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McCormick’s shares have outpaced the industry in the past EPS Surprise++ Consensus

year. The company has been gaining from its focus on cost
savings and productivity enhancement through ongoing CCI
program. Notably, cost savings from CCI boosted gross
margin which expanded 90 bps in first-quarter fiscal 2020.
Also, focus on product launches and marketing efforts bode
well. However, during the first quarter, both the top and the
bottom line declined year over year. Also, sales in the quarter
missed the consensus mark. The impact of the COVID-19
outbreak in China reduced the company's sales growth by 3%
during the quarter. Also, given the unpredictable impact of
coronavirus outbreak on consumer demand globally,
management has withdrawn its fiscal 2020 guidance. Apart
from these, adverse currency movements were a drag on

McCormick’s results during the first quarter. 2016 2017 2018 2019 2020
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Industry Food - Miscellaneous %
Zacks Industry Rank Top 33% (85 out of 254) 2017 A 2018 A 2019 A 2020 E 2021 E

Sales Estimates (millions of $)
Last EPS Surprise 4.9%

Q1 Q2 Q3 Q4  Annual*

Last Sales Surprise -1.4%

2021 1,289 E 1,349 E 1,397 E 1,566 E 5,538 E
EPS F1 Est- 4 week change 27% 5020 1,212 A 1,208 E 1,345E 1,520 E 5,392 E
Expected Report Date 06/25/2020 2019 1,232 A 1,302 A 1,329 A 1,485 A 5,347 A
Earnings ESP -1.3% .

EPS Estimates

Q1 Q2 Q3 Q4  Annual*

P/E TTM 27.4

2021 $1.11E $1.19E $1.45E $1.78 E $5.49 E
P/E F1 28.4

2020 $1.08 A $1.07E $1.34E $1.68 E $5.12 E
PEGF1 36 2019 $1.12 A $1.16 A $1.46 A $1.61 A $5.35 A
P/ISTTM 3.6

*Quarterly figures may not add up to annual.

The data in the charts and tables, including the Zacks Consensus EPS and Sales estimates, is as of 04/02/2020. The reports text is as of

04/03/2020.
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Overview

Founded in 1889 and based in Sparks, MD, McCormick & Company, Inc. EPS Hist. and Est.
is a leading manufacturer, marketer and distributor of spices, 5.5
seasonings, specialty foods and flavors to the entire food industry across 5
the globe. 1.5
35
The company’s key sales, distribution and production facilities are 3
located in North America and Europe. Furthermore, the company has 2.5
facilities in China, Australia, Mexico, India, Singapore, Central America, 2
Thailand and South Africa. 1'5
0.5
McCormick conducts its business through two segments — Consumer 0.0

: 2015 2016 2017 2018 2019 2020 2021
and Flavor Solutions.

Sales Hist. and Est.
5.5B

The Consumer Business segment offers spices, herbs, extracts,
seasoning blends, sauces, marinades, and specialty foods to the iBEB
consumer food market. This segment primarily caters to retail outlets like 4B
grocery, mass merchandise, warehouse clubs and discount and drug 3.58
stores. 3B
2.5B
The division markets its products under brand names like McCormick, 2B
Lawry’s, Zatarain's, Thai Kitchen, Simply Asia and Club House in the 1558
U.S.; and Ducros, Vahine, Schwartz and Kamis in Europe; and the 500M
Middle East and Africa (EMEA). In Asia-Pacific, the primary brand is 0

. L ) . ) 2015 2016 2017 2018 2019 2020 2021
McCormick, while in India the company has a joint venture with

Kohinoor.
Sales from the Consumer Business segment formed nearly 65% of the company’s top line in fiscal 2019.

The Flavor Solutions segment sells seasoning blends, natural spices and herbs, wet flavors, coating systems, and compound flavors to food
manufacturers and food service customers. The products are sold through distributors.

Sales from the Flavor Solutions segment formed nearly 35% of the company’s top line in fiscal 2019.
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Reasons To Buy:

A CCl Program Boosts Margin: McCormick focuses on saving costs and enhancing McCormick focuses on
productivity through its ongoing Comprehensive Continuous Improvement (CCI) program. saving costs and
Started in 2009, McCormick’'s CCI program has helped the company to focus on reducing enhancing productivity
costs and enhancing productivity. It has used CCI savings to increase investments, thereby through its Comprehensive
leading to higher sales and profits. Notably, McCormick achieved cost-savings of $119 million Continuous Improvement
in fiscal 2019, courtesy of the CCI program. Taking this into account, the company has program. A|SO, it has a
realized savings of at least $463 million since fiscal 2016, exceeding its four-year goal of $400 solid brand portfolio and
million. regularly undertakes

innovations.

Notably, cost savings from CCI boosted gross margin which expanded 90 basis points (bps)

to 38.8% in first-quarter fiscal 2020. Prior to this, the metric expanded 120 bps in the fourth

quarter. Further, savings from CCI also aided adjusted operating income during the first quarter. Cost savings are likely to enhance the
company’s profits in the future. Such efforts are likely to lift the stock. Although shares of the company have lost 4.5% in the past year, it has
outperformed the industry’s declined of 12.1%.

A Product Innovation & Shift toward Healthy Products: McCormick regularly enhances products through innovation to remain competitive
and tap the evolving demand for new flavors, spices and herbs. Aided by a sturdy brand image, McCormick enjoys strong retail acceptance
for its new products. Notably, new products along with advancement in the base business aided the company’s performance during fiscal
first quarter. In fact, new products are supporting the company’s performance across various market locations of the company, such as the
EMEA and Americas regions.

Further, McCormick focusses on product launches to boost revenue prospects. We note that in Feb 2019, McCormick entered into a
partnership with IBM to boost artificial intelligence capabilities surrounding new product development. Additionally, the company is on track to
augment marketing support for the new array of products. Apart from this, the company remains well aligned with consumer demand for
flavorful healthy eating and has developed a range of natural and organic offerings. In this regard, the company’s Flavor Real platform offers
organic, non-GMO and gluten free products.

A Expansion through Acquisitions: McCormick has strategically increased its presence through acquisitions to grow its spices and
seasonings portfolio. McCormick’s acquisition of the food division of RB Foods (concluded in Aug 2017) is noteworthy in this regard.. With
iconic brands like Frank's RedHot, French’s and Cattlemen’s, RB Foods is likely to continue being a profitable asset for McCormick’s
flavor portfolio. Notably, Frank's RedHot and French's Mustard hold important positions in the company’s condiment portfolio. As a result,
these brands position the company in the leading U.S. condiments category and place it well for international expansion.

Some of the other noteworthy acquisitions of the company are Italy-based Enrico GiottiSpA (Dec 2016) as well as Australia-based Botanical
Food Company (April 2016). These takeovers have led to augmenting portfolio strength.

A Focus on Brand Marketing to Enhance Brand Portfolio: McCormick has a strong brand portfolio and with its brand presence of more than
150 countries.The company continues to improve brand performances through well-chalked marketing strategies. It has also been raising
spending on digital marketing. In fact, through digital marketing, the company tries to connect with consumers in a personalized way to deliver
recipes, provide cooking advice and discover new products.



Reasons To Sell:

W View Withdrawn Due to Coronavirus: Given the current situation related to the outbreak of Given the unpredictable
coronavirus and its unpredictable impact on consumer demand globally, McCormick withdrew impact on consumer
its fiscal 2020 guidance, when it reported first-quarter fiscal 2020 results. McCormick expects demand gIobaIIy due to
to resume fiscal 2020 guidance when it reports fiscal second-quarter results in June 2020. coronavirus outbreak,
McCormick has withdrawn
Moreover, to maximize flexibility amid the coronavirus crisis, management decided to its fiscal 2020 guidance_

moderate the pace of its business transformation investments and postponed its ERP system
replacement program.

W Soft Q1 Performance: McCormick posted first-quarter fiscal 2020 results, with adjusted earnings of $1.08 per share declining3.6% on a year-
over-year basis. The downside was caused by lower adjusted operating income and increased adjusted income tax rate. The company
generated sales of $1,212 million, down 2% year over year. On a constant-currency (cc) basis, sales declined 1%. The impact of the COVID-
19 outbreak in China reduced the company's sales growth by 3% during the quarter. Also, sales in the quarter fell short of the Zacks
Consensus Estimate.

W Currency Volatility a Worry: The company remains exposed to volatile foreign currency translations, as it has a widespread global business
and undertakes business expansion efforts frequently. Evidently, adverse currency movements were a drag on McCormick’s top line by 1%
during the first quarter. Clearly, volatility in exchange rates is a threat to the company’s performance.

W Stock Looks Overvalued: Considering price-to-earnings (P/E) ratio, McCormick looks pretty overvalued when compared with the industry as
well as the S&P 500 over a year. The stock has a trailing 12-month P/E ratio of 27.14X. The trailing 12-month P/E ratio for the industry and
the S&P 500 is 14.82X and 15.42X, respectively.

W Intense Competition: McCormick operates in the highly competitive food industry. The company mainly competed with other major players
on grounds of pricing, product innovation, brand recognition and loyalty, product quality, effectiveness of marketing and promotional activity,
and responsiveness to consumers’ changing preferences. Such competitive pressures may compel the company to lower prices, which
remains a threat to its profits.



Last Earnings Report

McCormick Q1 Earnings Beat Estimates, Outlook Withdrawn Quarter Ending 02/2020
McCormick &Company, Incorporated posted first-quarter fiscal 2020 results, with the bottom line Report Date Mar 31, 2020
surpassing the Zacks Consensus Estimate and the top line missing the same. Both earnings and Sales Surprise -1.37%
revenues declined year over year. Given the current situation related to the outbreak of EPS Surprise 4.85%
coronavirus and its unpredictable impact on consumer demand globally, McCormick is .
withdrawing its fiscal 2020 guidance that was issued on Jan 28. Quarterly EPS 1.08
Annual EPS (TTM) 5.31

Quarter in Detail

Adjusted earnings of $1.08 per share dropped 3.6% on a year-over-year basis. The decline was caused by lower adjusted operating income and
increased adjusted income tax rate. Fall in interest expenses failed to compensate the decline. Nevertheless, the metric surpassed the Zacks
Consensus Estimate of $1.03 per share.

This global leader of flavors and spices generated sales of $1,212 million, down 2% year over year and including currency headwinds of 1%. On
a constant-currency (cc) basis, sales declined 1%. The impact of the COVID-19 outbreak in China reduced the company's sales growth by 3%
during the quarter.Also, sales in the quarter fell short of the Zacks Consensus Estimate of $1,229 million.

Gross margin expanded 90 basis points (bps) to 38.8% on savings from the Comprehensive Continuous Improvement (CCI) program.

Adjusted operating income declined 1.9% to $195.2 million and 1.7% at cc. Further, the adjusted operating margin contracted 10 bps to 16.1%.
The downside can be attributable to adverse impact from lower China operating income due to the impact of coronavirus outbreak.

Segment Details

Consumer Business: Sales declined 6% to $699.5 million due to weakness in the Asia Pacific region. Sales in the Americas declined 2% due to
trade inventory reductions. Sales in the Asia-Pacific region declined 29% due to adverse impact from the COVID-19 outbreak in China. In the
EMEA region, sales dipped 1%. In cc, sales inched up 1% mainly driven by improved pricing and timing of promotional activities in the region.

Flavor Solutions: Sales in the segment climbed 5% from the prior-year quarter's figure to $512.5 million backed by strength in the Americas
and EMEA region. Sales in the Americas advanced 6% owing to growth in the base business, contributions from new products and sustained
momentum in the snacks seasoning and branded foodservice categories. Also, improved pricing also led the growth in the Americas. Sales in the
EMEA region improved 9% year over year, driven by volume growth and favorable product mix. Sales in the Asia-Pacific region declined 4%
owing to coronavirus outbreak in China.

Financial Update

McCormick exited the quarter with cash and cash equivalents of $170.8 million, long-term debt of $3,627.9 million and shareholders’ equity of
$3,574.6 million. For three months ended Feb 29, net cash provided by operating activities was $44.8 million.

McCormick’s net debt-to-adjusted EBITDA ratio stood at 3.5x at the end of first-quarter fiscal 2020.

Outlook

In the consumer segment, the company is anticipating an overall increase in consumer demand during periods of pantry stocking. For its flavor
segment, McCormick expects surge in demand from packaged food companies. However, the company is excepting lower demand from

restaurant and other foodservice customers in the flavor segment.

To maximize flexibility amid the coronavirus crisis, management decided to moderate the pace of its business transformation investments and
postponed its ERP system replacement program. Further, McCormick expects to resume fiscal 2020 guidance when it reports fiscal second-
quarter results in June 2020.



Recent News

McCormick Announces Dividends — April 2, 2020

McCormick’s board announced quaterly dividend of 62 cents per share, payable on April 27 to shareholders of record as of April 13.

McCormick Offers Extra Pay to Workers Amid Coronavirus — Mar 30, 2020

McCormick’s announced that it will increase wages of workers who are working onsite to support the company’s operations during coronavirus.

The company will increase hourly wages by $2 along with other paid leave benefits for U.S workers who work on-site. Also, management
decided to continue paying salaries in case its spice and flavor production operations are suspended.

Valuation

McCormick's shares are down 14.4% in the year-to-date period and 4.5% over the trailing 12-month period. Stocks in the Zacks sub-industry and
the Zacks Consumer Staples sector are down 21.1% and 21%, respectively in the year-to-date period. Over the past year, the Zacks sub-industry
is down 12.1%, while the sector declined 15.2%.

The S&P 500 index is down 23.1% in the year-to-date period and 14.3% in the past year.

The stock is currently trading at 26.98X forward 12-month earnings, which compares to 15.27X for the Zacks sub-industry, 16.55X for the Zacks
sector and 15.37X for the S&P 500 index.

Over the past five years, the stock has traded as high as 31.98X and as low as 19.38X, with a 5-year median of 23.54X. Our Neutral
recommendation indicates that the stock will perform in line with the market. Our $152 price target reflects 28.24X forward 12-month earnings.

The table below shows summary valuation data for MKC

Valuation Multiples - MKC

Stock Sub-Industry Sector S&P 500

Current 26.98 1827 16.55 15.37
P/E F12M 5-Year High 31.98 229 2237 19.34
5-Year Low 19.38 14 .82 16.56 1518
5-Year Median 2354 19 19.68 17.44
Current 35 1.38 7.99 2T
P/S F12M 5-Year High 4.26 2.05 11.16 343
5-Year Low 2.21 1.38 7.99 254
5-Year Median 2.69 1.81 9.89 3
Current 18.69 13.78 3418 1228
EV/EBITDA F12M |5-Year High 22.49 16.59 3775 1264
5-Year Low 11.54 11.67 298 9.08
5-Year Median 1597 13.26 341 10.8

As of 04/02/2020



Industry Analysis zacks Industry Rank: Top 33% (85 out of 254)
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Industry Comparison Industry: Food - Miscellaneous

Top Peers
180 Ingredion Incorporated (INGR)
1;2 Conagra Brands Inc. (CAG)
150 Campbell Soup Company (CPB)
140 Flowers Foods, Inc. (FLO)
133 General Mills, Inc. (GIS)
110 Post Holdings, Inc. (POST)
100 The J. M. Smucker Company (SJM)
gg TreeHouse Foods, Inc. (THS)
70

Industry Peers

Outperform
Neutral
Neutral
Neutral
Neutral
Neutral
Neutral

Underperform

MKC Neutral X Industry S&P 500 CPB Neutral  POST Neutral ~ THS Underperform
VGM Score E - - E
Market Cap 19.30B 291B 17.16 B 14.32B 591B 249B
# of Analysts 6 3 13 6 4 6
Dividend Yield 1.71% 0.33% 2.5% 2.95% 0.00% 0.00%
Value Score @ - - @
Cash/Price 0.01 0.05 0.06 0.00 0.15 0.09
EV/EBITDA 19.92 11.38 10.80 13.44 13.33 28.89
PEG Ratio 3.55 2.54 1.74 2.45 2.68 3.35
Price/Book (P/B) 5.40 1.86 2.33 5.73 1.83 1.36
Price/Cash Flow (P/CF) 22.03 11.15 9.11 12.51 8.35 7.22
P/E (F1) 28.43 14.92 14.73 17.56 18.76 17.65
Price/Sales (P/S) 3.62 1.03 1.81 1.72 1.03 0.53
Earnings Yield 3.53% 6.29% 6.71% 5.69% 5.33% 5.66%
Debt/Equity 1.01 0.60 0.70 1.97 1.93 1.23
Cash Flow ($/share) 6.59 2.75 7.01 3.79 10.24 6.13
Growth Score - - @ @
Hist. EPS Growth (3-5 yrs) 11.46% 5.85% 10.92% -1.52% 34.78% -10.02%
Proj. EPS Growth (F1/F0) -4.33% 2.34% 1.02% 17.47% -7.13% 5.02%
Curr. Cash Flow Growth 7.80% 4.76% 5.93% -12.42% 5.71% -1.33%
Hist. Cash Flow Growth (3-5 yrs) 9.99% 5.64% 8.55% 0.50% 34.52% 5.96%
Current Ratio 0.74 1.59 1.24 0.61 2.18 1.50
Debt/Capital 50.37% 37.52% 42.33% 66.31% 65.84% 55.14%
Net Margin 13.13% 4.07% 11.67% 17.46% 1.72% -7.61%
Return on Equity 20.53% 11.20% 16.70% 50.69% 10.86% 6.26%
Sales/Assets 0.51 1.17 0.54 0.64 0.49 0.87
Proj. Sales Growth (F1/F0) 0.84% 0.00% 1.54% -12.23% 3.30% -10.79%
Momentum Score @ - - @ @
Daily Price Chg 4.75% 0.11% 1.45% 3.20% 3.83% 1.19%
1 Week Price Chg 6.22% 5.71% 12.29% -2.45% 5.67% 0.51%
4 Week Price Chg -5.43% -13.28% -21.33% -10.64% -14.04% 9.54%
12 Week Price Chg -10.50% -18.55% -28.56% -0.36% -20.81% -4.59%
52 Week Price Chg -4.47% -19.17% -22.55% 26.70% -20.13% -28.29%
20 Day Average Volume 1,613,667 246,037 4,257,668 4,399,866 801,671 682,663
(F1) EPS Est 1 week change -2.01% 0.00% -0.04% 0.00% 0.00% 0.00%
(F1) EPS Est 4 week change -2.69% -0.15% -4.30% 6.57% -1.35% -0.13%
(F1) EPS Est 12 week change -7.69% -5.19% -5.47% 6.53% -11.05% -5.04%
(Q1) EPS Est Mthly Chg -3.96% -0.18% -5.91% 9.36% -2.63% 5.85%



Zacks Style Scores

The Zacks Style Score is as a complementary indicator to the Zacks rating system, giving investors a way

) : . o Val
to focus on the highest rated stocks that best fit their own stock picking preferences. P

) . . Growth Score
Academic research has proven that stocks with the best Value, Growth and Momentum characteristics

outperform the market. The Zacks Style Scores rate stocks on each of these individual styles and assigns Momentum Score
a rating of A, B, C, D and F. We also produce the VGM Score (V for Value, G for Growth and M for
Momentum), which combines the weighted average of the individual Style Scores into one score. This is VGM Score

c BEINGINE]

perfectly suited for those who want their stocks to have the best scores across the board.

As an investor, you want to buy stocks with the highest probability of success. That means buying stocks with a Zacks Recommendation of
Outperform, which also has a Style Score of an A or a B.

Disclosures

This report contains independent commentary to be used for informational purposes only. The analysts contributing to this report do
not hold any shares of this stock. The analysts contributing to this report do not serve on the board of the company that issued this
stock.The EPS and revenue forecasts are the Zacks Consensus estimates, unless indicated otherwise on the reports first page.
Additionally, the analysts contributing to this report certify that the views expressed herein accurately reflect the analysts personal views as to the
subject securities and issuers. ZIR certifies that no part of the analysts compensation was, is, or will be, directly or indirectly, related to the
specific recommendation or views expressed by the analyst in the report.

Additional information on the securities mentioned in this report is available upon request. This report is based on data obtained from sources we
believe to be reliable, but is not guaranteed as to accuracy and does not purport to be complete. Any opinions expressed herein are subject to
change.

ZIR is not an investment advisor and the report should not be construed as advice designed to meet the particular investment needs of any
investor. Prior to making any investment decision, you are advised to consult with your broker, investment advisor, or other appropriate tax or
financial professional to determine the suitability of any investment.This report and others like it are published regularly and not in response to
episodic market activity or events affecting the securities industry.

This report is not to be construed as an offer or the solicitation of an offer to buy or sell the securities herein mentioned. ZIR or its officers,
employees or customers may have a position long or short in the securities mentioned and buy or sell the securities from time to time.ZIR is not a
broker-dealer.ZIR may enter into arms-length agreements with broker-dealers to provide this research to their clients.Zacks and its staff are not
involved in investment banking activities for the stock issuer covered in this report.

ZIR uses the following rating system for the securities it covers. Outperform- ZIR expects that the subject company will outperform the broader
U.S. equities markets over the next six to twelve months. Neutral- ZIR expects that the company will perform in line with the broader U.S.
equities markets over the next six to twelve months. Underperform- ZIR expects the company will underperform the broader U.S. equities
markets over the next six to twelve months.

No part of this report can be reprinted, republished or transmitted electronically without the prior written authorization of ZIR.



