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· Unilever's CEO Fernando Fernandez has options for setting a new course for the company's food business, including a potential spin-off or combination with other companies.
· McCormick & Co. and Kraft Heinz Co. have been reported to be in talks with Unilever about possible transactions, including a combination of their food businesses.
· A successful transaction could leave Unilever in a better place, with a more focused business model and potentially higher valuation, allowing for future dealmaking in its non-food businesses.
Options have value. And it’s become clear this week that Fernando Fernandez has more than one when it comes to setting a new course for Unilever Plc’s food business, owner of Hellmann’s mayo and Knorr stock cubes. How the consumer giant’s still relatively new chief executive officer plays his hand will likely define his tenure.
The industry is dining out on the idea that focused business models beat conglomerates. Unilever, with a market capitalization of £101 billion ($135 billion) is an obvious candidate for simplification. Its food division represents around one-quarter of sales and has different dynamics from the home, personal care and beauty brands that deliver the bulk of revenue. Analysts at Jefferies Financial Group Inc. ascribe the unit a €31 billion ($36 billion) enterprise value.
If Unilever didn’t already have an activist on its board in the form of Nelson Peltz, it would surely have attracted another one pushing for a breakup.
McCormick & Co. Inc., the US flavorings business behind Frank’s RedHot sauce, has approached Unilever about a possible combination of the two food empires, the Wall Street Journal reported Thursday. Bloomberg News revealed that Unilever was considering a potential spin-off of some or all of its food business earlier this week.
Unilever also recently held aborted talks with Kraft Heinz Co. about a possible fusion of its food assets with its US peer’s condiments empire, according to the Financial Times.
None of these potential transactions are perfect, but realizing any of them could potentially leave Unilever in a better place.
Spin-offs bring hard upfront costs from creating new central functions; the soft benefits of focus take time to emerge. The carve-out of Unilever’s €8 billion Magnum Ice Cream Co. has had a choppy run since debuting last year. These factors would argue that a stock-market separation is best kept in reserve as plan B.
Still, it’s a very viable backstop. A standalone Hellmann’s-Knorr company would have a credible investment case. Unilever has sold off a lot of its less attractive food brands. Sub-2% organic growth last year may not look great in absolute terms, but it’s decent for the industry and operating margins exceeding 20% prove the value of the remaining brands.
The focus, though, should be extracting the best terms from a deal with Kraft, if it can be coaxed back to the table, or McCormick, which reportedly approached Unilever.
A transaction with either would be tricky to pull together. McCormick’s market capitalization is nearly $15 billion, implying a $19 billion enterprise value after adding back net debt. Despite Unilever foods being larger, McCormick could still technically lead an all-stock (or mainly stock) tie-up. This could involve Unilever separating its food arm, then immediately merging the business with McCormick, leaving it with a majority stake in the enlarged US company (or a minority stake if certain assets were excluded). Those shares could be distributed to Unilever stockholders.
McCormick has a good record on deal integration, and cost savings here could be around $915 million annually, according to Barclays Plc research. The US suitor also commands a premium stock-market valuation versus food peers. The snag is that Unilever shareholders would need to be sold on the merits of taking a big chunk of US-listed stock; some may be precluded from holding foreign shares.
Kraft Heinz’s condiments business is roughly the same size as Unilever’s food operation, making for a potentially more balanced union and possibly greater synergies. Again, Unilever would be left with part ownership of the combined operation, and it’s easier to see that being a sub-50% stake. Synergies could be around 7% of Unilever food sales, reckon analysts at Jefferies. That implies a $1 billion-plus boost to annual operating profit. The combined business could later go public.
Kraft Heinz’s appetite for a transaction is unclear; its strategy has flip-flopped lately. While McCormick appears be leading, Fernandez needs to keep all these options alive.
The ultimate prize would be a remaining non-food consumer business commanding a higher valuation than is embedded in Unilever stock’s current 17 times forward price-earnings ratio. That valuation is already pretty strong for the consumer sector — although beauty-focused peers L’Oreal SA and Estee Lauder Cos. trade on 26 and 38 times respectively.
In turn, Fernandez would end up in a better position to regain scale through select dealmaking in his non-food businesses. Fernandez’s predecessor-but-one Alan Jope tried to do just that. The idea was to upgrade Unilever’s portfolio by big M&A first and then simplify later. Investors revolted at the ambition.
Fernandez’s plan to focus on simplifying before considering anything bigger may well have a better chance of success. But his options for the next stage of Unilever’s transformation will depend on what he cooks up here.
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