
Company Analysis 

Whole Foods Market, Inc. is one of the world’s leading retailers of natural and organic foods with more 

than 280 stores and 52,900 employees in the U.S., Canada and the UK.  Headquartered in Austin, Texas, 

Whole Foods is a publicly-owned company, identified by the ticker symbol: WFMI on the NASDAQ stock 

exchange.  It ranks 324th of Fortune’s 500 top companies.  The stores sell high grade conventional and 

organically grown produce and grocery products, environmentally safe household items, meat, poultry, 

and seafood free of growth hormones and antibiotics, bakery goods and takeout meals, vitamins, 

homeopathic remedies and body care products.  John Mackey, Chairman and CEO, dropped out of 

college and opened a small health food store in Austin, Texas.  In 1980, Mackey and the owners of 

another small natural foods grocery store opened the first Whole Foods Market.   

Datamonitor’s SWOT analysis shows Whole Foods strength to be its consistently strong revenue growth 

in recent years ($7,953.9 mil in 2008).  Whole Foods strong performance has enable the company to 

pursue a focused growth strategy of expanding through opening new stores and acquiring other natural 

food operations. Also, its broad product selection including an emphasis on fresh foods has allowed the 

company diversity in different consumer segments.  Whole Foods weaknesses include its few 

international operations (3 stores in Canada and 6 in the UK); its conservative advertising focused 

primarily on word of mouth, and its increasing rental expenses.   Opportunities for the company include 

increased demand for organic products, the possibility of expanding in the UK, and the growth of its 

private label products which have higher profit margins. Threats to the company come from increased 

competition as other types of retailers sell organic products, from governmental agencies with new 

regulations, and from the economic slowdown. 

While the company has consistently increased its revenues, Whole Foods income statements show a 

decline in net income from a high in 2006 of $203.8 mil to $107.7 mil in the last trailing twelve months.  

With the current macroeconomic conditions and the costly acquisition of Wild Oats, Whole Foods has 

suspended its dividend, reduced new-store growth and raised additional capital.  The company has tried 

to change its “Whole Paycheck” image by increasing the number of lower priced private label products 

and promoting value choices like perishables.  Value line projects total sales for 2009 at $8060 mil and 

$8500 mil in 2010.  According to Morningstar, operating margins will likely be a little over 3% in 2009.  

2nd quarter 2009 reports show profit dropped 32% on declining sales and margins.  Also of note, salary 

and bonuses are capped at 19x employees’ average salary with John Mackey’s salary of $1.  Employees 

receive stock options and incentive pay. 

As far as stock prices, Whole Foods stock sold at $43/share in 2004. It peaked in mid-2005 at a price of 

$77/share.  Since then the stock price has dropped to a low of $9/share in mid 2008.  Since last year, 

Whole Foods shares have more than doubled to close at $21.20 on 6/08/09.  Morningstar rates the 

stock at three stars (out of 5). Value Line rates it a 3 (average) in both timeliness and safety and projects 

an EPS of .70 for 2009 and .85 for 2010.  Standard & Poor’s recommendation is to sell. 

While Whole Foods is the largest retailer of organic and natural foods in the US, it is a small player in the 

grocery industry.  Its competitors are Wal-Mart, supermarkets like Kroger and Safeway, other natural 

food stores, farmers markets, club stores like Costco and mass merchandisers like Target.  In 2008, 38% 

of organic food was purchased from natural or health food stores.  Whole Food’s target market is 44-54 

year olds with incomes of $100,000 and over in urban, highly populated areas.  Whole Foods currently 

spends $33 mil in advertising on business publications, consumer magazines, outdoor, point of 

purchase, product samples and special events marketing.   



Industry Analysis 

The primary SIC code for Whole Foods is 5411 for Grocery Stores.  Stores, commonly known as 

supermarkets, food stores, and grocery stores, primarily engaged in the retail sale of all sorts of canned 

foods and dry goods, such as tea, coffee, spices, sugar, and flour; fresh fruits and vegetables; and fresh 

and prepared meats, fish, and poultry. The primary NAICS code is 445110 which is Supermarkets and 

other grocery (except convenience) stores. This industry comprises establishments generally known as 

supermarkets and grocery stores primarily engaged in retailing a general line of food, such as canned 

and frozen foods; fresh fruits and vegetables; and fresh and prepared meats, fish, and poultry.  Included 

in this industry are delicatessen-type establishments primarily engaged in retailing a general line of food.  

According to Standard & Poor’s, the US grocery store industry had sales totaling $963.9 billion in 2007.  

In the past, the US organic food market has seen high levels of growth during the last five years (an 

increase of 142% from 2003 to 2008) and growth of 15% in 2008.  Currently, the grocery industry has 

fared fairly well during the recession because people are eating in rather than going out to restaurants 

and because groceries are an inelastic good, less vulnerable to economic changes.  However, high end 

retailers like Whole Foods have suffered as consumers have traded down to discount retailers.   In the 

future, both Datamonitor and Mintel Oxygen predict growth to slow in the next five years.  

One event within the natural and organic food industry needs to be noted.  In March 2009, Whole Foods 

Market reached a settlement with the Federal Trade Commission over the agency’s antitrust challenge 

to the grocer’s 2007 acquisition of Wild Oats Markets.  Whole Foods agreed to sell 35 Wild Oats stores, 

including several that already had been closed and relinquish any rights to the Wild Oats brand.  In 

exchange, the FTC would drop its bid to undo the merger.  The FTC argued that the merger would lessen 

competition in the market for natural and organic foods.   

My Recommendation:  Not to Buy 

1. Morningstar and Value Line both rate the stock as average. S&P’s recommendation is to sell.  

Also the fair value estimate is $15/share while the stock has been fluctuating around $20/share. 

2. Even with increased revenue, net profit has been declining.   

3. Whole Foods growth has primarily come from acquiring companies and opening new stores.  

While there is an opportunity to expand in the UK market, Whole Foods is still recuperating 

from its expensive purchase of Wild Oats Markets and has scaled back on acquisitions.  

4. Industry growth is projected to slow in the next five years. 

5. While natural and organic food is the fastest growing segment of the food retail industry, that 

fact will not go unnoticed by Whole Foods’ competition. New competitors will enter the market 

and Whole Foods’ current competition will add more natural and organic products to their 

product lines. 

6. Furthermore, Whole Foods is going to be facing increased competition from both directions:  

the “local” food movement with the increased popularity of farmers markets and the large 

supermarkets and clubs adding natural and organic products.  Whole Foods may face difficulties 

trying to justify its premium pricing. 

For these reasons, I recommend that the investment club not purchase Whole Foods stock at this time.  

The company has taken some measures to address these concerns. It will be interesting to see what 

happens in the future.   


