit requirements and is turning away customers; therefore, losing potential sales. We
analyzed how SpartanNash compares with their three benchmark competitors:
Fig 4.05: Account Receivable Turnover
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Wal-Mart is by far performing better than the other companies, pushing the
industry average up, Supervalu has stayed around the industry average and Sysco is
the only one taking longer than SpartanNash to collect their accounts receivables. Just
like it happened with the inventory measures, SpartanNash’s position went down after
the merger in 2013 but improved immediately in 2014, still not enough to recover their
previous position. This means that the acquired company had a lot more pending
accounts receivables. SpartanNash was already performing below average and is now
being outperformed by two of their rivals, this negatively affects SpartanNash’s stock
value. However, this ratio is not very relevant to the industry because more sales are
performed with cash rather than debt.

Days Sales Outstanding
The longer a debtor is taking on paying what they owe, the more likely they are
to default or the more the company is losing in the opportunity cost of not having that
money. That is why it is important to know how many days it takes for the debtor to
pay. The days sales outstanding (DSO) measure takes the accounts receivable turnover
and calculates how many days it takes for each accounts receivable account to be paid
off. It is calculated by dividing the 365 of the year over the accounts receivable
turnover. We calculated each company’s days sales outstanding to see which one is
more likely to have defaulting debtor and which ones are losing money due to the time
value principle of money.
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Fig 4.06: Days Sales Outstanding

SpartanNash was performing around the industry average level in 2010 and
2011, but their DSO spiked up in 2013 after the merger. The acquired company was
taking too many days to collect the money they had lent to their clients, increasing the
merged company’s average. In 2014 SpartanNash did what it could to fix the acquired
company’s problem of collection and managed to bring the DSO from 32.65 to 13.04,
but the merger has still kept SpartanNash above the industry average. Our analyzed
company is taking longer than it should to collect debt, risking default and losing
money; these indicators could decrease the value of SpartanNash.

Cash-to-Cash Cycle
From the day a company invests their cash into a new project to the day the
project is finished, a lot of time can pass. In order not to lose money because of the
time value of money principle, and to have cash in hand when necessary it is important
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to convert invested money into income money as fast as possible. The cash to cash
cycle measure is used to calculate how many days it would take a company to see their
cash back. It is calculated by adding days sales outstanding and days supply of
inventory. In other words, adding how many days it takes for inventory to be sold plus
how many days it takes to collect the cash after the sale has been made. A low cash to
cash cycle is an indicator of an efficient business, which increases their stock value.
Fig 4.07: Cash to Cash Cycle

Supervalu is the industry leader in converting inventories into cash with 33.44
days, followed by SpartanNash, while Wal-Mart and Sysco are almost tied up for the
last place with 50 days. The company acquired in 2013 by SpartanNash had both a low
inventory turnover and low accounts receivable turnover, therefore the cash to cash
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cycle went up that year. Once the company settled with the new merger in 2014,
SpartanNash leveled up with the industry average cash to cash cycle. In 2015 it took
44.23 days for inventory to turn into cash, which is almost exactly the industry average.
The food wholesale and retail industry get most of their revenues through cash rather
than debt, so the cash to cash ratio is supposed to be low for firms in the industry and
it reflects a lot about a company’s financial health. Because SpartanNash has been able
to recover their previous position after the merger and is currently on the average, their
stock value remains unchanged.

Working Capital Turnover
Companies who utilize their assets more efficiently and turn them into sales are
more capable of paying back their investors with income. Business executives have the
task to get the most sales out of every asset and analyst have the task of analyzing
how good of a job they are doing. The working capital turnover is a measure used to
calculate how efficient is company in utilizing their assets. It is computed by dividing
sales over the working capital, which is current liabilities subtracted from current assets.
We used the following graph to easily find which company within the industry is more
efficient with their assets.
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Fig 4.08: Working Capital Turnover

Currently Wal-Mart is clearly the industry leader in working capital turnover
thanks to a big spike in 2015. This could be due to either a great increase in sales or to
getting rid of assets that are useless to produce income. Supervalu and SpartanNash
have been at the industry average for the past three years. SpartanNash was the
industry leader in 2011 and 2012 but dropped down to industry average after the
merger in 2013 and has stayed there since; the reason is the great increase in
inventory, which also affected inventory turnover. Since SpartanNash has stayed close
to the industry average and is likely to stay there, their stock price remains unaffected.

Conclusion
SpartanNash used to be the industry leader in many of the operating efficiency
measures before the merger in 2013. The acquired company came with many
inventories and lagged accounts receivables, which dropped the company’s position
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significantly in 2013. However, SpartanNash has been doing a great job at recovering
from that initial drop, staying mostly at the industry average in 2014 and 2015. If the
company continues to recover their previous positions at this rate, their stock value will
spike up because they are now a bigger company thanks to the merger.

Profitability Ratios
Profitability ratios show how well a firm has been generating profits. It is
important to compare these ratios across the industry because if the firm is not
generating profits at the same level or at a higher level than the industry, that can be a
signal of impending troubles. The higher the profitability, the better. Our team used
sales growth percentage, gross profit margin, operating profit margin, net profit margin,
asset turnover, return on assets, and return on equity to evaluate the profitability of
SpartanNash and profitability across the food wholesale industry.

Sales Growth Percentage
The sales growth percentage is calculated by dividing the current year’s sales
minus last year’s sales by last year’s sales. The sales growth percentage show a firm’s
growth, or decline, in sales from the previous year to the current year.
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Fig 4.09: Sales Growth Percentage

The sales growth percentage for the food wholesale industry for the past five
fiscal years can see in the chart and graph above. Spartan Stores merged with Nash
Finch in November 2013 which explains the drastic increases in sales percentage
growth in 2013 and 2014 for SpartanNash. SuperValu is consistently fragmented with
the industry as a whole, which explains their drastic decrease in sales in 2012 without
any major event, like an acquisition or merger or a downturn in the economy. Wal-Mart
is the industry leader which explains the drop off in sales growth in 2014 and 2015.
Sysco is increasing their market position because their sales growth is increasing at a
rate greater than the rest of the industry with the exception of SpartanNash’s merger
and Wal-Mart in 2013. Overall, the industry is extremely fragmented, with no consistent
sales growth trend.
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Gross Profit Margin
Gross profit margin is calculated by dividing gross profit by sales. Gross profit is
the difference between revenue and the cost of goods sold. Since gross profit margin
does not account for operating expenses, tax, or interest, the higher it is, the better. A
high gross profit margin means a firm has a better ability to pay for additional costs.
Gross profit margin also tells how much a firm is able to mark up their inventory.
Fig 4.10: Gross Profit Margin

The gross profit margin across the past six fiscal years for the food wholesale
industry can be seen in the chart and graph above. Wal-Mart consistently has a higher
gross profit margin than the rest of the industry. This can be explained by Wal-Mart’s
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position as the industry leader. They account for the largest percentage of the food
wholesale industry and have been able manage their costs of goods sold in a way that
no other industry participant has been able to do. Wal-Mart’s suppliers have to follow
certain procedures, like where their warehouses are located, that allow Wal-Mart to
keep their costs down. Because of their ability to generate revenue and keep their costs
of goods sold down, their gross profit margin not only remains higher than the rest of
the industry, but also remains incredibly consistent in comparison to the rest of the
industry. Sysco was also able to keep their gross profit margin stable. The food
wholesale industry, as a whole, had a decrease in gross profit margin from 2010 to
2016. This means that as a whole, the industry has been unable to decrease their cost
of goods sold.

Operating Profit Margin
Operating profit margin is calculated by dividing operating income by sales.
Operating profit margins tells us how much sales is able to pay for all operating
expenses. A higher operating profit margin is better.
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Fig 4.11: Operating Profit Margin

There was no consistent trend in operating profit margin in the food wholesale
industry over the past six fiscal years. Once again, Wal-Mart, is segmented from the
rest of the industry. It’s relatively lower operating profit margin means that Wal-Mart’s
sales only account for a small portion of their earnings before interest and taxes, or
operating profit. This makes sense because Wal-Mart competes on cost. The rest of the
industry is fragmented. This fragmentation can be explained by the varying roles each
firm plays within the industry. For example, SpartanNash has been growing their
military segment and Wal-Mart does not even have a military segment. With
participating in the military segment, there are increased regulatory costs. That being
said, SpartanNash as-stated is consistently in the middle of the industry. SpartanNash
restated is segmented and below the industry. This is an effect of the negative
operating income that resulted in the restatements. The operating profit margin
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returned to positive in 2015. SpartanNash restated is segmented from the industry, but
after the merger in 2013, SpartanNash is steadily heading towards the industry average
operating profit margin.

Net Profit Margin
Net profit margin is calculated by dividing net income by sales. Net income
includes gains and losses not attributed to operating activities, taxes, and interest
expense. Because of this, net profit margin is a good indicator of how well a firm’s sales
are able to sustain the firm, or how well a firm turns sales into net income. A higher net
profit margin is better.
Fig 4.12: Net Profit Margin
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The net profit margin for the food wholesale industry over the past six fiscal
years can be seen in the graph and chart above. We excluded SuperValu from the
analysis of net profit margin because their negative net profit margin skewed the
industry average. The negative net profit margins that SuperValu and restated
SpartanNash had are concerning. A negative net income is indicative of a failing
company. SpartanNash’s restated net profit margin is negative because of the goodwill
impairment expense that was added in the restatement process. The reason why the
negative net profit margin in 2013 is so much greater than the rest is because we
expensed goodwill on a yearly basis; however, SpartanNash’s 2013 point was a 39week fiscal period. The fact that properly impairing goodwill led to a negative net
income could have been a reason why SpartanNash decided to overstate goodwill. A
negative net income and net profit margin does not attract new investors and can scare
off current investors which is why SpartanNash would do what it could to keep net
income positive. That being said, the industry has had a trend of decreasing net profit
margin over the past six fiscal years which signals that the industry has been
experiencing decreasing net earnings.

Asset Turnover
Asset turnover is a profitability measure that indicates how well a company is
using their assets. Asset turnover is calculated by dividing sales by the total assets of
the previous year. We lag total assets so we can see how well the firm can generate
sales per dollar of the ending assets of the previous year, which would also be the
beginning assets of the current year. As the ratio increases, the firm is doing better in
utilizing their assets. To see how well SpartanNash is utilizing their assets, we compared
their asset turnover to the industry's.
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Fig 4.13: Asset Turnover

SpartanNash and their competitors’ asset turnovers between 2011-2015 started
at around 2-3, and is increasing to 4 in 2015. As stated before, an increasing asset
turnover means the industry is successfully utilizing their assets to generate sales. Even
with ignoring the out-of-place asset turnover in 2013, due to the Spartan Stores and
Nash-Finch merger, both SpartanNash as-stated and restated asset turnover is higher
than the industry. The reason why the restated asset turnover is higher than the as
stated is because we restated SpartanNash’s goodwill. This lowered their assets, which
increased asset turnover.
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Return on Assets
Return on assets (ROA) represents the percentage of income a firm generates
per dollar of total assets. ROA is found by dividing net income by total assets. Just like
with asset turnover, the total assets are lagged. Having a higher ROA is good, for it
means that a firm is utilizing their assets better to generate higher earnings, which is
also beneficial for the investors. Below is a chart showing the ROA for SpartanNash,
their competitors, and the industry average.
Fig 4.14: Return on Assets

The reason why we excluded SuperValu in our analysis of ROA is because
SuperValu greatly skewed the results. This is likely due to them being in substantial
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debt, which caused them consistently have a negative net profit margin along with a
low asset turnover. Even though the firms were fragmented early on, over the years the
firms were approaching a ROA of 5%. SpartanNash has the lowest ROA both before
and after the restatement. In fact, After the restatements they went from a positive
ROA to a negative. ROA became negative because SpartanNash had a negative net
profit margin after we capitalized goodwill. Although the restatements made ROA
negative, SpartanNash had been improving ROA throughout the years until it is now
close to the industry average. The increasing ROA for SpartanNash is the result of them
increasing their net profit margin and their asset turnover.

Return on Equity
Return on equity demonstrates the firm’s ability to raise profits by using the
money invested from the shareholders. The higher the ROE, the better the firm is at
generating profits per dollar of shareholder's equity. It is calculated by multiplying ROA
with an equity multiplier. The equity multiplier represents a firm’s leverage. The higher
the equity multiplier, the more levered the firm is. Therefore, if a firm wants to increase
their ROE, they can either utilize their assets better or take on more debt.
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Fig 4.15: Return on Equity

Just like with ROA, SuperValu was an anomaly due to their substantial debt, so
we removed it from the chart. In the food distribution and retail industry, ROE is
fragmented. In 2011 everyone started at a different percentage and then slowly
increased or decreased overtime. We believe the equity multiplier played a part in why
some firms increased and others decreased. For example, besides in 2015,
SpartanNash’s equity multiplier grew overtime, which would increase their ROE. On the
other hand, Sysco equity multiplier decreased overtime, which would decrease their
ROE.
After capitalizing goodwill, SpartanNash’s ROE dropped dramatically. In fact, just
like with ROA, ROE became negative because of the negative net profit margin. This
negative ROE says that SpartanNash is generating negative profit per dollar of their
shareholders’ investments, which is not good. If investors see that a firm is making a
negative profit with their investments, they will most likely stop investing in that
company, which in turn will make the stock price for that company go down.

102

Conclusion
Overall, the profitability performance of the food distribution and retail industry is
average. The margins show that the industry is becoming less profitable; however,
asset turnover, return on assets, and return on equity shows that the industry is
utilizing their assets better. For SpartanNash, they also follow the industry trend. Before
the restatements, SpartanNash was either above or around the industry profitability
average. After the restatements, SpartanNash’s profitability fell below the industry
average. However, we noticed that although the restatements made them fall below
the industry average, SpartanNash has been climbing back up. Therefore, even though
their current performance is not great, we believe they will continue to do better in
their performance until they are back with the industry average.

Capital Structure Ratios
The capital structure ratios help show how a firm’s operations are financed. The
following ratios provide a picture as to how the companies within the industry are
structuring their debt in relation to their equity, how many times the company can pay
off their interest expenses, and how creditworthy each company is.

Debt-to-Equity
The debt-to-equity ratio shows how much a company’s financing results from
debt and how much financing comes from stockholders. A high debt-to-equity ratio
means that a company is financed with more debt than equity. Stockholders prefer a
lower number for the debt-to-equity ratio because it means the company would be less
levered and therefore bear less risk. Between 2012 and 2013 Supervalu took on a
substantial amount of debt so in order to effectively analyze the industry our team
removed Supervalu from the data. In relation to their competitors, SpartanNash has a
higher D/E ratio on average. Over the course of six years, SpartanNash, on average,
has financed their operations with twice as much debt than equity. When considering
investing in the food wholesale industry, a more risk averse investor may find Sysco or
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Wal-Mart more favorable investments since they are less levered than SpartanNash.
After restating the financial statements for SpartanNash, their average debt-to-equity
rose from 1.5 to 2.1; however, in recent years SpartanNash’s as-stated debt-to-equity
has begun to look more like their restated debt-to-equity. In fact, in the past year
SpartanNash led the industry in keeping their debt-to-equity low.
Fig 4.16: Debt to Equity Ratio

Times Interest Earned
Times interest earned measures how many times a company can pay their
interest expense with their operating income. To find times interest earned, our team
divided earnings before interest and taxes (EBIT) by the interest expense from the
same periods. Investors typically favor companies that have a time interest earned ratio

104

of above one. Despite not leading the industry in times interest earned, SpartanNash
was still able to pay off their interest expense about four times on average. However, a
large portion of SpartanNash’s interest expenses are hidden because of the way they
handle their leases. After our team restated their financials it was revealed that
SpartanNash’s interest expense exceeded its earnings before interest and taxes.
Fig 4.17: Times Interest Earned

Altman’s Z-Score
Altman’s z-score measures the creditworthiness of a company after taking in to
account a variety of different figures from the company’s income statement, balance
sheet, and cash flow statement. Analysts interpret a number below 1.8 to mean that
the company in question is at risk of bankruptcy. A number above 3 means that the
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company is financially healthy. A number in between the two is usually taken that the
company can go in either direction. After calculating the z-score and the averages over
the past five years, it appears as though SpartanNash has a more stable business than
most of the industry. The industry as a whole has remained above 3 the past years
except for Supervalu which only recently managed to raise their creditworthiness.
SpartanNash’s z-score took a slight hit in 2013 because that is the year that the
company merged and the amount of assets increased substantially. After the merger
SpartanNash’s z-score was higher than all of their competitors’.
Fig 4.18: Altman’s Z-score
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Internal Growth Rate
A company’s internal growth rate is how much a firm can grow based on solely
its own funding. The internal growth rate is calculated by multiplying the company’s
return on assets by its plowback ratio. After restating SpartanNash’s financial
statements, the data reveals that SpartanNash’s internal growth rate has been negative
until the past year. After their merger, their internal growth rate has been pushed up to
match the industry standard. The industry as a whole has shown very different figures
for their internal growth rates. Lately, most of the competitors have been only around
one percentage point from one another.
Fig 4.19: Internal Growth Rate

107

Sustainable Growth Rate
Sustainable growth rate measures how much a firm can grow while maintaining
their current capital structure. Calculating the sustainable growth rate is the same as
calculating the internal growth rate only this time it is multiplied by 1 plus the
company’s debt-to-equity. This figure is a more realistic figure than the internal growth
rate because it allows the growth rate to take in the company’s leveraging strategy into
account. Looking at the financial data, the sustainable growth rate appears to be the
most volatile of the capital structuring ratios. SpartanNash’s restated financials is by far
the most volatile of the industry. This is due to the fact that their debt-to-equity has
decreased substantially following their merger thus causing the sustainable growth rate
to fall dramatically. There is no apparent trend industry-wide for this figure.
Fig 4.20: Sustainable Growth Rate
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Conclusion
SpartanNash before the merger appeared to lag behind the competition in the
majority of all of the capital structure ratios; however, they have recently become more
competitive by becoming a larger company. Investors may find value in the company by
taking into account that SpartanNash has begun to finance their own operations rather
than taking on more debt. The food wholesale industry is one that appears to change
their capital structure every couple of years.

Financial Forecasting
In order to see SpartanNash’s actual worth, plus to determine how they may act
in the future, we will forecast their financial statements. Most of the forecast for
SpartanNash uses assumptions, based on past performance, to determine future values.
The results of this should tell us whether or not SpartanNash is running properly now
and may give us some idea of how they may act in the future.
SpartanNash made an acquisition during in November 2013 and switched from a
March 1 to December 31 fiscal year end in 2013, so there are two years with less than
52 weeks in the fiscal year. When we forecast, we will need to keep these dates and
numbers in mind. For most of the assumptions, we did not consider the year ending in
2015, because most of the numbers made large jumps, before settling back down to
normal numbers. This is mostly seen in forecasting the statement of cash flows and in
operating income/loss on the income statement. Overall, these numbers are not going
to be 100% accurate.

Income Statement
In order to forecast SpartanNash’s future, we have to start with the income
statement. We used the restated financials in order to forecast the best numbers. The
reason why we need to start with the income statement is that these numbers will
affect both the balance sheet and the statement of cash flows.
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The first step of forecasting the income statement is to determine the sales
growth for SpartanNash. Due to the volatility of Spartan Stores acquiring Nash-Finch in
2013, which led to having a 148% sales growth during 2015, we needed to determine a
sales growth that wasn’t grossly inflated by these changes. We looked at the Yahoo
recommendation for sales growth and assumed that they would operate with a sales
growth of .7% one year, followed by a .9% decrease. This was repeated over the 10
years we forecasted. This gave us a more believable set of numbers when we
calculated other numbers, which includes cost of goods sold. After determining the
sales growth forecast, we applied this assumption over the rest of the common sized
income statement. We also determined a 0.1% decrease for gross profit to for years
past and applied that to the operating income. We determined that in 2017, net income
would increase by 1%, followed by 4% growth every year after that. This resulted in
more reasonable numbers as well. These assumptions were mostly pulled from Yahoo,
and the rest were formatted to fit the number and get a reasonable forecast.
After determining the percentages in the common sized income statement, we
implemented this to the financial income statement. We determined that these common
sized percentages worked well after a little bit of tweaking to give us a believable set of
numbers for the balance sheet. Overall, the balance sheet forecasted a stilted gain and
loss structure that still increased monetarily over 10 years for the sections of sales,
gross profit, EBIT, and net income. We then applied the same formula sheets to the asstated financials in order to give us what SpartanNash will look like with what financial
they are currently using, with the results showing the same staggered structure as the
re-stated forecast.

110

All information in thousands (000's) except shares
Period Ending
3/26/11
3/31/12
3/31/13 12/28/13
Total Revenue
$ 2,533,064 $ 2,634,226 $ 2,608,160 $ 3,190,039 $
Cost of Revenue
$ 1,976,549 $ 2,078,116 $ 2,062,616 $ 2,570,516 $
Gross Profit
$
556,515 $ 556,110 $ 545,544 $ 619,523 $
Selling General and Administrative
$
488,017 $ 489,650 $ 482,987 $ 546,100 $
Merger and Acquistion
$
- $
- $
- $ 20,993 $
Restructuring charges and asset impairment
$
532 $
(23) $
1,589 $ 16,877 $
Goodwill Impairment
$
- $
- $
- $
- $
Total Operating Expenses
$
488,549 $ 489,627 $ 484,576 $ 583,970 $
Operating Income or Loss
$
67,966 $
66,483 $
60,968 $
35,553 $
Earnings Before Interest And Taxes
Interest Expense
$
15,104 $
15,037 $
13,410 $
12,209 $
Income Before Tax
Income Tax Expense
$
20,420 $ 19,686 $ 15,425 $
5,914 $
Net Income
$
32,307 $ 31,758 $ 27,410 $
8,443 $
21,820
$
37,093
62,710 $

24,414 $
31,329 $
58,596 $
63,337 $

63,400 $

1/3/15
1/3/16
2017
7,916,062 $ 7,651,973 $ 7,705,537 $
6,759,988 $ 6,536,291 $ 6,428,301 $
1,156,074 $ 1,115,682 $ 1,277,236 $
1,022,387 $ 975,572
12,675 $
8,433
6,166 $
8,802
- $
1,041,228 $ 992,807
114,846 $ 122,875 $
22,125 $

65,871 $

64,097 $

22,435 $

68,505 $

64,802 $

22,749 $

2018
2019
7,774,887 $ 7,829,311 $
6,313,980 $ 6,159,782 $
1,460,907 $ 1,669,529 $

71,246 $

65,515 $

23,068 $

2020
7,899,775 $
5,993,501 $
1,906,274 $

74,095 $

66,236 $

23,391 $

2021
7,955,073 $
5,780,390 $
2,174,683 $

77,059 $

66,964 $

23,718 $

2022
8,026,669 $
5,547,958 $
2,478,711 $

80,142 $

67,701 $

24,050 $

2023
8,082,855 $
5,260,092 $
2,822,764 $

83,347 $

68,446 $

24,387 $

2024
8,155,601 $
4,943,852 $
3,211,749 $

86,681 $

69,199 $

24,728 $

2025
8,212,690 $
4,561,563 $
3,651,127 $

90,148 $

69,960 $

25,075 $

93,754

70,729

25,426

2026
2027
8,286,605 $ 8,344,611
4,139,643 $ 3,638,626
4,146,962 $ 4,705,985

Fig 4.21: As-Stated Forecasted SpartanNash Income Statement
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All information in thousands (000's) except shares
Period Ending
Total Revenue
Cost of Revenue
Gross Profit
Selling General and Administrative
Merger and Acquistion
Restructuring charges and asset impairment
Goodwill Impairment
Total Operating Expenses
Operating Income or Loss
Earnings Before Interest And Taxes
Interest Expense
Income Before Tax
Income Tax Expense
Net Income
$
$
$
$
$
$
$
$
$
$
$
$
$
$

3/26/11
2,533,064 $
1,976,549 $
556,515 $
488,017 $
- $
532 $
49,583 $
538,132 $
18,383 $
18,480 $
15,104 $
3,376 $
20,420 $
(17,276) $

3/31/12
3/31/13
12/28/13
1/3/15
2,634,226 $ 2,608,160 $ 2,597,230 $ 7,916,062 $
2,078,116 $ 2,062,616 $ 2,110,350 $ 6,759,988 $
556,110 $
545,544 $
486,880 $ 1,156,074 $
489,650 $
482,987 $
433,450 $ 1,022,387 $
- $
- $
20,993 $
12,675 $
(23) $
1,589 $
15,644 $
6,166 $
49,583 $
49,583 $
50,912 $
62,774 $
539,210 $
534,159 $
520,999 $ 1,104,002 $
16,900 $
11,385 $
(34,119)$
52,072 $
17,010 $
7,094 $
(36,633)$
52,089 $
15,037 $
13,410 $
12,209 $
24,414 $
1,973 $
(6,316) $
(48,842)$
27,675 $
19,686 $
15,425 $
5,914 $
31,329 $
(17,825) $
(22,173) $
(50,171) $
(4,178) $

1/3/16
2017
2018
7,651,973 $ 7,705,537 $ 7,774,887 $
6,536,291 $ 6,428,301 $ 6,313,980 $
1,115,682 $ 1,277,236 $ 1,460,907 $
975,572
8,433
8,802
13,191
1,005,998
109,684 $ 111,220 $ 112,777 $
108,888
21,820
87,068 $
88,026 $
88,994 $
37,093
49,519 $
50,014 $
52,015 $

2020
7,899,775 $
5,993,501 $
1,906,274 $

115,957 $

90,963 $
56,259 $

2019
7,829,311 $
6,159,782 $
1,669,529 $

114,356 $

89,973 $
54,096 $

58,510 $

91,963 $

117,580 $

2021
7,955,073 $
5,780,390 $
2,174,683 $

60,850 $

92,975 $

119,226 $

63,284 $

93,998 $

120,895 $

2022
2023
8,026,669 $ 8,082,855 $
5,547,958 $ 5,260,092 $
2,478,711 $ 2,822,764 $

65,816 $

95,032 $

122,588 $

68,448 $

96,077 $

124,304 $

2024
2025
8,155,601 $ 8,212,690 $
4,943,852 $ 4,561,563 $
3,211,749 $ 3,651,127 $

71,186 $

97,134 $

126,044 $

74,034

98,202

127,809

2026
2027
8,286,605 $ 8,344,611
4,139,643 $ 3,638,626
4,146,962 $ 4,705,985

Fig 4.22: Restated Forecasted SpartanNash Income Statement
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1/3/16
-3.34%
100.0%
85.4%
14.6%
12.7%
0.1%
0.1%
0.0%
1.6%
0.3%
0.0%
0.5%
0.8%
0.0%
0.0%

2018
0.90%

14.4%

1.40%

1.1%
4%

2017
0.70%

14.5%

1.40%

1.1%
1%

4%

1.1%

1.40%

14.3%

2019
0.70%

4%

1.1%

1.40%

14.2%

2020
0.90%

4%

1.1%

1.40%

14.1%

2021
0.70%

4%

1.1%

1.40%

14.0%

2022
0.90%

4%

1.1%

1.40%

13.9%

2023
0.70%

4%

1.1%

1.40%

13.8%

2024
0.90%

4%

1.1%

1.40%

13.7%

2025
0.70%

4%

1.1%

1.40%

13.6%

2026
0.90%

4%

1.1%

1.40%

13.5%

2027
0.70%

Statement

Period Ending
3/26/11 3/31/12 3/31/13 12/28/13 1/3/15
Annual Sales Growth
3.99% -0.99% 22.31% 148.15%
Total Revenue
100.0% 100.0% 100.0% 100.0% 100.0%
Cost of Revenue
78.0%
78.9%
79.1%
80.6%
85.4%
Gross Profit
22.0%
21.1%
20.9%
19.4%
14.6%
Selling General and Administrative
19.3%
18.6%
18.5%
17.1%
12.9%
Merger and Acquistion
0.0%
0.0%
0.0%
0.7%
0.2%
Restructuring charges and asset impairment 0.0%
0.0%
0.1%
0.5%
0.1%
Goodwill Impairment
0.0%
0.0%
0.0%
0.0%
0.0%
Total Operating Expenses
2.7%
2.5%
2.3%
1.1%
1.5%
Operating Income or Loss
0.6%
0.6%
0.5%
0.4%
0.3%
Earnings Before Interest And Taxes
0.0%
0.0%
0.0%
0.0%
0.0%
Interest Expense
0.8%
0.7%
0.6%
0.2%
0.4%
Income Before Tax
1.3%
1.2%
1.1%
0.3%
0.7%
Income Tax Expense
0.0%
0.0%
0.0%
0.0%
0.0%
Net Income
0.0%
0.0%
0.0%
0.0%
0.0%

Fig 4.23: Common Sized As-Stated Forecasted SpartanNash Income
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0.1%
0.8%
-0.7%

Income Before Tax

Income Tax Expense
Net Income

0.6%

0.7%
0.7%

Operating Income or Loss
Earnings Before Interest And Taxes

Interest Expense

21.2%

2.0%

Total Operating Expenses

0.0%

Goodwill Impairment

22.0%

Gross Profit

Restructuring charges and asset impairment

78.0%

Cost of Revenue
19.3%
0.0%

100.0%

Total Revenue

Selling General and Administrative
Merger and Acquistion

3/26/11

Period Ending
Annual Sales Growth

0.7%
-0.7%

0.1%

0.6%

0.6%
0.6%

20.5%

1.9%

0.0%

18.6%
0.0%

21.1%

78.9%

100.0%

3/31/12
3.99%

0.6%
-0.9%

-0.2%

0.5%

0.4%
0.3%

20.5%

1.9%

0.1%

18.5%
0.0%

20.9%

79.1%

100.0%

3/31/13
-0.99%

0.2%
-1.9%

-1.9%

0.5%

-1.3%
-1.4%

20.1%

2.0%

0.6%

16.7%
0.8%

18.7%

81.3%

100.0%

0.4%
-0.1%

0.3%

0.3%

0.7%
0.7%

13.9%

0.8%

0.1%

12.9%
0.2%

14.6%

85.4%

100.0%

12/28/13
1/3/15
-0.42% 204.79%

0.5%
0.6%

1.1%

0.3%

1.4%
1.4%

13.1%

0.2%

0.1%

12.7%
0.1%

14.6%

85.4%

100.0%

1/3/16
-3.34%

1%

1.1%

1.40%

14.5%

2017
0.70%

4%

1.1%

1.40%

14.4%

2018
0.90%

4%

1.1%

1.40%

14.3%

2019
0.70%

4%

1.1%

1.40%

14.2%

2020
0.90%

4%

1.1%

1.40%

14.1%

2021
0.70%

4%

1.1%

1.40%

14.0%

2022
0.90%

4%

1.1%

1.40%

13.9%

2023
0.70%

4%

1.1%

1.40%

13.8%

2024
0.90%

4%

1.1%

1.40%

13.7%

2025
0.70%

4%

1.1%

1.40%

13.6%

2026
0.90%

4%

1.1%

1.40%

13.5%

2027
0.70%

Fig 4.24: Common Sized Restated Forecasted SpartanNash Income
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Statement Dividends Forecasting
Dividend forecasting is used to determine what the future payout of dividends
may be. For this, we used a staggered method, or did two years of the same dividend
payout. We assume that like previous years, the dividends would go up by $0.06 when
dividends went up every other year. We then calculated total dividends paid out by
multiplying total outstanding shares, which were held constant, by the dividends per
share. This then was divided by 1000 to match the rest of the spreadsheets, as our
numbers were in the thousands. This forecast helps us determine SpartanNash’s
possible future retained earnings.
Fig 4.25: Forecasted Dividends for SpartanNash

Balance Sheet
After determine the forecasting for the income statement and dividends, we can
work on forecasting the balance sheet. We will take the numbers and percentages that
we got on our forecasted income statement and apply them to the numbers on the
balance sheet. The most important things to forecast are the total current assets, total
non-current assets, total assets, total current liabilities, total non-current liabilities, total
liabilities, total stockholders’ equity, and total liabilities and stockholders’ equity.
The first major step for the balance sheet was to forecast the percentages for
our sections that needed it. Since total assets and total stockholders’ equity is 100% of
their individual sections, we applied that and forecasted it out to 2027. We then grew
out our current assets of 46.56% to 48%, and then increase by 2% till 2019 to give us
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a stable 52% of total assets. We then figured out noncurrent assets by determining the
percentage of total assets minus total current assets.
The second major step, after determining the common sized balance sheet, was
to forecast the asset turnover ratio, so that we could determine the total assets. The
decision was to hold this steady, to get a reasonable growth. We then divided the
forecasted 2017 sales from the income statement by the 2016 asset ratio and carried it
out from there. We then, with our common sized percentages for the balance sheet,
determined the rest of asset section. Next, we determined that total current liabilities to
be current assets divided by 1.9. This was determined by past performance of the two,
and to keep the growth the same across the balance sheet. Next step was to repeat
this for the rest of the liabilities section and stockholders’ equity section by using their
percentages from the common sized figures We made an assumption that those
percentages were stable in the future as they are currently.
The last step was to double check all the numbers in order to determine that we
had reasonable numbers and then apply these numbers to the as stated numbers for
the same structured results.
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(in thousands)
3/26/11
Assets
Current assets
Cash and cash equivalents
$ 43,824
Accounts and notes receivable, net
$ 56,344
Inventories, net
$ 103,814
Prepaid expenses and other current assets
$ 7,408
Property and equipment held for sale
Other current assets
Deferred taxes on income
$ 1,536
Total current assets
$ 212,916
Property and equipment, net
Land and improvements
$ 21,866
Buildings and improvements
$ 219,449
Equipment
$ 306,993
Total property and equipment
$ 548,308
Less accumulated depreciation and amortization
$ 306,860
Property and equipment, net
$ 241,448
Goodwill
$ 241,244
Other assets, net
$ 55,788
Total Noncurrent Assets
$ 538,480
Total assets
$ 751,396
Liabilities and Shareholders Equity
Current liabilities
Accounts payable
$ 100,919
Accrued payroll and benefits
$ 37,679
Accrued income taxes
$ 18,343
Other accrued expenses
$ 4,470
Current maturities of long-term debt and
$ 4,205
Capital lease obligations
Total current liabilities
$ 165,616
Long-term liabilities
Deferred income taxes (Note 1)
$ 66,241
Postretirement benefits
$ 14,222
Other long-term liabilities
$ 18,269
Restructuring costs
$ 10,832
Long-term debt and capital lease obligations $ 170,711
Total long-term liabilities
$ 280,086
Total Liabilities
$ 445,702
Shareholders equity
Common stock, voting, no par value; 100,000/50,000
$ 162,086
Accumulated other comprehensive loss
$ (13,016)
Retained earnings
$ 156,435
Total shareholders equity
$ 305,505
Total liabilities and shareholders equity
$ 751,396

3/31/13

$
$
$
$
$

518,056
(8,794)
197,611
706,873
1,983,651

$
$
$
$
$

$ 155,134
$ (13,793)
$ 182,267
$ 323,608
$ 763,473

$ 146,564
$ (13,687)
$ 202,778
$ 335,655
$ 789,667

598,319 $
751,976 $
1,276,778 $

$ 133,565 $ 145,876 $
$ 254,134 $ 261,022 $
$ 439,087 $ 454,012 $

$
$
$
$
$

86,750 $
22,009 $
44,898 $

365,584
81,175
50,789
19,909
7,345

$
$
$
$
$
$
$
$
$
$

$ 83,807 $ 80,578 $
$ 13,618 $ 14,092 $
$ 23,922 $ 20,476 $

$
$
$
$
$

85,074
464,558
414,754
964,386
335,904
628,482
299,186
133,014
1,060,682
1,983,651

922,969 $

$
$
$
$
$

524,802 $

$ 120,651
$ 38,356
$ 6,132
$ 23,784
$ 4,067

$ 107,703
$ 39,366
$ 12,352
$ 21,083
$ 4,449

$
$
$
$
$
$
$
$
$
$

9,216
285,393
589,497
38,423
440

12/28/13

$ 184,953 $ 192,990 $

$ 23,093
$ 261,348
$ 302,161
$ 586,602
$ 314,476
$ 272,126
$ 246,840
$ 64,532
$ 583,498
$ 789,667

$ 23,456
$ 235,886
$ 298,028
$ 557,370
$ 300,594
$ 256,776
$ 240,194
$ 56,866
$ 553,836
$ 763,473

$ 26,476 $ 6,097 $
$ 58,637 $ 60,979 $
$ 99,778 $ 124,657 $
$ 9,478 $ 10,822 $
$
$ 13,686 $ 1,304
$ 1,582 $ 2,310
$ 209,637 $ 206,169 $

3/31/12

$
$
$
$

$
$
$
$
$

$
$
$
$
$
$
$
$
$
$

520,791
(11,655)
238,117
747,253
1,932,282

$
$
$
$
$

550,510 $
727,324 $
1,185,029 $

113,726 $
23,701 $
39,387 $

457,705 $

320,037
73,220
44,690
19,758
-

76,218
468,236
453,339
997,793
400,643
597,150
297,280
124,453
1,018,883
1,932,282

913,399 $

6,443
282,697
577,197
31,882
15,180

1/3/15

521,698
(11,447)
280,528
790,779 $
1,925,448 $

475,978
647,345 $
1,134,669 $

116,600
16,008
38,759

487,324 $

353,688
71,973
42,660
19,003
-

73,524
483,764
502,283
1,059,571
475,873
583,698
322,902
135,261
1,041,861 $
1,925,448 $

883,587 $

22,719
317,183
521,164
22,521

1/3/16

785,328 $
1,963,320 $

681,995 $
1,177,992 $

495,997 $

942,394 $
1,963,320 $

1,020,927 $

2017

782,931 $
1,957,328 $

659,310 $
1,174,397 $

515,086 $

939,517 $
1,957,328 $

1,017,810 $

2018

789,977 $
1,974,944 $

644,455 $
1,184,966 $

540,511 $

947,973 $
1,974,944 $

1,026,971 $

2019

795,507 $
1,988,768 $

648,966 $
1,193,261 $

544,294 $

954,609 $
1,988,768 $

1,034,159 $

2020

802,667 $
2,006,667 $

654,807 $
1,204,000 $

549,193 $

963,200 $
2,006,667 $

1,043,467 $

2021

808,286 $
2,020,714 $

659,391 $
1,212,428 $

553,037 $

969,943 $
2,020,714 $

1,050,771 $

2022

815,560 $
2,038,900 $

665,325 $
1,223,340 $

558,015 $

978,672 $
2,038,900 $

1,060,228 $

2023

821,269 $
2,053,173 $

669,983 $
1,231,904 $

561,921 $

985,523 $
2,053,173 $

1,067,650 $

2024

828,660 $
2,071,651 $

676,012 $
1,242,991 $

566,978 $

994,393 $
2,071,651 $

1,077,259 $

2025

834,461
2,086,153

680,745
1,251,692

570,947

1,001,353
2,086,153

1,084,799

2026

Fig 4.26: As-Stated Forecasted Balance Sheet
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Asset Turnover Ratio

(in thousands)
Assets
Current Assets
Cash And Cash Equivalents
Net Receivables
Inventory
Other Current Assets
Total Current Assets
Property Plant and Equipment (net)
Goodwill
Intangible Assets
Other Assets
Total Non-Curent Assets
Total Assets
Liabilities
Current Liabilities
Accounts Payable
Short/Current Long Term Debt
Total Current Liabilities
Non-Current Liabilities
Long Term Debt
Other Liabilities
Minority Interest
Total Non-Current Liabilities
Total Liabilities
Stockholders' Equity
Common Stock
Retained Earnings
Treasury Stock
Capital Surplus
Other Stockholder Equity
Total Stockholder Equity
Total liabilities and equity
3.99

3.96

4

4

40.00%
100.00%

40.66% 42.39% 42.51% 35.63% 38.67% 41.07% 40.00%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
4.04

56.14%
60.00%

58.90% 61.38% 57.05% 57.89%
64.37% 61.33% 58.93% 60.00%

62.84% 57.88% 57.49%
59.32% 57.51% 57.49%

3.42

43.86%

41.10% 38.62% 42.95% 42.11%

37.16% 42.12% 42.51%

3.51

48.00%
100.00%

2018

71.66% 72.54% 73.89% 53.47% 52.73% 54.11% 48.00%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

2017

52.00%

1/3/16

0.46% 0.33% 1.18%
14.39% 14.63% 16.47%
29.72% 29.87% 27.07%
1.94% 1.65% 1.17%
46.53% 47.27% 45.89% 52.00%

5.83% 3.47% 0.77%
7.50% 7.68% 7.72%
13.82% 13.07% 15.79%
0.99% 1.24% 1.37%
28.34% 27.46% 26.11%

3/26/11 3/31/12 3/31/13 12/28/13 1/3/15

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2019

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2020

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2021

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2022

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2023

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2024

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2025

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2026

4

40.00%
100.00%

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2027

Fig 4.27: As-Stated Forecasted Common-sized Balance Sheet
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100,919
37,679
18,343
4,470
4,205
165,616 $
66,241
14,222
18,269
10,832
170,711
280,086
445,702
162,086 $
(13,016) $
106,852 $
255,922 $

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Total liabilities and shareholders equity

$
$
$
$
$

$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

701,813 $

133,565 $
254,134 $
439,087 $

$
$
$

664,307 $

155,134 $
(13,793) $
83,101 $
224,442 $

83,807 $
13,618 $
23,922 $

184,953 $

107,703
39,366
12,352
21,083
4,449

23,456
235,886
298,028
557,370
300,594
256,776
141,028
56,866
454,670
664,307

26,476
58,637
99,778
9,478
13,686
1,582
209,637

3/31/12

$
$
$

$
$
$
$
$

$
$
$
$
$
$
$
$
$
$

21,866
219,449
306,993
548,308
306,860
241,448
191,661
55,788
488,897
701,813

$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

43,824
56,344
103,814
7,408
1,536
212,916

$
$
$
$
$
$
$
$

3/26/11

(in thousands)
Assets
Current assets
Cash and cash equivalents
Accounts and notes receivable, net
Inventories, net
Prepaid expenses and other current assets
Property and equipment held for sale
Other current assets
Deferred taxes on income
Total current assets
Property and equipment, net
Land and improvements
Buildings and improvements
Equipment
Total property and equipment
Less accumulated depreciation and amortization
Property and equipment, net
Goodwill
Other assets, net
Total Noncurrent Assets
Total assets
Liabilities and Shareholders Equity
Current liabilities
Accounts payable
Accrued payroll and benefits
Accrued income taxes
Other accrued expenses
Current maturities of long-term debt and
Capital lease obligations
Total current liabilities
Long-term liabilities
Deferred income taxes (Note 1)
Postretirement benefits
Other long-term liabilities
Restructuring costs
Long-term debt and capital lease obligations
Total long-term liabilities
Total Liabilities
Shareholders equity
Common stock
Accumulated other comprehensive loss
Retained earnings
Total shareholders equity
$
$
$
$
$

$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

640,917 $

146,564 $
(13,687) $
54,028 $
186,905 $

145,876 $
261,022 $
454,012 $

80,578 $
14,092 $
20,476 $

192,990 $

120,651
38,356
6,132
23,784
4,067

23,093
261,348
302,161
586,602
314,476
272,126
98,090
64,532
434,748
640,917

6,097
60,979
124,657
10,822
1,304
2,310
206,169

3/31/13

$
$
$
$
$
$
$
$

6,443
282,697
577,197
31,882
15,180
913,399

1/3/15

$
$
$
$
$
$
$
$

22,719
317,183
521,164
22,521
883,587 $

1/3/16

882,268 $

2017

888,917 $

2018

896,918 $

2019

$
$
$
$
$

$
$
$
$
$

113,726 $
23,701 $
39,387 $

457,705 $

320,037
73,220
44,690
19,758
-

116,600
16,008
38,759

487,324 $

353,688
71,973
42,660
19,003
428,632 $

449,857 $

472,062 $

520,791 $
(11,655) $
(24,319)$
484,817 $

521,698
(11,447)
252,817
763,068 $

678,667 $

683,783 $

689,937 $

1,783,989 $ 1,669,846 $ 1,897,737 $ 1,696,669 $ 1,709,457 $ 1,724,842 $

518,056 $
(8,794) $
(2,051) $
507,211 $

598,319 $ 550,510 $ 475,978
751,976 $ 727,324 $ 647,345 $ 589,369 $ 575,817 $
562,843 $
1,276,778 $ 1,185,029 $ 1,134,669 $ 1,018,001 $ 1,025,674 $ 1,034,905 $

86,750 $
22,009 $
44,898 $

524,802 $

365,584
81,175
50,789
19,909
7,345

85,074 $
76,218 $
73,524
464,558 $ 468,236 $ 483,764
414,754 $ 453,339 $ 502,283
964,386 $ 997,793 $ 1,059,571
335,904 $ 400,643 $ 475,873
628,482 $ 597,150 $ 583,698
106,486 $
34,844 $ 295,191
133,014 $ 124,453 $ 135,261
861,020 $ 756,447 $ 1,014,150 $ 814,401 $ 820,539 $
827,924 $
1,783,989 $ 1,669,846 $ 1,897,737 $ 1,696,669 $ 1,709,457 $ 1,724,842 $

9,216
285,393
589,497
38,423
440
922,969

12/28/13

1,736,916 $

694,766 $

566,783 $
1,042,149 $

475,366 $

833,719 $
1,736,916 $

903,196 $

2020

1,752,548 $

701,019 $

571,884 $
1,051,529 $

479,645 $

841,223 $
1,752,548 $

911,325 $

2021

1,764,816 $

705,926 $

575,887 $
1,058,889 $

483,002 $

847,111 $
1,764,816 $

917,704 $

2022

1,780,699 $

712,280 $

581,070 $
1,068,419 $

487,349 $

854,735 $
1,780,699 $

925,963 $

2023

1,793,164 $

717,266 $

585,138 $
1,075,898 $

490,761 $

860,719 $
1,793,164 $

932,445 $

2024

947,423

2026

498,644

728,787
1,809,302 $ 1,821,967

723,721 $

590,404 $
594,537
1,085,581 $ 1,093,180

495,177 $

868,465 $
874,544
1,809,302 $ 1,821,967

940,837 $

2025

Fig 4.28: Restated Forecasted Balance Sheet
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(in thousands)
Assets
Current Assets
Cash And Cash Equivalents
Net Receivables
Inventory
Other Current Assets
Total Current Assets
Property Plant and Equipment (net)
Goodwill
Intangible Assets
Other Assets
Total Non-Curent Assets
Total Assets
Liabilities
Current Liabilities
Accounts Payable
Short/Current Long Term Debt
Total Current Liabilities
Non-Current Liabilities
Long Term Debt
Other Liabilities
Minority Interest
Total Non-Current Liabilities
Total Liabilities
Stockholders' Equity
Common Stock
Retained Earnings
Treasury Stock
Capital Surplus
Other Stockholder Equity
Total Stockholder Equity
Total liabilities and equity
Asset Turnover Ratio
48.26%
100.00%

41.10%

69.66% 68.44% 67.83%
100.00% 100.00% 100.00%

42.12%

57.88%
66.10%

37.16%

62.84%
63.51%

58.90%
71.57%

28.43%
100.00%
4.98

57.49%
70.84%

36.47% 33.79% 29.16%
100.00% 100.00% 100.00%
3.75
3.93

42.51%

0.52%
16.00%
33.04%
2.15%
51.74%

3.99%
8.83%
15.02%
1.43%
31.56%

6.24%
8.03%
14.79%
1.06%
30.34%

0.95%
9.51%
19.45%
1.69%
32.17%

3/31/12 3/31/13 12/28/13

3/26/11

1.20%
16.71%
27.46%
1.19%
46.56%

1/3/16

2018

52.00% 52.00%

2017

57.05%
59.79%

42.95%

57.89% 56.14%
60.00% 60.00%

42.11% 43.86%

29.03% 40.21% 40.00% 40.00%
100.00% 100.00% 100.00% 100.00%
4.44
4.58
4.58
4.58

61.38%
70.97%

38.62%

45.30% 53.44% 48.00% 48.00%
100.00% 100.00% 100.00% 100.00%

0.39%
16.93%
34.57%
1.91%
54.70%

1/3/15

40.00%
100.00%
4.58

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2019

52.00%

2021

54.39%
60.00%

45.61%

40.00% 40.00%
100.00% 100.00%
4.58
4.58

54.39%
60.00%

45.61%

48.00% 48.00%
100.00% 100.00%

52.00%

2020

40.00%
100.00%
4.58

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2022

40.00%
100.00%
4.58

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2023

40.00%
100.00%
4.58

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2024

52.00%

2026

54.39%
60.00%

45.61%

40.00% 40.00%
100.00% 100.00%
4.58
4.58

54.39%
60.00%

45.61%

48.00% 48.00%
100.00% 100.00%

52.00%

2025

40.00%
100.00%
4.58

54.39%
60.00%

45.61%

48.00%
100.00%

52.00%

2027

Fig 4.29: Restated Forecasted Common-sized Balance Sheet
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Statement of Cash Flows
The hardest section of the financial statements to forecast is the
statement of cash flows. This can only be done after all the other sections have been
fully filled out and make sense. There are two parts to this section, and after we
determine what the net income is from the income statement and what the dividends
are from the dividend forecast. We took those numbers and applied them to the
spreadsheet and continued to part one.
For the first major part, we needed to determine a way to forecast operating
cash flow. We decided that operating income over CFFO was the most stable number to
use in determining the operating cash flows. Next was to figure out capital expenditures
(CAPEX) to get the investing cash flows. We did this by predicting the year 2017 and
took the expenditure from 2016 and subtracting the change in non-current assets.
Investing activities was determined by decreasing the previous year’s number by a
multiple of 1.2 each year. Financing activities was determined by taking total dividends
paid and multiplying it by a factor of negative 5.31. This caused this number to grow
over time to keep with the increase in payment of dividends. Overall, cash flow growth
before the merger in 2013 was negative, and it went up 58% between 2014 and 2015,
but this is only because numbers are still irregular after the merger. Therefore, the
merger got in the way of getting an accurate estimate of CF growth based on previous
data. We assumed the merger is going to help SpartanNash get back to the industry
average level of growth.
The second major step was to common size our forecasted statement of cash
flows, and make sure all numbers look practical as percentages. The assumptions for
the statement of cash flows from Yahoo finance and previous assumptions made in the
other statements.
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All information in thousands (000's) except shares
Period Ending
Operating Activities
Net Income
Total Cash Flow From Operating Activities
Sales/Operating Cash Flow
Operating Income/CFFO (operating Cash Flow)
Net Income/CFFO
Investing Activities
Capital Expenditures
Total Cash Flows From Investing Activities
change in nca
change in ppe
Financing Activities
Dividends Paid
Total Cash Flows From Financing Activities
Shares
DPS
Annual Change in DPS
33,556 $
(40,268) $
8,456 $

$
$
$

24,608 $
(130,670)$
37,285,140
$
0.66 $
$
0.06 $

0.28 $

$

2019
68,505 $
244,662 $

$
$

$
$

$
$

42,518 $
(43,800) $
(15,356) $
(9,062) $

31,758
93,734
$ 28.10
0.16
-

3/31/12

$
$

$
$

42,012 $
(53,056) $
(29,662) $
(29,232) $

27,410
59,341
$ 43.95
0.23
-

3/31/13

$
$

$
$

37,200 $
(65,602) $
(477,184)$
(377,784)$

8,443
97,055
$ 32.87
0.13
-

12/28/13

$
$

$
$

90,012 $
(81,687) $
41,799 $
(33,407) $

58,596
139,073
$ 56.92
0.18
-

1/3/15

33,421 $
(40,105) $
8,591 $

0.28 $

74,095 $
264,627 $

2021

24,608 $
26,845 $
(130,670)$ (142,549)$
37,285,140 37,285,140
0.66 $
0.72 $
- $
0.06 $

35,376 $
(42,451) $
6,636 $

0.28 $

71,246 $
254,449 $

2020

26,845 $
(142,549)$
37,285,140
0.72 $
- $

35,270 $
(42,324) $
6,742 $

0.28 $

77,059 $
275,212 $

2022

29,082 $
(154,428)$
37,285,140
0.78 $
0.06 $

33,283 $
(39,939) $
8,729 $

0.28 $

80,142 $
286,220 $

2023

29,082 $
(154,428)$
37,285,140
0.78 $
- $

35,161 $
(42,194) $
6,851 $

0.28 $

83,347 $
297,669 $

2024

4,525 $
5,926 $
6,899 $
5,908 $
18,090 $
(19,369) $
(67,206) $
(26,213) $
(30,676) $
(59,962) $
22,584,538 21,664,787 21,894,825 37,720,745 37,818,417
$
0.20 $
0.26 $
0.32 $
0.27 $
0.48 $
$
0.06 $
0.06 $
(0.05) $
0.21 $

$
$

$
$

33,029 $
(33,123) $
$
$

$
$
$
$

$
$

32,307
89,756
$ 28.22
0.17
-

3/26/11
$
$

$
$

All information in thousands (000's) except shares
Period Ending
Operating Activities
Net Income
Total Cash Flow From Operating Activities
Sales/Operating Cash Flow
Operating Income/CFFO (operating Cash Flow)
Net Income/CFFO
Investing Activities
Capital Expenditures
Total Cash Flows From Investing Activities
change in nca
change in ppe
Financing Activities
Dividends Paid
Total Cash Flows From Financing Activities
Shares
DPS
Annual Change in DPS

31,320 $
(166,307)$
37,285,140
0.84 $
0.06 $

33,142 $
(39,771) $
8,870 $

0.28 $

86,681 $
309,576 $

2025

20,299 $
(107,696)$
37,285,140
0.54 $
0.06 $

79,394 $
(95,300) $
(22,978)$
(61,778)

62,710 $
219,489 $
$ 34.86
0.10 $
-

1/3/16

44,888
(53,866)
(2,876)

0.28

65,871
235,252

2018

31,320 $
(166,307)$
37,285,140
0.84 $
- $

35,051 $
(42,062) $
6,961 $

0.28 $

90,148 $
321,959 $

2026

33,557
(178,186)
37,285,140
0.90
0.06

35,933
(43,119)
6,079

0.28

93,754
334,837

2027

22,371 $
22,371
(118,790)$ (118,790)
37,285,140 37,285,140
0.60 $
0.60
0.06 $
-

35,874 $
(43,049) $
6,138 $

0.28 $

63,337 $
226,204 $

2017

Fig 4.30: Forecasted Statement of Cash Flows

122

Conclusion
The most difficult part of forecasting was to determine what to assume and what
would go off of raw calculated data. We managed to get the numbers to somewhat
match the current numbers. Overall, we predicted that SpartanNash would grow, but
staggered. This meant that some years, say year 2, weren’t going to post numbers as
good as last year, but year 3 would then post numbers bigger than year 1 and 2. This
would continue for 10 years. We think this is reasonable, and shows a company that,
even with their restatements, would continue to do well.

Cost of Capital Estimation
In order to value SpartanNash, we need to calculate their cost of capital, also
known as the weighted average cost of capital (WACC), so we can discount the firm’s
financials. WACC is the average required rate of return of the securities that a firm used
to finance their assets. WACC consists of the firm’s cost of equity and their cost of debt.
Cost of equity is the rate of return that shareholders require, while cost of debt is the
rate of return that the lenders of the firm require. The higher the WACC, the lower the
value of the firm. We will first calculate SpartanNash’s cost of equity and then calculate
their cost of debt. Once we have these numbers, we can solve for their WACC.

Cost of Equity
A firm’s cost of equity can be found by using the Capital Asset Pricing Model, or
CAPM. The two-factor model for the CAPM equation is as follows:
Ke = Rf + Beta(MRP) + SP
Ke is the cost of equity, Rf is the risk-free rate, MRP is the market risk premium, and SP
is the size premium. We obtained the risk-free rate from yield of a 20-year Treasury
Bond, which we found on the St. Louis Federal Reserve website. We found the monthly
risk-free rate for April 1, 2016 to be 2.2%. However, since the yield on the website is
the annual rate of return, we had to divide the yield by 12 to convert it to monthly. As
for the the market risk premium and the size premium, both rates can be derived from
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the Business Analysis and Valuation textbook. The historical market risk premium is said
to be roughly 7%. This percentage means that investors want a return of 7% over the
risk-free rate. Combining this historical cost with today’s volatile market, we assume the
market risk premium to average 7%. The size premium is determined by the market
value of the firm, which is the firm’s market cap. SpartanNash falls into the 4th size
decile, giving them a size premium rate of 1.9%.
Fig 4.31: Size Premium

Finally, beta explains how a firm’s risk is relative to the market. In this case, the
market is the S&P 500. To find beta for SpartanNash, we used a regression analysis,
which will help us observe how the monthly holding period returns for SpartanNash
compare to the monthly returns of the market. Our regression contained one point on
the yield curve, the 20-year Treasury Bond. We ran five regressions for this point: 24,
36, 48, 60, and 72 month.
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Fig 4.32: 20 Year Regressions

Out of these five betas, we will use the 72-month beta of .797. We believe this
beta is the most accurate because it has the highest R-squared value, which is 10.8%.
This percentage means that 10.8% of SpartanNash’s risk is explained by the market
risk, or the systematic risk. Therefore, 89.2% of SpartanNash’s risk is firm specific. The
upper- and lower-level limit for beta is 1.31 and .283, respectively. Therefore, we can
have 95% confidence that the true beta is in between .283 and 1.31. Google’s
estimated beta for SpartanNash was 0.84. Our beta and Google’s beta is different
because Google most likely used different data to get their estimated beta. However,
Google’s beta is still within the bounds that we set.
When using the two-factor CAPM, the cost of equity calculates to 9.68%.
Therefore, shareholders will expect a 9.68% when they invest in SpartanNash. The
upper- and lower-level limits of cost of equity are 13.28% and 6.08%, respectively.
These limits show that with a 95% confidence level, the true cost of equity will be
between 6.08% and 13.28%.

Backdoor Cost of Equity
The backdoor cost of equity is another way we can find a firm’s cost of equity.
This method is pretty nice for it blends both the market’s view of the firm and our view
of the firm. We will manipulate the formula below to find the cost of equity.

P/B - 1 = [(ROE - Ke)/(Ke - g)]
P/B is the current price-to-book ratio, ROE is the firm’s long run return on equity
that we forecasted, and g is the firm’s average sales growth that we forecasted. After
we found these variables, we plugged them into the equation above.
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1.452 - 1 = [(10.76 - Ke)/(Ke - .8)]
Ke =7.66%
The cost of equity using the this backdoor method is 7.66%. Since this number is
also in the 95% confidence interval of 6.08% to 13.28%, we decided to stick with using
the cost of equity that was derived using the CAPM equation.

Cost of Debt
To find the cost of debt (Kd), we found the weighted average of interest rate
debt that SpartanNash owed. According to SpartanNash’s 2016 10-K, the average of all
their borrowings is about 3.90%. “The weighted average interest rate for all
borrowings, including loan fee amortization, was 3.90% for the fiscal year ended
January 2, 2016” (SPTN 10-K, pg. 59). So, we took the total of all of SpartanNash’s
interest-bearing debt and found what percent each interest-bearing item was in regards
to the total. After that, we multiplied each of their percent with their individual interest
rate. The total of the weighted average interest rate is the cost of debt. Below is the
table showing the process.
Fig 4.33: Cost of Debt

In the end, the weighted average cost of debt for SpartanNash is 3.90%. The
reason we do not have a restated cost of debt is because we only had to capitalize
goodwill, and that does not affect any the numbers used in the table above.

Weighted Average Cost of Capital (WACC)
As stated before, the weighted average cost of capital (WACC) is the average
rate of return that a firm needs to provide all their capital investors, which is their debt
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and equity holders. The WACC is also the rate at which how a firm can finance projects.
The equation below is how we solve for WACC before taxes.
WACC = W * K + W * K
BT

d

d

e

e

W and W is the percent of debt and equity used to finance the firm compared to
d

e

the sum of the market value of debt and equity. To find the weights, we first have to
find the market value of debt and equity. The market value of equity is share price
times total shares outstanding. On April 1st, 2016, SpartanNash’s share price was
$29.29, and the total shares outstanding was 37.6 million shares. Therefore, the market
value of equity for SpartanNash, in thousands, is $1,101,304. Market Value of debt, we
will use the sum of all interest-bearing debt that we calculated when finding
SpartanNash’s cost of debt, which was, in thousands, $510,989. To find the weights,
we divide these two numbers by the total sum of these two numbers, which would be
the market value of the firm. The weights for the cost of debt and cost of equity is
31.69% and 68.31%, respectively.
After finding the weights, we multiply the weights by their respective rates.
Finally, we add the two numbers we got from multiplying the weights and rates
together to get the WACC, which turns out to be 7.85%. Below is the table of the whole
process.
Fig 4.34: Before Tax Weighted Average Cost of Capital
Amount (In thousands)

Weights

Rate

Weight x Rate

MVE

$1,101,304.00

68.31%

9.68%

6.61%

MVL

$510,989.00

31.69%

3.90%

1.23%

MVF

$1,612,293.00

100.00%

WACC

BT

7.85%

To find the WACC after tax, we multiply the cost of debt by (1 - Tax Rate).
WACC = W * K * (1 - tax rate) + W * K
BT

d

d

e

e

After finding the after-tax cost of debt and applying the same method we used
when solving for the WACC before tax, we get a WACC after tax of 7.41%.
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Fig 4.35: After Tax Weighted Average Cost of Capital
Amount (In
thousands)

Weights

Rate

MVE

$1,101,304.00

68.31%

9.68%

MVL

$510,989.00

31.69%

3.90%

MVF

$1,612,293.00

100.00%

Tax-Rate

K d x (1 Tax-Rate)

Weight x Rate

WACC

6.61%
35.00%

2.53%

BT

7.41%

0.802%

Conclusion
The weighted average cost of capital is the rate of return that all capital
investors require. For SpartanNash, we calculated the WACC before tax to be 7.99%,
and the WACC after tax to be 7.56%.

Method of Comparables
The first method of valuation analysis we will be using is the method of
comparables. This method derives the firm’s value by comparing a performance
measure to comparable firms. We will be use the trailing P/E, forward P/E, price to
book, dividends to price, price earnings growth, price to EBITDA, price to free cash
flows and enterprise value to EBITDA ratios. For the industry and SpartanNash on an
as-stated basis, we used the values from Yahoo finance. For forecasted and restated
SpartanNash, we used the values calculated from our forecasts and restatements.
Method of comparables is a popular method among analyst because it seems
simple to execute and explain. It seems simple because the data is easily accessible and
the the computations are highly standardized. While it seems simple, there are a couple
of flaws with this method. First is picking comparable firms. If a set a firms is selected
that is not similar to the firm being valued, it could lead to errors in the estimated stock
price calculated. We computed the industry average by using Wal-Mart, Sysco, and
SuperValu, but not including SpartanNash. During our computations, we encountered
outliers and excluded them from our calculations. Another error that is possible to
compute negative stock prices. Stock prices do not become negative in reality, so this
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makes it difficult to value the company using this method. We did not encounter this
problem.
In many of the industry averages, we excluded Sysco because it was repeatedly
an outlier. Sysco only deals in food distribution whereas Wal-Mart and SuperValu deal in
food retail as well as food distribution. SuperValu also has a military segment, like
SpartanNash. Since Sysco’s activities do not encompass all that Wal-Mart, SuperValu
and SpartanNash’s activities encompass, it makes sense that Sysco is often an outlier.
We will use the 10% analysts opinion in determining if a stock is under, over or
fairly valued based on the method of comparables. The observed stock price at April 1,
2016 is $29.29. Therefore, a stock price of $26.36 and below, or 10% less than the
observed price, is considered overvalued and a stock price of $32.22 and above, or
10% above the observed price, is considered undervalued. Anything between $26.36
and $32.22 is considered fairly valued.

Trailing P/E Ratio
We first computed SpartanNash’s estimated price per share using the trailing
price to earnings ratio. Trailing P/E is calculated by dividing the observed stock price at
April 1, 2016 by the earnings per share (EPS) for the past year. In order to compute
SpartanNash’s value using trailing P/E, we took the industry average trailing P/E and
multiplied it by SpartanNash’s as-stated and restated trailing EPS to tell us the
estimated stock price on an as-stated and restated basis. We used both the as-stated
and restated values for SpartanNash in order to compare where SpartanNash is saying
they are and where they are when restatements for goodwill are considered. For trailing
P/E, we excluded Sysco from the industry average because it was an outlier.
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Fig 5.01: Trailing Price/Earnings

Using trailing P/E ratio, SpartanNash should be valued at $16.22 and $20.28 on a
restated and as-stated basis, respectively. Both of these prices are below $26.36, so
SpartanNash is considered overvalued. Since the industry average is computed with just
two firms, it is important to remember this is not an accurate representation of the
whole industry. Trailing P/E only accounts for past performance, not future
perfomormance, and a firm’s value is the present value of future cash flows. While
trailing P/E says SpartanNash is overvalued, this ratio has flaws and cannot be used
alone to value SpartanNash.

Forward P/E Ratio
Using forward price to earnings ratio in order to compute the value of
SpartanNash is similar to the trailing P/E method. The only difference is forward P/E
uses forecasts in order to estimate P/E and EPS for the next fiscal year. Since forward
P/E ratio relies heavily on forecasts, it is considered less reliable and informative than
trailing P/E, which uses historical data. The advantage of forward P/E ratio is that it
accounts for expected future performance and investors invest in a firm that they
believe will do well in the future. For forward P/E, we excluded SuperValu from the
industry average because it was an outlier.
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Fig 5.02: Forward Price/Earnings

We computed the estimated PPS on a restated basis to be $25.21 and $41.54 on
an as-stated basis. According to forward P/E, SpartanNash is overstated on a restated
basis and understated on an as-stated basis. Restated forward EPS was calculated using
forecasts based off of the restatements. The restatements provide a solid foundation
that allow us to be confident that forward EPS using forecasts is more accurate, and
realistic, than the forward EPS found on Yahoo! Finance. While we are confident in the
restated forward EPS, we are not confident in our industry average. Our industry
average is based on Wal-Mart, an established retail giant with a low expected future
growth, and Sysco, a firm who is only in the distribution side of food wholesale. P/E
forward is a helpful tool in valuing SpartanNash, but should not be used alone.

Price to Book Ratio
Price to book is calculated by dividing price per share by book value per share.
This calculation allows us to see the relationship between market value and book value
of equity on a per share basis. In order to estimate the price per share on a restated
and as-stated basis, we multiplied the industry average P/B by SpartanNash restated
and as-stated BVS, respectively. SuperValu does not have a BVS or P/B and Sysco is an
outlier, therefore the industry average is equal to Wal-Mart’s P/B ratio.
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Fig 5.03: Price to Book

Using P/B, the restated and as-stated estimated PPS are $56.49 and $58.04.
Based on this ratio alone, SpartanNash would be considered undervalued. The biggest
concern with the method as a way to value SpartanNash is that Wal-Mart alone is the
proxy for the industry. Since the numerator in the P/B ratio is price per share and WalMart’s is three times SpartanNash’s we believe that Wal-Mart is not a good
representation of the industry average. This leads us to conclude P/B is not a reliable
way to value SpartanNash.

Dividends to Price Ratio
In order to calculate D/P, we divided dividends per share by price per share. This
shows us the relationship between the dividends the company pays and the price per
share of the company on April 1, 2016. Both of these numbers were found on Yahoo
Finance. We then multiplied the industry average D/P by SpartanNash’s dividends per
share to calculate the estimated PPS. Since dividends were not affected by the
restatements, there was no need to provide an estimated PPS on a restated basis.
SuperValu was excluded from the industry average because it does not distribute
dividends.
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Fig 5.04: Dividends to Price

Using D/P, we estimated SpartanNash PPS to be $21.70 which falls below 10%
of the observed stock price. D/P tells us that SpartanNash is overvalued. This ratio
values SpartanNash based on dividends alone. When investors purchase stock in a
company, they profit through dividends and capital gains. Typically, investors stand to
profit more through capital gains than through dividends. As seen in the chart above,
each of the firms paid between 15 and 50 cents. In the past six months, Walmart went
from a share price of $63.83 at September 30, 2015 to $69.06 at April 1, 2016. That
means, investors made $5.23 per share in capital gains and only $1.00 per share in
dividends. While dividends add to an investor’s gains, capital gains generate more
profit, on average. Because of this, D/P leaves out a large portion of a firm’s value.
Therefore, for the average investor who plans on profiting through capital gains, using
D/P alone to value a firm is not helpful.

Price Earnings Growth Ratio
We found price earnings growth (P.E.G.) by dividing P/E by the five year EPS
growth rate. The P.E.G. ratio is similar to P/E, but it accounts for future growth. Since
we are more concerned with the future performance of the firm than the past, this is a
better measure for valuation purposes. We excluded Wal-Mart from the industry
average because it is an outlier.
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Fig 5.05: Price Earnings Growth Ratio

The restated 5-Year EPS Growth Rate was calculated using forecasts. Using our
forecasts for the next five years, we calculated a 5-Year EPS growth rate of 17.00%.
This lead to a restated estimated PPS of $53.64, which falls into the undervalued range.
SpartanNash as-stated estimated PPS is $31.55, which falls into the fairly valued range.
SpartanNash is in the food wholesale industry, which is an industry where significant
growth can only occur through acquisitions and mergers. SpartanNash recently went
through a merger. The merger led to SpartanNash increasing their market position.
They will be experiencing steady growth while they use the momentum of the merger
to increase their market share even more. In addition, people will always purchase food
and there is inflation in food prices. Because of this, a 17% 5-Year EPS growth rate is
realistic. Since P.E.G. restated takes into account restatements and a realistic future
EPS growth rate, we feel this is an informative tool in valuing SpartanNash. Again, this
ratio alone cannot be used to value SpartanNash.

Price to EBITDA
Price to EBITDA is calculated by dividing the market capitalization by EBITDA.
Market Capitalization is price per share multiplied by shares outstanding. EBITDA is
earnings before interest, taxes, depreciation, and amortization. EBITDA is often referred
to as operating income because it is earnings before non-operating activities. Since
goodwill restatements affected non-operating activities and did not affect EBITDA, there
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was no need to present a restated SPTN, as it would be the same as restated
P/EBITDA. Sysco was excluded from the industry average because it was an outlier.
Fig 5.05: Price/EBITDA

In order to estimate PPS using P/EBITDA, we first divided SPTN EBITDA by their
shares outstanding. We then multiplied that by the industry average P/EBITDA to get
an estimated PPS of $29.39. This falls within the fairly valued range. This ratio ignores
the effect interest, taxes, amortization, and depreciation have on a firm’s earnings. We
believe accounting for those factors would lead the estimated PPS to be less than the
lower bound we set. While P/EBITDA is a good measure of operating performance, and
a firm will only survive if they excel at their operations, it cannot be used alone to value
SpartanNash since it ignores the other factors that go into earnings.

Price to Free Cash Flows
Price to free cash flows is calculated by dividing the market capitalization by FCF.
Free cash flows is cash flows from operating activities +/- cash flows from investing
activities. Market capitalization and free cash flows were not affected by restatements,
so there was no need for a restated estimated PPS. Sysco was excluded from the
industry average because it was an outlier.
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Fig 5.06: Price/Free Cash Flows

In order to estimate PPS, we divided FCF by shares outstanding and multiplied
that by the industry average P/FCF. We estimated SPTN PPS to be overvalued at
$43.26. Market value and SpartanNash’s ability to generate cash flows are key factors
in the valuation process. Therefore, P/FCF is a good measure to use when valuing
SpartanNash, but should be used with other valuation methods.

Enterprise Value to EBITDA
Enterprise value to EBITDA is found by dividing EV by EBITDA. Enterprise value
is market value of equity plus book value of liabilities minus cash minus investments.
Market value is also known as market capitalization. The higher the EV/EBITDA, the
more overvalued the firm may be. Book Value of liabilities was not affected by
restatements, so there was no need for a restated estimated PPS. Sysco was excluded
from the industry average because it was an outlier.
Fig 5.07: Enterprise Value/EBITDA
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In order to estimate PPS, we divided EBITDA by shares outstanding and
multiplied that by the industry average EV/EBITDA. We estimated PPS to be overvalued
at $47.06. EV/EBITDA uses measures not affected by restatements and considers
operating performance. Because of this, it is a good tool to use with other valuation
methods as a way to value SpartanNash’s value that comes from its operations. As with
all of the ratios, EV/EBITDA cannot be used alone to evaluate SpartanNash.

Conclusion
Fig 5.08: Method of Comparables Summary

After estimating SpartanNash PPS using eight ratios in method of comparables,
we averaged the restated and as-stated estimated PPS to get the overall estimated PPS.
For restated SPTN, estimated PPS was fairly valued at $26.77. For as-stated SPTN,
estimated PPS was overvalued at $36.45. Even though we were able to estimate PPS,
we believe method of comparables is not a reliable way to value SpartanNash. Sysco
was excluded from most of the industry averages leaving only two companies to serve
as the industry average. One of those companies was Wal-Mart. While Wal-Mart is
similar to SpartanNash, its operations are significantly larger and no company, including
SpartanNash, can truly compare. While method of comparables says SpartanNash is
fairly valued on a restated basis, this is an unreliable way to value a firm and investors
should not make decisions based on the results obtained using method of comparables.
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Intrinsic Valuation Models
Discounted Dividends Model
The first intrinsic valuation model we used was the discounted dividends model.
The discounted dividends model tries to value a firm based only on their dividends. We
assume that dividends will go on forever, so to make it easier on us, we cut the timeline
in two. The first half is a forecast of 10 years, 2017-2026, and the second half, starting
at year 11, is a perpetuity. A problem with this model is that it completely ignores the
other crucial cash flow stream that comes from stocks, the selling price. In addition to
this, is it assumed that the terminal value is a perpetuity. After we ran the model, the
model showed that SpartanNash is overvalued; however, because of these flaws, the
discounted method is not a good valuation model.
To start the discounted dividends valuation model, we retrieved SpartanNash’s
forecasted dividends per share from 2017-2026 from our forecasted statement of cash
flows. We then discounted these future dividends per share back to time 0 with the cost
of equity. The present value of the 10-year forecasted dividends per year is $4.35.
Next, we had to find the present value of the terminal perpetuity. To find the value of a
perpetuity, we took the dividends per share at the time when the perpetuity started,
and divided it by the difference between the cost of equity and dividend growth rate. By
using the 20-year average dividend growth rate, the value of the perpetuity is $15.54.
When we discount the $15.54 back to year 0 by using the cost of equity, the value
becomes $6.76, which gives us a total intrinsic value of $11.11 at SpartanNash’s
January 3, 2016 fiscal year. In order to compare this value to the stock price on April
1st, 2016, we grew this value by the cost of equity for the fraction of the year that
separates January 3rd and April 1st. This makes the intrinsic value of the price on April
1st, $11.36.
Comparing the $11.36 intrinsic value with SpartanNash’s April 1st stock price of
$29.29, the model tells us that SpartanNash is overvalued. However, as stated before,
this model does a poor job in valuing the firm. In fact, by dividing the intrinsic value by
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the share price, we see that the $11.36 only supports 38.8% of the stock price. This
means that the model only explains 38.8% of the April 1st stock price.
To see how the intrinsic value changes when the cost of equity and the growth
rate changes, we ran a sensitivity analysis.
Fig 5.09: Discounted Dividends Model

The sensitivity analysis shows that by using comparable ranges for the cost of
equity and the growth rate, SpartanNash will continue to be overvalued, with the
exception of a 6% cost of equity and a 4% growth rate.

Discounted Free Cash Flow Model
The discounted free cash flow model (DCFM) uses forecasted cash flows to
determine the value of a company’s stock and compare it to the observed price. The
DCFM is a very volatile model because of the difficulty of forecasting cash flows. The
free cash flow from each year is calculated by using the following formula:

Free Cash Flow = CF from Operating Activities +/- CF from
Investing Activities
We applied this formula to the cash flows for the next ten years and calculated the
yearly growth. We used WACC to discount future cash flows and find their present
BT

value by using the following formula:

1(1+WACCBT)t
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The DCFM also requires us to come up with a perpetuity and an approximate
growth rate for it. We consider the perpetuity to be same as the free cash flow for year
11: $76,983 million. To calculate the growth rate we assumed that it would be around
the same as it will be for the ten previous years.
Future WACC and perpetuity growth are not absolute percentages and can vary
T

in the future. Therefore, we must test for sensitivity by analyzing different potential
percentages and concluding what would be the effect on the stock price.
Cash flow growth before the merger in 2013 was negative and it went up 58%
between 2014 and 2015, but this is only because of irregular cash flows caused by the
merger. Therefore, the merger made it difficult to accurately estimate CF growth based
on previous data.
Fig 5.10: Discounted Free Cash Flow Model

The approximate perpetuity growth is calculated by using the year 1 operating
cash flow as the present value and year 10 as the future value and then calculating
what the yearly interest rate was. We found this yearly growth rate to be 4.47%, so we
calculated what the stock values would be given perpetuity growths of 2.5%, 3.5%,
4.5%, 5.5% and 6.5%.
Most of the possible outcomes indicate that SpartanNash’s stock is currently
undervalued. Based on the price observed on April 1st, 2016 SpartanNash is most likely
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to be overvalued. It would take either very low cost of capital or very high perpetuity
growth for it to be undervalued or even fairly valued.

Residual Income Model
The residual income model is used to determine the value of a company, taking
into account the forecasted net income and dividends. This intrinsic valuation model has
more explanatory power than the other models because of these forecasted values. Not
only do the forecasted values make the model less responsive to the short-run changes,
it also pulls most of the value from the current book value of equity.
The formula for doing the residual income model is stated below:

The first step was to start at our time 0, or January 2, 2016, book value of
equity. The next step was to pull the forecasted net income and total dividends for
years 1 to 10. We then forecasted out the value of equity by adding net income to the
book value and then subtracting dividends. After that was all done, we needed to
determine the benchmark annual normal income. That was determined by taking the
lagged book value of equity multiplied by the initial cost of equity. Next, we determine
the annual residual income by subtracting the benchmark income that we just derived
and subtracting SpartanNash’s forecasted net income. Then we determine the year-byyear present value residual income by multiplying the annual residual income by the
present value discount factor. We then determined the percentage change in this
present value of residual income, and applied that to the perpetuity to get what the
company would have in residual income from year 11 and beyond. After that, we
determined the price of the stock by adding the book value of equity at time 0, the total
present value of the year-by-year residual value, and the terminal value of the
perpetuity at time 11 and beyond; divided them by the total number of shares and got

141

our model price for January 2, 2016. We then derived the time consistent price for April
1, 2016, and then filled out our charts for both the as-stated financials and the restated
financials.
Since we had to restate SpartanNash’s goodwill, the numbers for the as-stated
and the restated are different. However, the model showed that there were only minor
changes between the two resulting in the as-stated being valued an average of $2 more
than the restated results. So, the results of this model determined that at the as-stated
numbers, the company is overvalued, except in the top left two spots. For the restated
model, the company is overvalued across the board and barely comes close the the
10% lower bound price. In order for Restated SpartanNash to become fairly valued,
there needs to be a 4% cost of equity and a -10% perpetuity growth rate. So, in the
right market conditions in SpartanNash’s as-stated values, SpartanNash could be fairly
valued, but is overvalued for the rest of the as-stated values and all of the restated
values.
Fig 5.11: As-stated Residual Income Model

Fig 5.12: Restated Residual Income Model
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Long Run Residual Model
The long run residual income model functions similarly to the residual income
model because they both calculate a firm’s market value of equity. The difference
between the two models is that the residual income model only takes into account the
cost of equity and various growth rates; whereas, the long run residual income model is
a sensitivity analysis of the cost of equity, growth rates, and an average of the
projected return on equity for the next 10 years. The long run residual income model
uses the following formula in order to find the market value of equity:

Our team centered our model using a cost of equity of 9.68%, a growth rate of
-30%, an as-stated ROE of 7.7%, and a restated ROE of 6.7%. After calculating the
market value of equity, we divided the figure by the amount of outstanding shares to
find the model price for 12/31/2015. We then used the cost of equity we found to
calculate the model price at the observed date of 4/1/2016. In order to run the threevariable analysis, our team held one variable constant while observing the changes to
the other two variables. The following are the results with the as-stated values. Below
that are the results with using the restated values.
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Fig 5.13a: Centered ROE Long Run Residual Income Model (As-Stated)

Fig 5.13b: Centered Growth Rate Long Run Residual Income Model (AsStated)

Fig 5.13c: Centered Cost of Equity Long Run Residual Income Model (AsStated)
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Fig 5.14a: Centered ROE Long Run Residual Income Model (Restated)

Fig 5.14b: Centered Growth Rate Long Run Residual Income Model
(Restated)

Fig 5.14c: Centered Cost of Equity Long Run Residual Income Model
(Restated)

In both the as-stated and restated long run residual income models, while using
variables that are reasonable for SpartanNash, the model shows that SpartanNash’s
stock is overvalued.
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Analyst Recommendation
In order to arrive at a final recommendation, we took into consideration all of our
findings from the industry analysis, accounting analysis, financial analysis, and valuation
models. For the valuation models, we did not consider the method of comparables in
our final recommendation because of the ratio errors and industry average errors
discussed earlier. For the intrinsic valuation models, we put the most weight on the
residual income and long run residual income models because they have less potential
for forecast error and take into account multiple factors. We put less weight on the
discounted dividends and discounted free cash flows models. The discounted dividends
model only supports 38.8% of the April 1, 2016 stock price. This is because it only
takes into account dividends, which means a large portion of SpartanNash’s value is not
being taken into consideration. The discounted free cash flows model is subject to a
large amount of error because of the difficulty in forecasting cash flows.
All of the intrinsic valuation models led us to the conclusion that SpartanNash is
overvalued. The residual and long run residual income models led to an overvalued time
consistent share price, no matter the variations in cost of equity, growth rate, or return
on equity. Our final recommendation is to sell SpartanNash because it is overvalued.
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Appendix
Liquidity Ratios
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Operating Efficiency Ratios
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Profitability Ratios
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Capital Structure Ratios

157

158

159

Method of Comparables
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Goodwill Restatements
Restated
Restated
Beginning Balance
Goodwill Gained/Lost
Goodwill Impaired
Goodwill Should Have Been Impaired
Ending Goodwill

2011
247,916.00
(6,672.00)
49,583.20
191,660.80

2012
241,244.00
(1,050.00)
49,583.20
190,610.80

March 30, 2013
240,194.00
6,646.00
49,583.20
197,256.80

December 28, 2013
246,840.00
59,308.00
50,912.40
255,235.60

2015
306,148.00
(1,906.00)
62,774.00
241,468.00

Should Impair
Carry Over Goodwill from 2010
New Goodwill 2011
New Goodwill 2012
New Goodwill March 2013
New Goodwill December 2013
New Goodwill 2014
Total Should Impair

2011
49,583.20
49,583.20

2012
49,583.20
49,583.20

March 30, 2013
49,583.20
49,583.20

December 28, 2013
49,583.20
1,329.20
50,912.40

2015
49,583.20
1,329.20
11,861.60
62,774.00

2016
297,280.00
25,622.00
13,190.80
309,711.20
2016
1,329.20
11,861.60
13,190.80
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Regressions

Intrinsic Valuation Models
Discounted Dividends Model

Discounted Free Cash Flow Model
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As-stated Residual income model

Restated Residual income model

Centered ROE Long Run Residual Income Model (As-Stated)
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Centered Growth Rate Long Run Residual Income Model (As-Stated)

Centered Cost of Equity Long Run Residual Income Model (As-Stated)

Centered ROE Long Run Residual Income Model (Restated)
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Centered Growth Rate Long Run Residual Income Model (Restated)

Centered Cost of Equity Long Run Residual Income Model (Restated)
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