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Introduction 
 

 

 
 

Letter from the CEO of 

the Corporate Finance 

Institute. 

 

 

Dear Contestants, 
 

Welcome to the CFI 2020 Financial Modeling Competition – World Case 

Championships! Since inception, CFI’s goal has been to create an 

opportunity for candidates to apply their acquired knowledge and be 

recognized by recruiters on a global stage. 
 

This Confidential Information Memorandum (CIM) contains extensive information 

on a live public company – The Coca-Cola Company. The CIM also includes 

information on three potential acquisition targets, Superhot Water Inc., Fury Boost 

Co., and Streamline Efficiency Inc. These target companies are made-up public 

companies designed for the intention of this case. 
 

The purpose of the CIM is to provide you with a dataset to create your valuation 

models for relevant companies, a pro forma M&A model, value the pro forma 

company, and provide an acquisition recommendation to the management team of 

The Coca-Cola Company. Given the time constraints of the competition, the financial 

information in the CIM has been simplified. 
 

Please note that some information and data has been simulated, and therefore may 

not truly represent Coca-Cola’s financial information, or the market data provided. 

The use of external sources of information to supplement your analysis is allowed, as 

long as it does not contradict the data provided. Please cite all sources of 

information, whether from this CIM or from external sources.  
 

If you have any questions or concerns, please submit them by emailing support@ 

financialmodeling.org.  
 

We hope this case provides you with a unique learning experience and an opportunity 

to sharpen your financial modeling skills in a hypothetical scenario. 
 

Good luck! 

 

 

 

Tim Vipond, President & Chief Executive Officer Corporate Finance Institute® 

http://www.corporatefinanceinstitute.com/
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Executive Summary 
 

 

 
 

Instructions for the 

case competition. 

CFI 2020 Global Financial Modeling Case Competition puts you in the position of 

an Investment Banking Analyst at a major financial advisory firm, Strategic 

Capital Advisory, that specializes in providing companies with various financial 

services, including high-impact merger and acquisitions transaction consulting. 

This CIM was prepared by your company to provide data on potential target 

firms that The Coca-Cola Company could acquire to expand, diversify, and 

improve internal operations. Coca-Cola has a great opportunity for growth and is 

positioned to leverage its high cash flow generation. 

Your task is to create a pro forma M&A financial model for the acquirer (The 

Coca-Cola Company) and your suggested target company. In addition, you will 

be expected to price the intrinsic value of the pro forma business and present 

a pitch on your recommended M&A transaction. 

The date of this transaction is October 23, 2020. 

 

Instructions for the Case 

1. Download all files for the competition (CIM, target & acquirer data, 

market data, and pitchbook template). 

2. Read the CIM to determine your forecast assumptions and drivers based on 

market growth and management’s discussion and analysis. 

3. Through preliminary analysis of company and market data, select a target 

company to be acquired. 

4. Build a financial model for Coca-Cola and the chosen target, and determine 

the pro forma intrinsic value for Coca-Cola, in addition to an illustrative 

accretion or dilution analysis under different prices and scenarios. 

5. Build a short presentation on the M&A opportunity – determine the 

acquisition rationale and target, deal considerations, and optimal deal 

mix for the transaction. 

6. Record a quick 5-minute video presentation. 

7. Submit files to My Account on the competition portal by the 

deadline.

http://www.corporatefinanceinstitute.com/
https://financialmodeling.org/register/
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Requirements for the 

case submission. 
Submission Requirements 

Requirements for Your Financial Model 

1. Clearly laid out assumptions and drivers. 

2. Fully linked three financial statements and supporting schedules for the 

selected target company and The Coca-Cola Company. 

3. Fully linked pro forma model of the combined entity (acquirer and target). 

4. Discounted cash flow (DCF) analysis for the target, acquirer, and pro 

forma businesses as well as precedent transaction and comparable 

company analysis models for The Coca-Cola Company. 

5. Expected accretion/dilution for the acquisition opportunity at 

different prices/scenarios. 

6. Formatting must follow the financial modeling best practices guide. 

 

Requirements for Your PowerPoint Presentation 

1. Key takeaways of the model summarized visually. 

2. Clear presentation of intrinsic value and accretion/dilution under 

different investment prices/scenarios. 

3. Discussion of risk and different scenarios. 

4. Clear recommendation stating (make sure to explain “why” for each): 

• Which company should The Coca-Cola Company acquire? 

• What is the optimal deal mix (equity, cash, debt) and price for the transaction? 

• What is the expected accretion/dilution from this acquisition? 

5. Maximum 10 content slides (does not include cover page, agenda, or 

section introductions). 

 
Requirements for Your PowerPoint Presentation 

1. Screen recording – use screencast-o-matic or a software of your choice. 

2. Introduce yourself (name, country, employer/university). 

3. Discuss key slides from your PowerPoint presentation. 

4. Discuss and demonstrate the inner workings of your Excel model. 

5. Maximum 5 minutes.

http://www.corporatefinanceinstitute.com/
https://corporatefinanceinstitute.com/resources/knowledge/modeling/financial-modeling-best-practices/
https://screencast-o-matic.com/
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Investment Thesis 
 

 

 
 

Key considerations for 

the target company. 

The Coca-Cola Company is looking to acquire a company in the beverage and 

artificial intelligence space that would enhance the company’s current growth 

strategy. The Company has substantial resources to fund the acquisition 

through a mix of cash, debt, and/or equity; however, the Company is also open 

to equity or debt financing for the transaction. As an Investment Banking 

Analyst, Coca-Cola is open to your view on a purchase price and deal mix for 

this acquisition. 

 

The Coca-Cola Company is Looking to Enhance: 

Growth Opportunities 

• Expand its foothold in existing core markets. 

• Develop a presence in new or emerging markets for Coca-Cola. 

• Enter sectors with high growth prospects. 

 
Accretive Acquisitions 

• Acquisitions should create value for shareholders and the overall business. 

• Synergies (revenue and cost) with existing business lines. 

• Maintain a strong balance sheet post-acquisition. 

 
Competitive Strengths 

• Expertise in offering high-quality products. 

• Premium and recognizable brands with strong consumer loyalty. 

• Geographically diversified cash flow streams. 

• Strong global presence – reaching more than 200 countries. 

• Long-lasting business model with a focus on its distribution system.

http://www.corporatefinanceinstitute.com/
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Company Overview 
 

 

 
 

Coca-Cola is the world’s 

largest food and beverage 

conglomerate since 2014. 

The Company 

The Coca-Cola Company (referred to as “Coca-Cola” or “the Company”) is a 

“total” beverage conglomerate headquartered in Atlanta, Georgia. The 

company focuses on its distribution system around the world to be in just 

about every channel. For the 7th consecutive year, the Company was the 

most-chosen FMCG (fast-moving consumer goods) brand in the world (picked 

5.9 billion times in 2019). The Company has been able to achieve this 

accolade through successful efforts and intrinsic ability to stay connected 

with consumers by providing them with a wide variety of beverage options 

that would meet their desires, needs, and lifestyles. Furthermore, its success 

depends on its ability to effectively execute every day. Coca-Cola’s objective is 

to pursue a growth strategy centred around disciplined portfolio growth, an 

aligned and engaged bottling system, and winning with its stakeholders. 

Coca-Cola aims to become a “total beverage company” with strong market 

positions in all non-alcoholic beverage categories. 

Despite being one of the largest beverage companies in the world, Coca-Cola 

markets, manufactures, and sells under two business lines: “Concentrate 

Operations/Business”, which primarily consists of beverage concentrates and 

syrups, and “Finished Product Operations/Business”, focused on sparkling 

soft drinks and other non-alcoholic beverages. Please see the Case Market 

Data Excel file for an in-depth breakdown of Coca-Cola’s business lines and 

operations. 

As of 2020, Coca-Cola has over 500 brands and 4,700 products in its products 

portfolio and has an international presence in over 200 countries. Coca-Cola 

boasts a wide category of products, including the following offerings: 

• Waters & Hydration: still, sparkling, and flavored varieties. 

• Sparkling Soft Drinks: hundreds of brands, flavors, and low-calorie options. 

• Juices, Dairy, & Plant-Based: refreshing, uplifting, and nutritional drinks. 

• Coffee & Teas: freshly brewed, canned, chilled, and vended hot beverages. 

• Energy Drinks: Coca-Cola Energy and investment in Monster Beverage Co. 

http://www.corporatefinanceinstitute.com/
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The Coca-Cola Company 

is actively looking for 

growth through M&A. 

Coca-Cola’s products are sold through its distribution system in just about 

every channel. Primarily, Coca-Cola generates revenue by selling concentrates, 

syrups, and certain finished beverages to authorized bottling partners. Given 

the variety of products, the company also generates revenue from finished 

products via company-owned bottling, sales, and distribution operations. 

Given the company’s focus on growth through M&A, Coca-Cola is competing 

vigorously in high growth potential business units – hot beverages and energy 

drinks, and has selected two candidates for a potential acquisition. 

Additionally, the company is heavily invested in digitizing the enterprise as 

the digital evolution is changing consumers’ behaviors, influencing the way 

consumers think, interact, and ultimately how they shop. This digital 

evolution impacts every aspect of the Coca-Cola system and created an 

opportunity to partner in different ways with its customers, including re-

engineering its operations, supply chain, and route-to-market. As such, Coca-

Cola plans to acquire an artificial intelligence company for a potential 

competitive edge over competitors.  

As a financial advisor to Coca-Cola, your task will be to assess the three 

respective companies and decide which target should be acquired. You will 

then provide a pro forma M&A model and presentation to showcase the net 

impacts and benefits of the acquisition. 

 

 

 

 

 

 

 

 

Some of Coca-Cola’s brands. 
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Products and Services 
 

 

 
 

Coca-Cola’s product 

categories and its overall 

contribution to global 

sales. 

Current Core Products 
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Revenue Profile 
 

 

 
 
 

Beyond business units, 

Coca-Cola earns revenue 

from 200+ countries. 

Largest markets and product lines 

As the largest non-alcoholic beverage company in the world by revenue and 

the third-largest beverage company, Coca-Cola has an attractive, diversified 

stream of revenues that can be assessed through product and geographical 

segments. This data has been provided to assist with strategic considerations 

for acquisition targets. 

Although Coca-Cola’s largest market is Europe, Middle East & Africa, which 

represents 29% of total revenues to the company, other geographic operating 

groups, Latin America (27%), Asia-Pacific (24%), and North America (18%), do 

not trail far behind. Among the 200+ countries, majority of the contributions to 

global unit sales volume comes from United States (17.1%), Mexico (12.7%), 

China (9.1%), and Argentina (5.9%). 

Beyond countries, Coca-Cola also divides its revenues into geographical zones, 

consisting of Zone NA (North America), Zone LA (Latin America), Zone Asia-

Pacific (APAC), and Zone EMEA (Europe, Middle East, and Africa). A breakdown 

of geographic region by percentage of total revenues has been included in the 

pie-chart in this section. 

Coca-Cola’s sources of revenue are also very diverse in terms of product 

category. While all category clusters contribute more than a billion dollars to 

global sales, the largest sources of revenue are sparkling soft drinks (“SSD”), 

waters & sports drinks (“W&S”), and juice, dairy, and plant-based drinks (“JDP”). 

To determine the most appropriate acquisition target, Coca-Cola will be actively 

searching for companies that can provide growth and synergies to and across 

these category clusters.

http://www.corporatefinanceinstitute.com/


The Corporate Finance Institute FinMo 2020 - M&A Case Study 

corporatefinanceinstitute.com 11 

 

 

 

 

 

 

 

 
 

Coca-Cola recognizes 

revenue from four 

geographic operating 

groups: EMEA, APAC, 

NA, and LA. 

Also, non-geographic 

operating groups: 

Global Ventures and 

Bottling Investments 

Group (BIG).
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Current Products (bikes): 

Target Companies 
 

 

 
 

Coca-Cola has 

identified three 

potential acquisition 

targets that operate in 

different markets. 

The Targets 

With Coca-Cola looking to improve its growth inorganically (through an 

acquisition), the company has looked at three possible targets which may add 

value. Your job, as an M&A Analyst, will be to determine which business would 

be the most strategic and accretive for Coca-Cola to add to its portfolio (or 

operations). 

The target firms are involved in different industries: hot beverages (Superhot 

Water, Inc.), energy drinks (Fury Boost Co.), and artificial intelligence (Streamline 

Efficiency, Inc.). A summary of each respective company’s business model and 

the market they operate in has been provided below. 

For more information on the markets discussed in the Target Companies 

section, please refer to the Case Market Data Excel attachment. 

 

 

Target Companies and Core Market Data 
 

 
Hot Beverages        Energy Drinks Artificial Intelligence 

 
 

 

 
Share Price: 

$2.81 USD 

Shares 

Outstanding:  

660 million 

 

 

 

 

Share Price: 

$3.38 USD 

Shares 

Outstanding: 

620 million 

 

 

 

 

Share Price: 

$2.15 USD 

Shares 

Outstanding:  

1.1 billion 
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Streamline Efficiency, Inc. 
 

 

 
 

Streamline Efficiency 

Inc. is a high growth  

company in the artificial 

intelligence market. 

About the Company 

Streamline Efficiency, Inc. (referred to as "Streamline" or "Streamline 

Efficiency") is a company focused on improving operational efficiencies 

through artificial intelligence (AI). Based in the United States, this company 

was founded in 2017 and primarily works with smaller clients. 

Streamline focuses on cutting costs through automation ("RPA" or “Robotic 

Process Automation”), resulting in simple and redundant tasks being 

executed seamlessly. This increases employee productivity (due to time 

saved), improves the integrity of the organization (due to the reduction of 

errors), improves scalability, as well as other notable perks shared in the 

"Synergies and Purchase Considerations" section. 

Streamline Efficiency has a proprietary application called "SE Automation". 

Clients only need to purchase it once to gain lifetime access (there are no 

subscription costs). Streamline has a dedicated, well-trained team which help 

locate potential process improvements in its client's operations. Most of its 

revenue is generated from implementing the automation. 

The Artificial Intelligence Market 

The market size of global information technology (IT) services was approximately 

$1.06 trillion in 2019, with the main segments being: outsourcing ($491Bn), 

support and training ($160Bn), and project oriented ($406Bn). By 2030, it is 

predicted that AI will contribute the most to the GDP of China (26.1%) and North 

America (14.5%). It is also estimated that consumer goods, accommodation, and 

food services will experience a 9% increase in GDP due to product enhancements, 

and an additional 6% due to productivity improvements. 

http://www.corporatefinanceinstitute.com/
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Performance of global IT 

services and AI software 

with future growth 

projections. 
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Management’s Discussion of 
Streamline Efficiency’s Future 
Prospects 

 

 
 

Management’s analysis 

of Streamline’s 

prospects, financial 

performance, and 

synergies with Coca-

Cola. 

Synergies and Purchase Considerations 

Coca-Cola has identified potential revenue and cost synergy opportunities with 

Streamline Efficiency’s RPA application. Coca-Cola sees opportunities to 

incorporate automation into many of its processes, resulting in cost savings and 

potential revenue improvement. This high growth prospect could have a long-

lasting effect on Coca-Cola’s distribution and administrative functions. 

For these synergies, the company expects to achieve 10% by 2021, 20% by 

2022, 35% by 2023, and the remainder in 2024 and 2025. Streamline 

Efficiency Inc. has a weighted average cost of capital (WACC) of 12.2%. 

• Revenue enhancement: Total revenue synergies of $450 million fully 

achieved by 2024. 

• COGS Savings: Total expected COGS synergies of $750 million fully 

achieved by 2024. 

• Selling & Distribution savings: Coca-Cola expects to achieve savings of 

$125 million by 2025. 

• Marketing savings: Coca-Cola forecasts it will save $10 million on 

marketing and administration costs by 2025. 

• R&D savings: Coca-Cola forecasts it will save $8.5 million on R&D costs by 

2024. 

 
Revenue Growth 

BULL: Streamline Efficiency hopes that it will be able to achieve rapid growth 

for its RPA products in the United States. If successful, Streamline Efficiency 

anticipates a 15% increase in growth rate from current growth levels. 

BASE: Streamline expects an average revenue growth rate of 6.5% per year. In 

this scenario, growth is anticipated to slowly decline in the coming years relative 

to the global IT services market. 

BEAR: Due to the relatively small size of the firm, and the competitive nature of 

the market, Streamline’s growth within the United States market may take longer 

http://www.corporatefinanceinstitute.com/
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Management’s analysis 

of Streamline’s future 

prospects, financial 

performance, and 

synergies with Coca-

Cola. 

than anticipated. It could take a few years before the company experiences 

sizable growth. 
 

Costs and Expenses 

BULL: In the bull scenario, Streamline’s costs and expenses (as a 

percentage of revenue) would increase at a lower rate. 

BASE: Costs and expenses will increase proportionally to Streamline’s revenue. 

 

BEAR: In the worst-case scenario, Streamline’s costs and expenses 

would increase at a higher rate than its revenue, and its margins will be 

compressed. 
 

In all three cases, Streamline plans to grow its marketing and sales team, 

in addition to training more employees on how to implement its SE 

Automation application. 

 

Research & Development 

The company expects to increase its R&D spending to $75 million each year 

for the next two years to improve its current product. The company expects 

an additional $20 million increase to R&D expenses in 2024 and 2025. 

Debt and Interest 

Streamline received debt financing of $300 million at a yearly rate of 8.2%, 

starting in 2020. The company is required to make equal payments on the loan 

until the loan matures (at the end of 2025). 

 

Equity Capital 

Streamline will not actively pursue share buybacks or equity issuance options 

over the next five years. The company will be increasing its dividend issuance 

amount by 2.5% each year over this time period, starting with the first increase 

in 2020. 
 

Goodwill 

Streamline has no impairment to current levels of goodwill until after 2025. 

http://www.corporatefinanceinstitute.com/
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 Fury Boost Co. 
 

 

 
 

Fury Boost Co. is a 

flavored energy drink 

company, focused on 

retailers in the United 

States. 

About the Company 

Fury Boost Co. (referred to as “Fury Boost” or “Fury”) is an American energy 

drink company, headquartered in South Dakota, United States, which provides 

a variety of flavored energy drinks (with varying caffeine content). With over 40 

years of history, the company has made a name for itself in the Central United 

States and has gained presence internationally over the past few years. 

Fury Boost has two product lines: “Fury Hype” and “Tame Energy”. The Fury 

Hype product line includes the flagship “Blue Raspberry Xtreme” drink, along 

with other popular selections such as “Summer Watermelon Blast” and “Loopy 

Fruity”. Compared to the Tame Energy product line, Fury Hype drinks have a 

much higher standardized caffeine content of 180mg per drink (473mL can). 

The Tame Energy drinks range from 80-120mg of caffeine each, and include 

flavors such as “Subtle Energy”, “Tame Supreme”, and “Calm Power”. 

Fury Boost sells its products through retail outlets (grocery stores, 

supermarkets, and vending machines). Fury generates most of its revenue from 

the Fury Hype products (approximately 64% in 2019) but has seen higher growth 

of its Tame Energy line over the past few years. 

The Global Energy Drink Market 

The global energy drink market earned close to $55Bn USD in 2019 and is 

expected to grow by an annual CAGR of 7.2% until 2025. Energy drink products 

are assumed to be substitutes for one another, hence the lack of segmented 

data. 

North America, Asia Pacific, and EMEA are among the largest markets for 

energy drinks sales. North America has been the largest market historically, 

with the Asia-Pacific region growing the fastest over the last 8 years (CAGR of 

10.3%).
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Performance of the global 

energy drink market by 

region and growth 

projections. 
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Management’s Discussion of Fury 
Boost’s Future Prospects 

 

 
 

Management’s analysis of 

Fury’s prospects, financial 

performance, and 

synergies with Coca-Cola. 

Synergies and Purchase Considerations 

Coca-Cola believes Fury Boost can help the firm become more competitive in the 

energy drink market. Coca-Cola has presence in this market due to its share in 

Monster Beverage Corp. (approximately a 16.7% equity stake), but acquiring 

Fury Boost will help Coca-Cola capture more market share in the energy drink 

market to position themselves effectively against competing brands. 

The main potential synergy which Coca-Cola may realize by acquiring Fury Boost 

is focused on revenue, due to enhanced market share. The cost savings are a 

result of combining processes (to reduce redundancies). Fury Boost is currently 

in a 5-year contract with its suppliers, expiring in 2023. Since Coca-Cola’s 

suppliers would offer cheaper manufacturing, the COGS savings are less 

prevalent until 2024.  

Fury Boost’s products are currently sold in the same retail outlets as Coca-Cola’s 

products. Coca-Cola believes consumers are loyal to certain energy drink brands 

or flavors, so they are not considering eliminating any of Fury’s products if 

acquired. Coca-Cola’s strong presence in North America will allow them to 

leverage connections and distribution networks to pursue aggressive growth 

strategies for Fury Boost’s products. 

For these synergies, the company expects to achieve 18% by 2020, 32% by 

2021 and the remaining by 2025. Fury Boost has a weighted average cost of 

capital (WACC) of 7.7%. 

• Revenue enhancement: Total revenue synergies of $825 million fully 

achieved by 2023. 

• COGS savings: Total expected COGS synergies of $165 million fully achieved 

by 2024. 

• Distribution savings: Coca-Cola expects to achieve distribution savings of 

$15 million by 2023. 

• Marketing and administration savings: Coca-Cola forecasts it will save 

$35 million on marketing and administration costs by 2024. 

• R&D savings: Coca-Cola forecasts it will save $12 million on R&D costs by 

2022. 

http://www.corporatefinanceinstitute.com/
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Management’s analysis of 

Fury’s future prospects, 

financial performance, 

and synergies with Coca-

Cola. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Revenue Growth 

BULL: Fury Boost believes it will have strong growth in the United States market, 

especially with its Tame Energy product line. Fury anticipates revenue growth to 

be aligned with the market’s growth for its Tame Energy product line, and slightly 

lower for its Fury Hype line. 

BASE: Fury Boost Co. anticipates revenue growth of 3.3% in 2020, slowly 

declining until 1.8% in 2025. 

BEAR: With fierce competition and high concentration in the energy 

drink market, Fury Boost may struggle to capture market share in the 

foreseeable future. 

Costs and Expenses 

BULL: In the bull scenario, costs and expenses as a percentage of revenue 

would decrease slowly as the firm grows market share. 

BASE: Costs and expenses will increase proportionally to Fury’s revenue. 

 

BEAR: In the worst-case scenario, Fury’s costs and expenses would increase at 

a higher rate than its revenue and margins will be compressed. 

 

Capital Assets 

Fury Boost is expected to spend about $115 million each year for the next four 

years to maintain current growth levels. The company expects to spend an 

additional $35 million on capital expenditures in 2024 and 2025. 

Debt and Interest 

Fury is currently required to repay $32 million of debt each year, with the 

remaining balance to be paid in full in 2024. 

Equity Capital 

Fury Boost will not pursue share buybacks or equity issuance options over the 

next five years. The company will be maintaining its levels of dividend issuance 

over this time period. 

Goodwill 

Fury does not anticipate any impairment to current levels of goodwill until 

after 2025.
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 Superhot Water Inc. 
 

 

 
 

Superhot Water, Inc. is a 

global hot beverage 

manufacturer, focusing 

on ready-to-drink (“RTD”) 

coffee and tea products. 

About the Company 

Superhot Water, Inc. (referred to as “Superhot Water” or “Superhot”), founded 

in 1967, manufactures hot beverages with a focus on coffee and tea. Based in 

California, United States, Superhot specializes in creating black tea, green tea, 

mate sold in tea bags or as loose-leaf tea, and ready-to-drink (“RTD”) products 

which are popular across the world. The company generates about 28% of its 

sales in Japan, with the remaining 72% coming from China, India, and the 

United States. 

Superhot Water is a household name for many consumers. Its “Coffee Elite” 

products contain beans from across the world (Brazil, Colombia, Vietnam, etc.) 

and come in a variety of sizes. It is common to see these products at typical 

retail outlets as they have proven to be a go-to for many consumers. Superhot’s 

tea products focus on mainstream flavors (black tea, matcha, chai, earl grey, 

etc.) and can be found in the same locations as its coffee. 

As Superhot focuses on the “at home” segment for its products, they’ve 

considered expanding into the “out of home” market (restaurants, hotels, etc.). 

The Global Tea Market 

The tea market includes tea sold in tea bags or as loose-leaf tea but does not 

include sweet or prepared tea beverages (such as iced tea, instant tea, etc.). The 

total global tea revenue for 2019 was $215 billion USD and the tea market is 

expected to grow globally by an annual CAGR of 8.3% until 2025. 

The largest market for tea is in China which is 5 times larger than any other tea 

markets by country. Other large notable markets include Brazil, India, Japan, and 

the United States. The average revenue per capita was $29.21 USD in 2019. 

Tea product sales can be divided into sales for at-home and out-of-home 

consumption. Although out-of-home consumption only accounts for 5% of 

total tea consumption in 2019, it accounts for almost 50% of total revenue 

share when compared to the at-home market. 
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Performance of the global 

tea market by country and 

future growth projections. 
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The Global Coffee Market 

Coffee sales are divided into at-home and out-of-home segments, similar to 

the tea market. The products are then further broken down into “Instant” and 

“Roast” for each of the segments, with roast coffee generating higher 

revenue. For further clarification, the Ready-to-Drink (“RTD”) coffee market is 

categorized separately. 

The coffee market consists of: 

1. Roast Coffee: requires preparation using coffee machines or a French press, 

which includes caffeinated and decaffeinated coffee in the form of ground 

coffee and whole beans. 

2. Instant Coffee: includes soluble coffee that does not require additional 

equipment for preparation. In the overall coffee market size, this segment 

does not include RTD coffee beverages because they are included in the 

soft drinks segment of the non-alcoholic drinks market instead. 

The total global coffee revenue for 2019 was $430 billion USD, with over 80% of 

sales being generated from the out-of-home segment. The coffee market is 

expected to grow by an annual CAGR of 6% until 2025. The total sales in the 

RTD coffee market as of 2019 was $21.87 billion USD, with an expected annual 

CAGR of 2% until 2025. 

In terms of revenue by country, the United States takes the lead with revenue 

approximately 75% higher than the second largest country (Brazil). Japan, 

Canada, and Germany are also included in the top five list.  
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Management’s Discussion of 
Superhot Water’s Future Prospects 

 

 
 

Management’s analysis of 

Superhot Water’s future 

prospects, financial 

performance, and 

synergies with Coca-Cola. 

Synergies and Purchase Considerations 

Coca-Cola views Superhot Water as a viable target due to potential revenue 

and cost synergy opportunities. Coca-Cola sees opportunities to expand its 

T&C (tea and coffee) product portfolio while gaining international presence. 

With T&C only contributing 3.9% of Coca-Cola’s global unit sales volume, 

this is a great opportunity to boost that figure. 

Superhot’s geographical exposure to Japan, India and China would allow 

Coca-Cola to grow its APAC (Asia-Pacific) revenue. Superhot Water’s 

products are highly regarded and have seen tremendous growth over the 

past five years. 

Revenue synergies related to new products and enhanced market exposure 

are evident. On the cost savings side, Coca-Cola is able to combine current 

processes to reduce redundancies. 28% of these synergies are expected to 

be achieved by 2022, with the remainder occurring in 2024 and 2025. 

Superhot Water currently has a weighted average cost of capital (WACC) of 

9.1%. 

• Revenue enhancement: Total revenue synergies of $575 million fully 

achieved by 2024. 

• COGS savings: Total expected COGS synergies of $205 million fully 

achieved by 2025. 

• Distribution savings: Coca-Cola expects to achieve distribution savings of 

$145 million by 2024. 

• Marketing and administration savings: Coca-Cola forecasts it will save 

$80 million on marketing and administration costs by 2024. 

• R&D savings: Coca-Cola does not anticipate synergies with its R&D 

department. 
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Revenue Growth 

BULL: Superhot Water aims to attain more rapid growth in its APAC 

operations, increasing revenue at a rate faster than market forecasts.  

BASE: Superhot is expected to have revenue growth of 3.55% that will 

gradually decline. 

BEAR: Superhot’s growth may be hindered by competition, resulting in a 

lower revenue growth rate until the company captures more market 

share in the future. 

 

Costs and Expenses 

BULL: In the bull scenario, costs and expenses would increase at a lower rate 

relative to Superhot Water’s revenue. 

BASE: Costs and expenses will increase proportionally to Superhot’s revenue. 

 

BEAR: In the worst-case scenario, Superhot’s costs and expenses as a 

percentage of revenue would increase at a higher rate. 

 

Capital Assets 

Superhot Water is expected to spend about $103 million each year for the 

next three years to maintain current growth levels. From 2023 onwards, 

Superhot anticipates its capital expenditures will increase to $120 million per 

year. 

Debt and Interest 

Superhot has $600 million of debt retiring in 2023, which the company plans 

to pay out in full at 7.2% total interest (no interest payment required until 

2023). The remaining debt will be paid off in full in 2026 at 6.5%. 

Equity Capital 

Superhot Water will repurchase $300 million worth of equity in 2023, and 

stop paying dividends starting in 2020. 
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Acquirer Considerations 
 
 

 
 

Considerations for 

Coca-Cola’s 

forecasted financial 

statements. 

Acquirer Model 

To assist with developing a pro forma model, you have been provided a 

forecasted model of Coca-Cola’s financials based on management’s guidance 

and total segment growth expectations. These financials have been simplified 

(both drivers and line items) for the purpose of mapping with the target models 

and to remove immaterial line items from the pro forma model. 

However, there are some line items that Coca-Cola has that may be 

unfamiliar to analysts. Therefore, clarifying definitions and supplementary 

data on our forecasts are given to ease with pro forma model integration. 

Net Profit & Retained Earnings Calculations 

“Consolidated Net Income” should not be used as the net income flowing into 

“Reinvested Earnings” for Coca-Cola. “Net Income attributable to shareholders of 

Coca-Cola” is used because non-controlling interest within Coca-Cola’s 

shareholder structure does not impact “Reinvested Earnings”. 

Currency Adjustments 

Like many global companies, Coca-Cola reports its financials in the currency 

of its headquarters (U.S. Dollar, or USD), but earns revenue in multiple 

currencies (presence in more than 200 countries). As currency rates fluctuate 

frequently, the assumption made is that Coca-Cola’s cash flow will have a 

material, recurring impact to currency translations. 

Other Operating Charges 

These charges primarily consist of Coca-Cola’s productivity and 

reinvestment program, impairments of trademarks, transaction costs, 

internal and external costs for individuals working on the refranchising 

efforts, severance, and costs associated with implementation of 

information technology systems to facilitate consistent data standards and 

availability throughout Coca-Cola’s bottling systems. 
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Productivity and Reinvestment Program: In February 2012, Coca-Cola announced 

a design to further enable efforts to strengthen its brands and reinvest resources 

to drive long-term profitable growth. This program is focused on the following 

initiatives: global supply chain optimization, global marketing and innovation 

effectiveness, operating expense leverage and operational excellence, data and 

information technology systems standardization, and the integration of various 

bottling operations. More recently, Coca-Cola redirected savings from this 

program to deploy resources into more consumer-facing marketing investments 

to accelerate growth, establish an enabling services organization to simplify and 

standardize key transactions processes, and provide support to business units 

through global centres of excellence as well as a corporate centre focused on 

strategic initiatives, policy, and governance. 

SG&A Expenses 

SG&A comprises of stock-based compensation expense, advertising 

expenses, selling and distribution expenses, and other operating expenses. 

These items are included as “SG&A Expenses” to simplify the income 

statement.  

Advertising expenses include marketing expenses and research and 

development investments required to strengthen Coca-Cola’s brands.  

Selling and distribution expenses are primarily related to operating expenses 

and general and administrative expenses associated with Coca-Cola’s Bottling 

Investments operating segment.  

Also, both advertising expenses and other operating expenses are more 

significantly impacted by foreign currency exchange rate fluctuations. 

As SG&A expenses are material to financials, these expenses are forecasted 

based on Coca-Cola’s reporting standards. For target companies, these 

expenses are reported and forecasted based on individual company reporting 

standards. Based on the information provided, pro forma models should show 

a detailed breakdown of SG&A expenses.  
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Considerations for 

Coca-Cola’s 

forecasted financial 

statements. 

Operating Profit 

This line item is used as an equivalent of earnings before interest expenses and 

income, other non-operating expenses (income), equity Income (loss), and 

taxes. It does not include non-operating expenses such as impairment of 

goodwill and non-commercialized intangible assets, gain (loss) from sale of 

assets and investments, advisory, and income and expenses that fall beyond 

the control of operating segments, such as financing related income (expense). 

These non-operating items would be listed after EBIOET, which includes non-

operating income or expenses and income taxes. 

Income Before Income Taxes 

This line item represents Coca-Cola’s taxable income – net of all operating and 

non-operating factors that influence earnings.  

Depreciation 

While depreciation & amortization are often included as its own line item on the 

income statement, Coca-Cola reports D&A as part of “SG&A” and “Other 

Operating” expenses in the income statement. Therefore, depreciation is 

forecasted and included under the “PP&E Schedule”, which is reflected on the 

cash flow statement. Pro forma models must avoid double counting of 

depreciation as it can lead to an inaccurate pro forma income statement. 

Goodwill, Intangibles & Amortization of Intangibles 

Coca-Cola’s amortization of intangibles is included in the “Intangibles Schedule” 

for the forecast period. It is assumed that there will be no addition (reduction) 

to intangible assets or goodwill for simplifying the model. 

Share Repurchases 

Although, in 2019, Coca-Cola’s Board of Directors approved an additional 150 

million common shares repurchase, no further share buybacks are included in 

the forecast periods to simply the model. However, management aims to return 

75% of free cash flow pay out over time. These are included in the model as a 

percentage of “Net Income Attributable to Coca-Cola Shareholders” which flows 

into “Reinvested Earnings” for simplifying the model.
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Coca-Cola’s 

considerations for debt 

financing. 

Coca-Cola’s long-term 

organic growth relies 

on PP&E and intangible 

assets. 

Short & Long-Term Debt Considerations 

Coca-Cola has regularly committed to paying off its incurred debts. For the 

purposes of the acquirer model, the assumption has been made that no short-

term and long-term debt will be retired until after 2025. 

After preliminary talks with debt providers, Coca-Cola believes it can get long-

term and short-term financing at specific rates and tranches, should debt 

financing be used for the acquisition mix: 

• Senior Debt A: First $800 million total principal amount of U.S. dollar notes at 

a fixed interest rate equal to 2.85%. 

• Senior Debt B: Next €425 million total principal amount of Euro notes at a 

fixed interest rate of 3.25%. 

• Subordinated Debt: Additional debt financing after Senior Debt A & B 

will have an interest rate of 6.55%. 

 PP&E and Intangibles 

PP&E – assumptions and forecasts have been provided for depreciation of PP&E, 

capital expenditures, and sale of PP&E. To simplify, no assumptions are made 

for individual PP&E accounts as it could complicate the model. 

Intangibles – a key assumption in the Coca-Cola model is that there is no 

impairment of PP&E or impairment/disposal/addition to intangible assets for the 

forecast period. As those line items can be difficult to predict, they have not 

been forecasted to simplify the model. As mentioned earlier, additions to 

goodwill and intangibles were assumed to be zero.  
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Accounting Policies 
 
 

 
 

Accounting policies to be 

considered when assessing 

target companies. 

Revenue Recognition 

Coca-Cola recognizes sales when performance obligations under the terms of 

the contracts with its customers are satisfied. Performance obligations consist 

of the promise to sell concentrates, syrups or finished products to bottling 

partners, wholesalers, distributors, or retailers. Control of the concentrates, 

syrups or finished products is transferred upon shipment to, or receipt at, 

Coca-Cola’s customers’ locations. Revenue is recognized upon completion of 

control because performance obligation is satisfied. Sales terms do not allow 

for a right of return, except for manufacturing defects. Receivables are 

generally collected in less than six months. Customers may be entitled to 

discounts, funds for promotions, volume-based incentive, and other similar 

programs. 

Research and Development of Strategy 

Research is generally focused on developing a strategy for a company brand – 

conducting product and packaging research, establishing brand positioning, and 

developing precise consumer communications and feedback. Costs associated 

with research and development are included in marketing expenses. 

Goodwill, Trademarks and Other Intangible Assets 

Goodwill 

Goodwill is classified as an intangible asset representing the excess of 

purchase price paid over the fair value of net assets acquired. Coca-Cola 

assigns goodwill to report unit(s) that benefit from synergies arising from 

business combinations. Coca-Cola determines fair value of a reporting 

unit using discounted cash flow models. Goodwill is written down for the 

amount by which the carrying value exceeds the reporting units’ fair value. 

Also, Coca-Cola performs qualitative assessments of goodwill rather than 

completing an impairment test. If concluded that fair value is less than 

carrying amount, then it must perform the testing discussed above. 

Otherwise, no further assessment is needed to perform.
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Accounting policies to be 

considered when assessing 

target companies. 

Indefinite-lived intangible assets 

Indefinite-live trademarks and bottler’s franchise rights, goodwill, and other are 

considered indefinite-lived intangibles that are not amortized but are subject to 

annual impairment testing. 

Definite-lived intangible assets 

It consists of definite-lived customer relationships, bottlers’ franchise rights and 

trademarks and other definite-lived intangible assets that are subject to 

amortization. Coca-Cola provides detailed information of gross carrying value, 

accumulated amortization, and net carrying value of these items. This simplifies 

amortization expense for intangible assets subject to amortization, thus, a 

forecasted schedule is included in Coca-Cola’s model. 

When performing impairment tests, Coca-Cola estimates fair values of these 

assets using management’s best assumptions, which they believe are consistent 

with what a market participant would use. When events indicate that the 

carrying of these assets may not be recoverable, management assesses the 

recoverability of the carrying value by preparing estimates of sales volume and 

resulting gross profit and cash flow. Again, similar to goodwill, management has 

the option to perform a qualitative test that assesses impairment loss 

recognized when carrying value exceeds fair value. If this is the case, 

management performs discounted cash flow models to assess fair value.  

Stock-Based Compensation 

Coca-Cola awards SBC to employees, including stock options, restricted stock 

units, restricted stock, and performance-based share units. The fair value of 

stock options is estimated using a Black-Scholes-Merton option-pricing model. 

The fair value of performance-based share units is determined using a Monte 

Carlo valuation model. The Company measures compensation expenses for 

all stock-based payments awards based on the estimated fair values on the 

date of the grant. Stock-based compensation is recognized on a straight-line 

basis over the requisite service period, net of estimated forfeitures. The 

forfeiture rate is based on an analysis of the Company’s actual historical 

forfeitures. Time-based restricted stock and restricted stock unit awards are 

recorded as “Restricted Stock and Restricted Stock Units”.   
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Accounting policies to be 

considered when assessing 

target companies. 

Expenditure & Amortization of Intangibles 

A key assumption in the models is that there is no impairment or disposal of 

PP&E, or impairment of intangible assets for future forecast years. As those line 

items can be difficult to predict, they have not been forecasted to simplifying the 

model. 

Inventory Valuation 

Inventories are stated at the lower of cost (which generally approximates actual 

costs on a FIFO basis) or net realizable value. Generally, inventory includes raw 

materials and packaging, direct labor, manufacturing overhead, and finished 

goods. Market value is based on current replacement costs for raw materials 

and on a net realizable value for finished goods. Adjustments to reduce the cost 

of inventory to its net realizable value are made, if required, for estimated 

excess, obsolescence, or impaired balances.
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Thank You!  
 


