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[bookmark: _Toc39835174]Executive Summary 
The purpose of this report is to study the reasons why the share price of KHC has been declining and make useful suggestions. This report is based on the completion of preliminary literature, using a variety of secondary research methods for in-depth study. Library, related books and main websites are the main sources of secondary data collection. In this paper, SWOT model is used to analyze the internal and external competitive environment of KHC, and list its advantages, disadvantages, opportunities and threats.
Through a more in-depth study of KHC, we find that there are four reasons for the decline of KHC stock price. First, the emergence of a large number of product recalls, the reputation of KHC enterprises damaged, and the products were questioned. Investors are not optimistic about their stock prospects. Secondly, increased competition in the food industry, competitors closely adhere to consumer demand, and grab many market shares of KHC. The decline in KHC turnover led investors to sell off their shares and turn to other enterprises. Next, the famous accounting issues of KHC appeared. Although the amount of book fraud is not large for KHC, financial distortion has a great impact on investors' investment confidence. Finally, KHC pays too much attention to the cost cutting strategy, which seriously hinders the development of KHC, and leads to the rating of loan as garbage, and at the same time, it is heavily indebted.
The above four factors are the direct reasons for the decline of KHC stock price. However, KHC can still find opportunities to raise its share price in these challenges. Therefore, this report puts forward corresponding suggestions for the above four issues. It is suggested that KHC should vigorously develop online stores, invest in new technologies and digital platforms, enter the snack market, vigorously implement its CSR and reduce product recall events, and properly solve the results of serious events.

[bookmark: _Toc39835175]1.0 Introduction 
[bookmark: _Toc39835176]1.1 Introduction to the organisation / purpose of the report 
In 2015, Heinz Kraft merged. Kraft Heinz company (KHC) is one of the fifth largest food and beverage companies in the world. It has been focused on providing the best food for consumers, and so far, has operations in more than 190 countries. The company's product portfolio is also extremely diverse, with cheese and other dairy products and condiments and sauces particularly outstanding. KHC products are usually sold by many famous brands, including Maxwell House, ABC, Capri sun, Oscar Mayer, etc., among which eight brands are worth more than $1 billion. The company also has a wide range of sales channels, such as grocery stores, drugstores, food service distributors, agents, hospitals, et al. (Kraft Heinz, 2020). With the increasing awareness of people's health, reprocessing food is no longer the choice of consumers. The company's share price has been in a downward trend since the emergence of the reduction strategy and new market trends (see Figure 1).
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Figure 1. The stock price of the Kraft Heinz Company after the merger (source: (Yahoo Finance, 2019).

[bookmark: _Toc39835177]1.2 Project Justification
In 2015, 3G Capital Partners held more than half of the shares of KHC after the merger of Kraft and Heinz. Since then, 3G Capital Partners has implemented a cost reduction strategy to expand the company's scale. In the following year, the strategy was indeed a rise in the share price of KHC. Due to the change of market trend, people begin to realize the importance of healthy food. The popularity of non-processed organic products brings serious challenges to KHC processed food. However, KHC still adheres to the use of cost reduction strategy, resulting in product innovation. The company can only maintain sales by reducing product prices (Burdakin, 2020). Many product recall events have a very bad impact on the reputation of KHC, and investors' confidence has also been severely hit by such events (MarketLine, 2020). In 2019, KHC's accounting problems were investigated by the SEC, and then Kraft delayed the submission of the annual report twice during the internal investigation. In the same year, its shares fell to an all-time low (Sun, 2019). In recent years, the competition in food and beverage industry is increasing, and enterprises with strength and financial resources above KHC still continue to improve their capabilities, such as Unilever and P & G (MarketLine, 2020). KHC opened a new digital hub in 2018 to create "a digital business model and launch other entrepreneurial ideas to drive Kraft Heinz forward (Kraft Heinz, 2018).

[bookmark: _Toc39835178]1.3 Aim of the Project 
The main purpose of this report is to study the key factors affecting the decline of KHC stock price. Since the second year of the merger, the share price of KHC has fallen to this day, and in 2019, the share price of KHC has fallen to a record low. Therefore, the cost saving strategy of KHC is problematic. Through the research of this report, the project will help the company to develop appropriate strategies in the current market environment. In addition, the successful implementation of the project can even help the company achieve the initial goal of M & A - to increase shareholder wealth.

[bookmark: _Toc39835179]1.4 Objectives 
In order to ensure the successful implementation of the main aim of the report, four small objectives have been set. Firstly, SWOT model is used to evaluate the internal and external of KHC. Through the comprehensive analysis of the environment of KHC, the development strategy suitable for KHC can be formulated. Secondly, determine the problems existing in the company's strategy. Thirdly, the secondary research method was used to conduct in-depth study on KHC. Journals, school libraries and websites are commonly used secondary research methods. Finally, based on the data collected, we can provide useful suggestions for KHC.










[bookmark: _Toc39835180]2.0 Environmental Analysis
An Environmental analysis refers to a series of activities to fully understand and evaluate the internal and external environment of an enterprise through various methods, to find market opportunities and threats, determine its own advantages and disadvantages, and provide guidance for the strategic management process (Nordmeyer, 2019).
SWOT Analysis： 
SWOT model is a kind of method that can analyze the environment of the research object comprehensively and systematically. And make the appropriate development strategy according to the research results. This method analyzes various internal and external strengths and weaknesses, external opportunities and threats closely related to the research object. The advantage of SWOT analysis is that it considers problems comprehensively, and it can combine problems and solutions closely. Its disadvantage is that it has the limitations of the times as many other models, because the SWOT model has been proposed for a long time (Ferrell, et al., 2012). 
Strengths- Strong brand combination and significant market position
The competitive advantage of KHC lies in its strong brand combination and significant market position. As its website knows, in 2015, KHC became one of the five largest food and beverage companies in the world. KHC has more than 200 brands, 8 of which have sales of up to US $1 billion. Some of its major brands include Philadelphia, Oscar Mayer, Kraft, Heinz, et al. KHC operates in more than 190 countries. About 40 Kraft Heinz brands have a history of more than 100 years, including Heinz tomato sauce and Kraft processed cheese products. As many as 81 KHC processing and manufacturing facilities are located around the world (MarketLine, 2020).
Strengths - sales network and customer bas
The company has a diversified sales network, a large customer base to improve the company's financial performance. On the one hand, KHC cooperates with a wide range of institutions, such as grocery stores, bakeries, retail chains, government agencies and hospitals. On the other hand, KHC has its own digital center. Online sales and e-commerce websites are the main channels for retailers to sell their products. More than 200 countries are selling KHC products (MarketLine, 2020).

Weakness - business performance
Although KHC's performance improved in fy2018, during this period, KHC's profitability decreased by reducing product prices to stabilize sales. In 2018, the company reported an operating loss of $10.383 billion, compared with an operating profit of $6.206 billion in 2017. The reason for the decline of the company's operating performance may be the lack of attention to operating efficiency. Its operating expenses increased by more than 100% in fy2018 compared with the previous fiscal year. Similarly, the company had a net loss of $10.192 billion in fiscal 2018, compared with a net profit of $10.941 billion in fiscal 2017 (MarketLine, 2020).
Weakness - Product Recall
In recent years, due to the influence of weather, there have been many product recalls in KHC. In 2018, KHC recalled about 7000 cases of Taco Bell cheese dip sauce as the product showed signs of Botox growth (Reuters, 2018). In 2019, KHC recalled Breakstone's cheese products on the grounds that red plastic and metal chips could be contaminated (RTT, 2019). Despite the absence of any disease reports, the company's corporate image has been hit negatively by such incidents. Investor confidence in the company declined (MarketLine, 2020).

Opportunities - focus on emerging technologies
Emerging technologies and digital platforms are new signs of competition in the food and beverage industry, such as artificial intelligence (AI). In 2018, KHC acquired evolv group, a digital company. Later, KHC launched an AI based food intelligence platform, meal hero, to understand users' dietary preferences and shopping behaviors, so as to make the trading process more intelligent (Yu, 2019). New technology and new business can help KHC increase its competitive advantage, so KHC can continue to focus on AI, which is conducive to finding new opportunities (MarketLine, 2020).
Opportunities - global dairy demand
KHC is one of the world's largest suppliers of dairy and cheese products. The global demand for dairy products is increasing. According to the OECD-FAO Agricultural Outlook 2018-2027, the demand for dairy products is expected to grow rapidly in the next decade, especially in developing countries. Due to the increasing demand for cheese, it is expected that the equivalent consumption of dairy products in developed countries will still be much higher than that in developing countries. KHC can benefit from the increasing demand for dairy products (MarketLine, 2020).
Opportunities: the global market of condiments, condiments and sauces is promising
condiment is one of KHC's outstanding portfolio products, as well as its manufacturer and distributor. Condiment market has a good prospect. Catering to changes in the market and focusing on obesity is one of the main factors driving the company's product development. In recent years, in order to diversify tastes, increasing consumption of bread and rolls, and frequent travel have also increased the growth of the sauce and condiment market in recent years (MarketLine, 2020).

Threat - fierce competition
KHC is in a very competitive market. There are many factors that determine the level of competition, such as product innovation, brand awareness and loyalty, and the ability to meet customer preferences. KHC's main competitors include Unilever, Hershey, Pepsi, P & G, etc. They all have higher operational history, technology, marketing, distribution and support resources than KHC. Their strength is not below KHC (MarketLine, 2020).
Threats - stringent regulations
KHC business involves more than 190 countries / regions, and KHC must comply with the strict regulations and specifications of its products in the domestic and export markets. Brexit from the EU could have a positive or negative impact on the company's business in the UK. The company must bear a huge cost to comply with the regulations. Any non-compliance may affect the company's operation and financial situation, resulting in fines and other penalties (MarketLine, 2020).









[bookmark: _Toc39835181]3.0 Research Methodology 
Research methodology refer to the tools and means to discover new phenomena, new things, or put forward new theories, new ideas, and reveal the inner of things. Research methods generally include investigation, observation, literature research et al (Dominowski, 1980).

[bookmark: _Toc39835182]3.1 Secondary research
Secondary research refers to the re collection of relevant information published and collected by others. Compared with the primary data, the secondary data has three main advantages. First, secondary data is relatively easy to obtain. Secondly, its collection cost is low. Finally, it can be collected quickly, and then the collection of primary data takes a lot of time. There are three disadvantages of secondary data: poor correlation, poor timeliness and low reliability (Lehman et al., 2014). This report collects relevant materials through the school library, online website and related books, so we can find the reason why the share price of KHC has been declining. 
In order to prove the effectiveness of this report, this report conducted a secondary research on KHC, which shows that food innovation and safety are particularly important in the fierce food market, and how to adapt to the changes in the market. At last, the reason why the share price of KHC has been declining is given, and some suggestions are given. 

[bookmark: _Toc39835183]3.2 Primary research
The primary research is to complete the new research by the investigator himself. For example, do questionnaire survey and experimental demonstration. Its biggest advantage is timeliness and authenticity. It takes a lot of time and manpower to adopt the primary research method (McNeill, 2005). Therefore, preliminary research is not one of the research methods considered in this report.
















[bookmark: _Toc39835184]4.0 Findings and Analysis
[bookmark: _Toc39835185]4.1 Product recall events
In recent years, consumer demand for food safety and transparency has increased. Consumers want to know and understand the ingredients in their products. Consumers are looking for brands that share transparency with their products and reflect their personal values. That's why consumers want to understand the origins of companies, sustainable efforts, social awareness and corporate transparency (singer and Jones, 2019). In recent years, many product recalls have occurred in KHC d due to the influence of weather. In 2018, KHC recalled about 7000 cases of Taco Bell cheese dip sauce as the product showed signs of Botox growth (Reuters, 2018). In 2019, KHC recalled Breakstone's cheese products on the grounds that red plastic and metal chips could be contaminated (RTT, 2019). According to KHC, potential foreign materials may be introduced into the production process. If swallowed, hard or sharp substances can damage teeth, mouth, throat, stomach or intestinal tissue. KHC recalled Turkey stem baby food in Canada (see Figure 2) because insects were found in the product (FSN, 2019).
Although KHC said no disease was reported. However, such a large-scale recall event has a serious negative impact on the corporate image of KHC. These events have a huge psychological impact on investors. People think that this negative news will have a negative impact on the future business of KHC, so people will choose to sell shares, which will lead to a decline in the share price of KHC.
[image: ]
Figure 2: Recalled baby food information
[bookmark: _Toc39835186]4.2 Increased competition in the food industry
As mentioned in Accenture's strategy, the new competitive business model brings more convenience to consumers. Business models must be flexible enough to adapt to changing consumer preferences. Globally, consumers tend to use their own brand products, which are low-cost substitutes for domestic and international brands. For decades, private and new brands have challenged food retailers and producers, such as Joe's, Kroger, target (Archer farms), Wal Mart (great value) (Shoup, 2019). Kroger is expanding its very successful natural and organic brands with the introduction of simple truth's plant foods, a range of fresh, meatless burgers and breadcrumbs, as well as a range of other plant foods. Simple truth's botanical products will have easy to identify packaging, including an icon that makes it easier for customers to find brands on store shelves and when shopping at kroger.com, such as meatless burgers, meatless ground flour, chocolate cookie dough (Redman, 2019). Target launch simple balance. It's a delicacy designed to eliminate guesswork in the diet. This series does not contain artificial perfume, pigment and preservative. It is pure, simple and delicious. The target's simple balance aims to avoid the use of 105 common food additive ingredients to protect consumers' health, such as gluten free pasta (target, 2013). Aldi, the leader of the low-cost grocery market in the United States, continues to emphasize its amazing high quality, launching the new brand "simple nature", which features simple food made of pure natural or organic ingredients. From grains, honey, fruit sticks and apple juice, to spaghetti sauce, pizza, salsa sauce and various snacks. The simple nature of Aldi aims to provide consumers with high-quality, nutritious choices at reasonable prices (Aldi, 2014).
KHC is facing increasingly fierce competition from low-cost retailer brands, as well as increasing consumer preference for unprocessed food. Competitors in the industry continue to optimize their business and strictly follow changing consumer trends. The increasingly fierce competition in the industry is one of the main reasons for the decline of KHC net sales. As shown in Figure 3, the net sales of KHC is US $6.5 billion, down 5.1% compared with the same period last year. Adjusted earnings per share fell 14.3% to $0.72 compared with the same period last year (Kraft Heinz, 2019). Investors are particularly worried about KHC's backwardness in the plant-based food market, coupled with the decline in net marketing volume and performance of KHC in 2019 (see Figure 3). Investors will hold a wait-and-see attitude towards KHC or directly sell off their existing stocks. Therefore, the stock price of KHC has been declining.
[image: ]
Figure 3: 2019 Kraft Heinz Reports Fourth Quarter (Kraft Heinz, 2019).

[bookmark: _Toc39835187]4.3 Accounting issues
In 2019, KHC stated that it restated its 2016 and 2017 financial statements of $181 million due to problems with procurement and accounting procedures. In February 2019, KHC disclosed a $15 billion write down of its Kraft and Oscar Mayer brands, cut dividends, and the SEC's investigation of its accounting and purchasing practices, and the share price fell nearly 25%. Subsequently, Kraft twice delayed the submission of its annual report in conducting its internal investigation. It's a red flag for investors (Sun, 2019).
Although the amount of misstatement of KHC is not large, its financial information is distorted, and its reputation is hit. In addition, KHC's $15.4 billion asset write down, the delay of annual report and the investigation of SEC have led to S & P's downgrade to BBB bonds. KHC has $30.9 billion in long-term debt (Sun, 2019). The downgrade could significantly increase KHC's future borrowing costs. Accounting issues and SEC investigations could also drag down its shares for a long time. In addition, as can be seen from Figure 4, KHC faces similar problems. KHC avoided its core packaged food brand, thus reducing the price. The strategy picked up its natural sales growth to a positive number but reduced its profit margin. KHC's shares fell to a record low in early 2019 as revenues fell, contract margins fell, and losses expanded. 
[image: ]
Figure 4: Kraft Heinz Quarterly reports (Sun, 2019).

[bookmark: _Toc39835188]4.4 Cost cutting strategy
The turning point of KHC's share price decline occurred in 2015. 3G forces companies to implement a zero-based budget and cost cutting strategy, while trying to expand the size of the company. Radical cost cutting measures have depleted the talent business as experienced managers switch to other jobs. As a result of the reduction of the R & D budget, this also weakens the innovation ability. As a result, efforts to increase organic sales failed because management was forced to introduce product line expansion, which did not provide new things, but eroded sales. In 2019, investors questioned the cost reduction strategy and criticized KHC's approach to reduce sales and lack of brand investment. In the same year, the company's goal has been changed to align products with customer needs, while marketing larger brands. But with concerns about obesity, consumer preferences have shifted to healthier foods, fresh ingredients and organic foods. KHC's product portfolio does not reflect these preferences but relies heavily on processed food (Burdakin, 2020).
KHC could not meet customer expectations, its marketing has not increased; KHC is a waste of resources. Therefore, KHC needs to create new products to attract consumers. As it is a slow and expensive journey to create healthy new product options and bring them to market, KHC cannot achieve its product innovation in a short time, so it can only choose dividend reduction. In February 2019, KHC wrote down $15 billion of its Kraft and Oscar Mayer brands. In August, the company announced a $500 million write down on the value of other underperforming brands, including Velveeta, Maxwell House and miracle whip. Later, KHC's debt rating fell to "junk" level (Burdakin, 2020). KHC cannot keep its dividend stable and its growth is very slow, so investors will focus on other companies. If KHC could not meet a real turnaround, its share price will not be able to rise.








[bookmark: _Toc39835189]5.0 Conclusions 
The main purpose of report is to study the reason why the share price of KHC has been declining, and then to put forward some useful suggestions. This study can be divided into two parts. After the completion of the preliminary literature, this paper begins to explore the KHC more deeply. This paper uses SWOT analysis as the main tool of environmental analysis and finds that the problem of KHC - the decline of stock price. The secondary research method has become the main effective research approach in this paper, so as to draw the conclusion that product recall events,  Increased competition in the food industry, accounting issues and cost cutting strategy are the main reasons for the decline of KHC stock price, and further evaluate the Countermeasures of enterprises. Long term debt, reputation damage, low product innovation and fierce industry competition will hinder the development of KHC for a long time. At the same time of the crisis, the opportunity also appears. In the last chapter, this paper gives some suggestions to help KHC improve its stock price in the future. This report suggests investing in new technologies and digital platforms, vigorously fulfilling their social responsibilities, focusing on product quality, reducing product recalls, vigorously developing online business and entering the snack market.







[bookmark: _Toc39835190]6.0 Recommendations
KHC can vigorously develop its online stores, because consumers think online shopping is a very convenient way of shopping, and online prices are cheaper than physical stores, which makes more and more consumers like online shopping. KHC's development of its online stores can not only meet consumers' new shopping needs, but also reduce many costs, such as store rents.

Now consumers have a busy lifestyle, healthy and convenient food can meet their needs, so the snack market has been expanding in recent years. According to Mintel consumer snacking UK (2019), 66% of adults receive snacks at least once a day (HRC, 2020). KHC may consider entering the snack market.

KHC should focus on investing in emerging technologies and figures platform such as artificial intelligence (AI), which will help it better understand and meet the needs of consumers in a timely manner.

KHC needs to better fulfill its Corporate Social Responsibility (CSR) and let consumers know that KHC is a brand committed to helping others and abiding by morality. This will help KHC reduce the brain drain. KHC can more easily recruit new employees or retain existing employees. Employees may be motivated to stay longer, thus reducing the cost and the difficulty of recruitment and retraining（Mark, 2014）

KHC needs to pay attention to its food safety issues and minimize the negative events of product recall. KHC needs to pay attention to such incidents. KHC needs to develop and maintain effective communication channels with consumers, middlemen, etc. to understand their opinions and attitudes through these channels, to make plans to retain consumers.
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Q4 2019 Financial Summary

For the Three Months Ended Year-over-year Change
Acquisitions
December 28, December 29, and
2019 2018 Actual Currency Divestitures Organic
(in millions, except per share
data)
Net sales $ 6,536 $ 6,891 (5.1)% (0.6) pp 23)pp (2.2)%
Operating income/(loss) 594 (14,136) nm
Net income/(loss) attributable to common
shareholders 182 (12,568) nm
Diluted EPS $ 015 $ (10.30) nm
Adjusted EBITDA®™ 1,564 1,674 (6.6)% (1.3) pp 1.5) pp
Adjusted EPS™ $ 072 $ 0.84 (14.3)%

nm - not meaningful
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Metric Q42017 Q12018 Q2 2018 Q3 2018 Q42018

YOY organic sales (0.6%) (1.5%) (0.4%) 2.6% 24%
growth
Adjusted EBITDA 29.3% 28.5% 29.5% 25.3% 24.7%

margin
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