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Our analysis shows the Canadian grocery store brand 
Loblaw is currently underpriced 47%.  
 
We see revenue growth recovery from drug stores, 
apparels and beauty products as the economy 
continues to reopen. Consumers turn from food 
consumption to drug stores services has been a 
foreseeable trend, driving down the growth pace of food 
retail sector. Financial services sector remains stable. 
 
The Covid shocks have posed threat to COGS and 
SG&A in the sense of rising inflation concern, 
transportation cost and sales mix transition to higher 
SG&A sector. Cost increase is predicted by the 
management.  
 
Strategic deployment into infrastructure and e-
commerce flatform sees tailwind, which might drive 
down the cost in the future. 
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Our analysis shows the Canadian grocery store brand 
Loblaw is currently underpriced 47%.  
 
We see strong revenue growth from drug stores, 
apparels and beauty products as the economy 
continues to reopen. Food retail revenue growth slowed 
compared to 2020 figures, but still higher than pre-
Covid. Financial services sector remains stable. 
 
The Covid shocks have posed threat to COGS and 
SG&A in the sense of rising inflation concern, 
transportation cost and sales mix transition to higher 
SG&A sector. Cost increase is predicted by 
management.  
 
Strategic deployment into infrastructure and e-
commerce platform sees tailwind, which could drive 
down cost in the future. 
 
 

Please see the disclaimer at the back of this report for important information 
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I. Company Overview  
 
Loblaw Companies Limited, incorporated in 1956, is the largest Canadian retailer by market size of food, 
pharmaceutical and other products, and is headquartered in Brampton Canada. The company operates 
more than 2,400 stores and employs roughly 190,000 full time and part time employees. Key grocery 
banners include Loblaws, Real Canadian Superstore, and Maxi, while the pharmacy division comes from 
the acquisition of Shoppers Drug Mart, Canada’s largest pharmacy and drug store by market share, in 
2014. The company also has a strong private label presence with its President’s Choice and No Name 
brands. Loblaw trades on the Toronto Stock Exchange (TSX). 
 
Figure 1: Loblaw Past Year Price History  

 
(Source: FactSet) 
 
II. Business Segments & Geographical Distribution  

 
Loblaw has two distinct operating segments, Retail and Financial Services, and Retail is by far the larger 
and accounted for 97.9% of total revenue in 2020. The Retail segment consists of retail food and drug 
stores, and includes groceries, in store pharmacies, health and beauty products, apparel, and other general 
merchandise. Revenue within the Retail segment is further divided into Food Retail and Drug Retail by 
management.  
 
Under the Financial Services business, Loblaw offers credit cards, everyday banking, insurance 
brokerage, and PC Optimum loyalty program, with most revenue coming from interest income from 
credit card receivables and fees, and loyalty program fees. 
 
For geographical distribution, Loblaw operates solely within Canada and has the most expansive store 
footprint in Ontario, but also has a strong presence in other provinces such as Quebec, Alberta, and 
British Columbia. With its roughly 2,400 physical stores, about 90% of Canadians live within 10km of a 
Loblaw location. 
 
III. Current Trend Under the COVID 
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According to the earnings call, there are several trends under COVID affecting the sales and costs that are 
important to take into account when making projections. 
 
3.1 COVID Cost 
The cost incurred during COVID drove SG&A higher in the past 2 years. The last earnings call in June 
2021 of Loblaw reported a $ 70mn COVID cost which is now at a stabilized level and sees potential 
decline. 
 
3.2 COVID Revenue  
Revenue for both the Food Retail and Drug Retail segments benefited from changing trends caused by 
COVID in 2020. Based on management discussions, it’s expected that the top line growth in 2021 will 
continue to have positive momentum, albeit less than in 2020 as Covid restrictions loosen, especially in 
the second half of the year. 
 
3.3 Purchasing Habit 
The management has found a shopping habit transition from food retail to drug consumption and beauty 
products. With the reopening of the Canadian economy, the revenue contribution from drug sales, 
including in-store prescription has increased. The allergy season also serves to spur the sales. This has 
some impact on the gross profits and SG&A which could be driven by the drug sales. 
 
3.4 Inflation Expectation 
The inflation expectation, especially from the US has transformed to the company’s potential increase in 
article price, which will drive up the COGS. The rise in transportation costs is also a concern. 
 
3.5 Discount & Conventional Stores 
The management has seen re-emergence of value-seeking shopping trips which signals the popularity of 
the discount stores compared to the conventional stores. It’s going to bring new market penetration with 
the discount store consumers returning to the pre-COVID purchasing height. 
 
IV. Financial Discussions  

 
4.1 Revenue  
Loblaw is the largest grocery retailer in Canada by a large margin, and it’s sales per year is approximately 
the sum of its two closest competitors Metro and Sobeys. Overall revenue increased by 9.7% from 
$48,037 million CAD to $52,714 million CAD in FY2020, primarily driven by Covid-19 and a shift from 
restaurant dining to increased grocery shopping and at home cooking. However, revenue growth has 
slowed in 2021 as the Q1 2021 year over year revenue growth is 0.6%, and the Q2 yoy revenue growth is 
4.4%.  
 
Figure 2: Loblaw and Competitors Past 10 Year Revenue  
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(Source: Loblaw Annual Reports) 
 
Loblaw’s historical 10 year sales CAGR is 5.49%, which is in line with that of its competitors’, 5.84% 
and 4.84%, for Sobeys and Metro respectively. The jump in Loblaw’s revenue in 2014 is caused by the 
acquisition of Shoppers Drug Mart, the largest drug store in Canada, and the jump in 2020 is caused by 
the Covid-19 pandemic. 
 
Loblaw operates multiple stores and sells a range of diverse products, but in its annual and quarterly 
reports, management breaks down sales into two main segments, Financial Services, and Retail, then 
further divides Retail into Food Retail and Drug Retail.  
 
Figure 3: Revenue By Different Divisions 

 
(Source: Loblaw Annual Reports) 
 



October 22, 2021 

Ⓒ 2021, Yalan Xiao & David Li 5 

Figure 4: 2021 1st Half Revenue By Different Divisions 

 
(Source: Loblaw Annual and Quarterly Reports) 
 
Given how distinct these business segments are, we forecasted revenue for these different segments 
separately, then aggregated them to get total revenue. 
 
4.1.1 Food Retail 
Food retail is the primary source of revenue and accounted for 70.9% of total revenue in the first half of 
2021, and 71.0% in 2020. As mentioned earlier, Covid-19 has had a significant impact on grocery sales in 
2020 and led to an increase in revenues of 11.4% compared to 2019 due to restrictions on restaurant 
dining. This level of revenue growth is unsustainable, and we are already seeing Food Retail revenue 
growth slow in the first two quarters of 2021 to 1.8% and 1.5% yoy for Q1 and Q2 respectively as they 
lap the previous year’s surge. However, this is still higher than historical growth numbers. Moving 
forward, based on management discussion, we expect food retail sales growth for the rest of 2021 to be 
lower than in 2020, but still elevated compared to historical growth, and thus Q3 and Q4 growth rate 
should be similar to Q2’s 1.5%. 
 
Beyond 2021, we expect e-commerce and digital retail to continue to be a significant factor for grocery 
sales. Loblaw has been ahead of the digitalization curve and began building out its digital infrastructure in 
2018. As of 2021, with its PC optimum loyalty program and digital apps and website, Loblaw has been 
able to capitalize on the changing trends caused by the pandemic with digital sales in 2020 increasing by 
178%, and again increasing 133% yoy in Q1. These numbers are higher compared to its competitors’. 
Moreover, there’s a trend of re-emergence of discount stores and cost-conscious consumers, and Loblaw 
is able to capitalize on this due to its large section of discount stores such as No Frills and Valu-mart. 
Given this existing digital infrastructure in e-commerce and available opportunities as the market leader 
in Canada, we expect Loblaw’s Retail Food growth rate to be able to maintain at 1.5% for 2022 and then 
decrease to 1.25% in 2023, before returning to its historical 10-year CAGR of 0.94% from 2024 onwards.  
 
Figure 5: Food Retail Revenue Forecast 
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(Source: Loblaw Annual and Quarterly Reports) 
 

2016 2017 2018 2019 2020 2021 
Q1+Q2 

2021E 2022E 2023E 2024E 2025E 2026E 

33,175 33,055 32,969 33,756 37,596 17,357 38,182 38,754 39,239 39,608 39,980 40,356 

 
 
4.1.2 Drug Retail 
Drug retail revenue comprised 26.9% of total revenue in the first half of 2021. Similar to Food Retails, 
Drug Retail benefited from the Covid-19 pandemic in 2020 as consumers stocked up on medications and 
other health products.  In 2020, the revenue growth rate for Drug Retail was 6.9%. 
 
For Q1 2021, Drug Retail sales declined by 1.7% yoy, which is understandable given the lapping of 
Covid related surge in spending on pharmaceutical drugs the year prior, and continued lockdowns across 
most of Canada in early 2021. For Q2 2021, Drug Retail sales increased by 12.7% yoy, mostly due to 
pharmacy sales lapping volatility of day supply restrictions implemented in the previous year. In addition, 
the lifting of lockdowns, and increased spending on beauty products, as well as increased spending on 
OTC medications caused by the flu season also helped sales.  
 
Moving forward, based on Q2 earning call, and indication of continued strong top line momentum in 
Drug Retail, we expect 2021 Q3 and Q4 growth to be 4%, which is about 100bps higher than pre-Covid 
growth. For 2022, we expect Covid-19 to subside and Drug Retail sales growth to drop to 3.5%, and then 
drop to the 2015-2019 historical CAGR of 3.1% in 2023 and 2024. For 2025 and onwards we expect the 
growth rate to lower to 1.5%, which is in line with the average growth of pharmacies and drug stores in 
Canada. 
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Figure 6: Drug Retail Revenue Forecast 

 
(Source: Loblaw Annual and Quarterly Reports) 
 

2016 2017 2018 2019 2020 2021 
Q1+Q2 

2021E 2022E 2023E 2024E 2025E 2026E 

12,209 12,579 12,867 13,343 14,263 6,595 14,904 15,426 15,904 16,397 16,643 16,892 

 
4.1.3 Financial Services 
Financial Services is the smallest business segment out of the three and only accounted for 2.1% of total 
sales in the first half of 2021. Looking at the revenue from Financial Services as a percent of revenues 
from Food and Drug Retail, we see that it stays fairly constant at around 2%. Therefore, for our 
projections, we assume that Financial Services sales as a percent of total sales from Food and Drug Retail 
will remain at the historical 5-year average of 2.17%. 
 
Figure 7: Financial Services Revenue Forecast 
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(Source: Loblaw Annual and Quarterly Reports) 
 

2016 2017 2018 2019 2020 2021 
Q1+Q2 

2021E 2022E 2023E 2024E 2025E 2026E 

911 956 1,082 1,126 1,097 525 1,152 1,176 1,197 1,215 1,229 1,242 

 
 
4.1.4 Total Revenue 
Total Revenue for Loblaw is simply the sum of the revenues from the three business segments, and then 
subtract off eliminations, which is forecasted to be 0.5% of gross sales. This elimination percentage is in 
line with the past 3-year historical trend.  
 
Figure 8: Total Revenue Forecast 
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(Source: Loblaw Annual and Quarterly Reports and Analyst’s Projections) 
 
4.2 COGS and Gross Profit Prediction 
There is an obvious decreasing trend in COGS rate as of sales over the past 10 years. This reduction is 
cost is driven by the economies of scale as Loblaw expands its market share. The main trend of cost 
reduction will continue in the following 5 years. However, to decompose the figures into quarters, the 
cost during COVID peak (2020Q3 and 2020Q4) reverted this trend but quickly returned to normal in the 
first two quarters of 2021. According to management, this is driven by reopening of the economy that 
changes the sales mix from food to other retail sectors such as apparels and drugs which have higher gross 
margin.  
 
But the increase in inflation concern and transportation cost is sure to drive up the COGS again. 
Therefore, for Q3 and Q4 in 2021, we expect COGS to anchor to the 2020 Q3 and Q4 level. Even though 
the economy is reopening at a steady pace, we doubt the pace of cost reduction will hold as Loblaw’s 
market share reaches a certain level. The diminishing effect of economies of scale should safely drag 
down the cost reduction rate for the years of 2022 to 2026. So for the years of 2023-2026, we anchor the 
rate at half of the CAGR of -2% from 2015-2019, which is now -1%. 
 

 

 
 
4.3 SG&A Prediction 
The SG&A before 2018 was generally increasing. According to the management, they have deployed 
some strategies including investment in e-commerce and infrastructure to increase the efficiency. These 
measures have just taken effect until recent years and turned the headwind to tailwind. We can capture the 
cost reduction as of sales in 2019 before COVID. The pandemic added one more item called the COVID 
cost to SG&A. According to the management, the COVID cost has been stabilized recently. However, 
what cancels out part of this effect is the SG&A increase due to the sales mix change mentioned above. 
The SG&A for drugs sales is higher than that of the food retail. We are most likely to see upward trend of 
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SG&A with the reopening of the economy. Therefore, we assume the SG&A for 2021 Q3 and Q4 to be 
higher than the first 2 quarters. 
 
On yearly basis, like COGS prediction, we anchor the rate at pre-COVID level to the CAGR of 2.27% 
from 2015-2019. 
 

 

 
 
4.4 Depreciation and Amortization Prediction 
The D&A as of sales remained stable before COVID historically. It is primarily driven by the 
consolidation of franchises and an increase in IT assets. Included in depreciation and amortization is the 
amortization of intangible assets related to the acquisition. We don’t see a sustainable tendency for its 
high-speed growth. Therefore, we set it at the 2018 figure. 
 

 
 
4.5 Total Debt Prediction 
The debt to revenue ratio remains relatively stable before the COVID. We leave the time of 2 years (2022 
and 2023) to cope with the COVID where we anchor the growth rate at the 2019-2021 debt level. After 
2023, the debt should growth at the CAGR of 2.95% from 2011-2017. 

 
 
4.6 Interest Expense Prediction 
The historical rates of interest to the average debt decreased before the COVID. The macroeconomic 
instability calls for time to recover to the pre-Covid interest environment. Therefore, we assume a steady 
recovery speed that allow rates of interest to the average debt to recover to the pre-COVID level. The 
CAGR we use from 2011-2021 is -1.9%. 

 
 
4.7 Capex Prediction 
The capex as of sales remain relatively stable over the last 10 years. Although the COVID might explain 
the decrease in 2019-2021, the management is positive to increase additional 1.2 bn capex going forward. 
However, there’s no signs that the management is willing to take high-risk projects as they claimed to 
give up the PC Chef mean-delivery service. Not being aggressive about their capex, we set the 
Capex/sales rate at the 2018 level similar to D&A. 
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Figure 9: Financial Items % Sales 
 

 
(Source: Loblaw Annual Reports) 
 
V. Valuation  

 
● For the market risk premium, we used Professor Damodaran’s latest implied equity risk premium 

of 4.84%1. 
● For the risk free rate, we used the latest 10 year treasury yield of 1.638% 

 
The debt-to-equity ratio demonstrates a fluctuating pattern. Therefore, it’s more appropriate to use APV 
valuation method in this case. 
 

 
(Source: Loblaw Annual Reports) 

 
1 https://people.stern.nyu.edu/adamodar/New_Home_Page/Index.html 
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5.1 Cost of Capital 
The debt-to-equity ratio is averaged over the 10 years and arrives at 113.76%. The levered beta is the 
average of the 5-year rolling beta from 2011-2021. The unlevered beta is, therefore, 0.55 or so. Applying 
the CAPM formula, the cost of equity is 4.28%. The cost debt is the interest expense divided by the 
average debt outstanding in 2021, which is 4.35%. Considering that the grocery industry as a consumer 
staple sector is relatively stable and with limited “growth shocks”, we set the growth rate at the 2020 
Canadian inflation rate. 
 

 
 
(Source: Analyst’s calculations) 
 

Cost of Equity         

Tax Rate 26.95%       

Average D/E 113.76%       

Levered beta 1.0002868       

Unlevered beta 0.5462896       

Market Premium 4.84%       

Risk-free Rate 1.64%       

Cost of Equity 4.28%       

Cost of Debt 4.35%   (Interest expense of 2021) 

Growth Rate 0.72%    2020 Canadian inflation rate 

 
5.2 Cash Flow Prediction 
The APV requires separate procedures of valuation of all equity value and debt tax shield. For both parts, 
we discount the cash flows to October 2021. 
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Free Cash Flow 
Prediction  - All Equity               

  A2021 E2021 E2022 E2023 E2024 E2025 E2026 

EBIT   2,018.19 2,137.25 2,169.65 2,187.17 2,183.73 2,168.67 

Tax   (551.00) (393.37) (414.24) (423.28) (418.50) (410.89) 

NOPAT   1,467.19 1,743.88 1,755.42 1,763.88 1,765.22 1,757.78 

D&A    2,628.00 1,765.86 1,797.24 1,825.33 1,845.48 1,865.86 

Capex    (1,546.29) (1,573.59) (1,601.54) (1,626.58) (1,644.53) (1,662.70) 

(Inc) dec in NWC    (331.00) 43.44 (73.64) 37.99 27.25 27.57 

FCF    2,217.89 1,979.59 1,877.47 2,000.63 1,993.42 1,988.51 

TV              56,227.08 

Year count    0.19 1.19 2.19 3.19 4.19 5.19 

All Equity Discount factor    0.99 0.95 0.91 0.87 0.84 0.80 

PV of FCF   2,200.13 1,883.10 1,712.62 1,750.03 1,672.13 1,599.52 

Sum of PV of FCFs 10,817.52             

PV of TV 45,227.82             

All Equity Value  56,045.34             

 
 

Tax Shield                

  A2021 E2021 E2022 E2023 E2024 E2025 E2026 

Interest Expense   714.00 677.44 632.42 616.36 630.66 643.86 

Tax Rate   26.95% 26.95% 26.95% 26.95% 26.95% 26.95% 

Debt Tax Shield   192.40 182.55 170.42 166.09 169.94 173.50 

TV             4811.29 

Year count   0.19 1.19 2.19 3.19 4.19 5.19 
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Discount factor   0.99 0.95 0.91 0.87 0.84 0.80 

PV of DTS   190.83 173.51 155.23 144.97 142.15 139.07 

Sum of PV of DTS 945.77             

PV of TV 3856.63             

Net Effect of Debt  4802.40             

Enterprise Value 60,847.74             

Net debt 14,092.00             

Equity Value 46,755.74             

 
The equity value we estimated compared to the current market cap of CAD 31.784bn implied a 47% 
underpricing. The figures might vary with subtle changes in assumptions, but we hold positive views 
about Loblaw’s business performance with recovery from the COVID. Not only do they regain revenues 
from sectors with high margins, but also their strategic input has turned from headwind to tailwind 
recently. It remains to be seen how the measures could in fact help Loblaw reduce the cost and improve 
efficiency. What’s more, their penetration into discount stores and efforts to minimize price gaps with 
competitors imply their competitive advantages. In conclusion, we recommend buying Loblaw. 
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Appendix - Earnings Forecast 
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Important Disclaimer 
       

Please read this document before reading this 
report   

This report has been written by MBA students at Yale's School of Management in partial 
fulfillment of their course requirements. The report is a student and not a professional 
report. It is intended solely to serve as an example of student work at Yale’s School of 
Management. It is not intended as investment advice. It is based on publicly available 
information and may not be complete analyses of all relevant data.     

If you use this report for any purpose, you do so at your own risk. YALE UNIVERSITY, 
YALE SCHOOL OF MANAGEMENT, AND YALE UNIVERSITY’S OFFICERS, 
FELLOWS, FACULTY, STAFF, AND STUDENTS MAKE NO REPRESENTATIONS 
OR WARRANTIES, EXPRESS OR IMPLIED, ABOUT THE ACCURACY OR 
SUITABILITY FOR ANY USE OF THESE REPORTS, AND EXPRESSLY DISCLAIM 
RESPONSIBILITY FOR ANY LOSS OR DAMAGE, DIRECT OR INDIRECT, CAUSED 
BY USE OF OR RELIANCE ON THESE REPORTS.  

 
 
 
 
 
 


