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Summary

PEPSICO (PEP)
BUY: 209,48 $ (+19,12%)
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Introduction

OVERVIEW

PepsiCo is a global company founded in
1898 by Caleb Bradham, who started by
selling Pepsi-Cola. As the years passed, the
company expanded its product portfolio by
acquiring Frito-Lay in 1965, and has since
continued to grow through both internal
development and acquisitions, becoming
one of the largest food and beverage
companies in the world. 

Today, it operates in more than 200
countries, offering products ranging from
soft drinks to savory snacks, from cereals to
nutritional products.

PepsiCo's structure is divided into several
geographic and product segments,
including Frito-Lay North America, Quaker
Foods North America, PepsiCo Beverages
North America, Latin America, Europe,
Africa, Middle East & South Asia (AMESA),
and Asia Pacific, Australia and New Zealand
and China Region (APAC). This organization
allows PepsiCo to more effectively respond
to diverse consumer needs and regional
market dynamics.

PepsiCo's mission is to "Create More Smiles
with Every Sip and Bite," reflecting its
commitment to making moments of
consuming its products enjoyable for
consumers.

PepsiCo aims to be the global leader in the
beverage and food industry, triumphing
with PepsiCo Positive (pep+). Pep+
represents a comprehensive strategic
transformation that places sustainability
and human capital at the heart of how the
company will create value and growth,
operate sustainably and inspire positive
change for the planet and people.

Values 

Faster: Grow faster than the market
by focusing on the consumer and
expanding your investments.
Stronger: Becoming stronger and
united by improving business
capabilities and reducing costs, using
new technologies.
Better: Operate in the most
sustainable way possible by
integrating care for the environment
into the company strategy.
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Business Model

PepsiCo is committed to reducing the
environmental impact of its operations and
products through sustainable agricultural
practices, reducing plastic use and
promoting water and energy efficiency. The
company also aims to innovate its product
portfolio to offer healthier and more
sustainable options, responding to growing
consumer demands for products that are
not only convenient but also
environmentally friendly.

PepsiCo is active in supporting the
communities in which it operates, with
initiatives ranging from providing access to
clean water to promoting education and
economic empowerment. The company
seeks to integrate a sense of purpose into
its business strategy, recognizing that doing
more for the planet and communities is not
only the right thing to do, but also critical to
long-term success.

Regarding the first quarter of 2024, Pepsi
recorded a 1.67% increase in turnover
compared to the same period of the
previous year. This growth is driven by an
increase in sales in Latin America where an
increase of 16.32% was recorded, therefore
remaining in line with our forecasts.
However, Quarker Foods declines with a
decrease in turnover compared to the
previous year quarter of -23.68%.

The majority of revenue comes from Frito-
Lay and PepsiCo Beverage which together
account for 57.44% of PepsiCo's total
revenue. As we can see, PepsiCo had
notable growth in the Latin American
segment, reporting a 19.17% increase in
turnover compared to the previous year.
This denotes the market share growth that
emerging markets are having within
PepsiCo's business. On the opposite side we
see that turnover has decreased in Asia,
Australia and the Middle East also due to
conflicts and the increase in prices.

The end market that represents almost two-
thirds of PepsiCo's business is the United
States. This means that the presence in the
American market is of fundamental
importance for the overall success of the
company. However, as we note business is
also expanding into emerging markets, such
as Latin America, where the brand is gaining
more and more popularity. Certainly, a
greater opening of the company to these
markets would level the country risk (United
States) to which the company is currently
subjected.
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Business Model

Drinks

Pepsi: including varieties like Pepsi Max,
Diet Pepsi, and Pepsi Zero Sugar.
Mountain Dew: incluse varianti come
Diet Mountain Dew e Mountain Dew
Code Red.
7UP: Available in some regions with
dietary and flavored variations.
Gatorade: sports drinks.
Aquafina: bottled water.
Lipton: iced teas (in joint venture with
Unilever).
Starbucks Ready-to-Drink beverages:
iced coffee and tea (in partnership with
Starbucks).

Snacks and Food

Lay's: French fries.
Doritos: chips di mais.
Cheetos: Cheese snack.
Quaker Oats: Cereals, granola bars, and
other oat products.
Ruffles: potato chips.
Fried: chips di mais.
Walkers: Crisps (name mainly used in
the UK).
Tostitos: Mexican chips and salsas.
Sabra: hummus and other snacks (in
partnership).
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Management

Ramon Laguarta, as Chairman and Chief
Executive Officer, leads the company
with a strategic vision focused on
innovation and sustainability. At his side,
there are key figures such as Silviu
Popovici, CEO for Europe, and Jim
Andrew, Executive Vice President and
Chief Sustainability Officer, who
together work to ensure that PepsiCo
remains at the forefront of its
environmental and sustainable
development initiatives.
PepsiCo's management team is
renowned for its ability to navigate a
complex and rapidly changing operating
environment, finding innovative
solutions that strengthen the company's
operational capabilities and building
strong business relationships that meet
the needs of consumers, customers and
associates . 

For example, Paula Santilli, CEO of PepsiCo
Latin America, and Becky Schmitt, EVP &
Chief Human Resources Officer, represent
significant examples of PepsiCo's
commitment to inclusive growth and
community well-being. Santilli, in particular,
has stood out for her commitment to
generating inclusive growth in Latin America
and contributing to the well-being of the
communities in which PepsiCo operates,
earning a place on the Forbes list of the 100
most powerful women in the world since
2019.

4



Sector

The global food and beverage industry is
experiencing growth and innovation across
various sectors. In 2024, the industry is
expected to continue this trend, showing
strong regional growth and a focus on
alternative proteins, food automation, food
safety, personalized nutrition, regenerative
agriculture and advanced food processing
technologies. North America leads the way
in innovations, particularly in the United
States, with a significant focus on plant-
based and lab-grown proteins. Europe and
North America are at the forefront of
adopting smart technologies in food
automation, with countries such as
Germany, the United States and Japan
making notable progress in integrating
automation and smart solutions into their
food production processes.
The Asia-Pacific region, led by China, Japan,
and India, dominates the food robotics
market, showing a robust presence of
robotic technologies in various aspects of
food production. 

This region is also emerging as the fastest
growing region within the broader food and
beverage sector, benefiting from favorable
geopolitical, demographic and economic
conditions. North America and Europe are
emphasizing rigorous quality control and
pathogen detection standards in food
safety, while personalized nutrition, which
integrates genetic knowledge into dietary
recommendations, is gaining traction,
particularly in these regions.
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Porter's Five Forces

EXTERNAL ANALYSIS

1. Rivalry between existing
competitors

High. PepsiCo operates in a highly
competitive market, with major rivals
such as Coca-Cola in the beverage
segment and several players in the
snacks sector. Competition is based on
innovation, marketing, distribution and
price. Price wars, aggressive advertising
campaigns and continuous new product
launches keep the rivalry high.

2.Threat of new entrants

Moderate. While the high capital
requirements and economies of scale
represent significant barriers to entry,
the growing interest in healthy drinks
and innovative snacks provides
opportunities for new players.
Additionally, evolving technology and
digital distribution channels may
facilitate the entry of new, smaller-scale
competitors.

3. Bargaining power of suppliers

Low-Medium. PepsiCo, being one of the
largest buyers of raw materials such as
sugar, corn and natural flavors, has
significant negotiating power. However,
dependence on specific suppliers for
unique or sustainable ingredients can
increase their bargaining power. 

4. Bargaining power of customers

Moderate. Customers (retailers and end
consumers) have a wide range of choices
among competing products, which
increases their bargaining power.
However, PepsiCo's strong brand loyalty
and product diversification help mitigate
this power. The growing trend towards
health and wellness can influence
purchasing decisions, pushing
companies to innovate towards healthier
options. Furthermore, we must take into
account large-scale retail trade (GDO),
which holds a position of considerable
power in the market, which allows it to
exercise strong bargaining power over
producers, such as Pepsi. Large-scale
retail trade can impose advantageous
conditions for itself, pushing producers
to grant significant discounts or to adapt
to certain pricing policies.

5.Threat of substitute products

High. There is a wide range of
substitutes for PepsiCo's products,
including bottled water, tea, coffee,
energy and health drinks. Growing
health awareness among consumers and
preference for healthier or more
sustainable alternatives intensifies the
threat of substitutes.
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Competition

Coca Cola 
represents PepsiCo's most direct rival in the
beverage segment, with 2023 revenues of
45.75 billion, up 6.4% compared to the
previous year and a strong global presence
on a range of products that directly overlaps
with that by PepsiCo. Coca-Cola and
PepsiCo dominate the soft drinks market,
engaging in a long and historic "cola war"
that extends beyond drinks to a host of
food and snack categories. Coca-Cola is
present practically throughout the world
with the exception of Cuba, North Korea,
Myanmar and Sudan, but 94% of the world's
population is at least familiar with the
brand. Mexico represents the second best
market after the domestic one, while on a
continental level Latin America has the
largest market share (29% of The Coca-Cola
Company's sales). Pepsi, on the other hand,
excels in many countries in Asia and the
Middle East and has the most competitive
price on its side. The two companies play
their game by aiming at a different
audience, which is also visible in the graphic
choices (renewed Pepsico logo). Coca-Cola
has always maintained a rather coherent
image, aiming for the familiar universe
without ever carrying out a real distortion of
its image. Pepsi, on the other hand, has
undergone a real evolution, becoming over
time the go-to drink for young people,
focusing on the music and sports sectors as
well as distorting its image several times to
keep their interest alive.

Neat Dr Pepper
emerges as another significant competitor,
positioning itself as the third largest soda
brand in the United States. The company
reported net sales growth of approximately
14.6% CAGR between 2018 and 2022, a rate
much higher than the industry average,
signaling its effectiveness in gaining market
share in a highly competitive industry.

Nestlé e Danone
With their extensive product lines that
include bottled water, dairy and health
foods, they compete with PepsiCo primarily
in the health food and beverage segment,
an area where PepsiCo has sought to
expand to respond to the growing
consumer demand for healthier options.

Mondelez International e Kellogg
they primarily compete with PepsiCo in the
snack food market, offering a variety of
products that directly compete with
PepsiCo's snack offerings. The ability to
innovate in response to consumer
preferences and expand into new market
segments is critical in this intense
competition.
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SWOT

Brand Recognition
Pepsi is one of the most globally recognized
brands in the beverage industry. Its identity
is firmly rooted among consumers of all
ages, not just young people and athletes,
thanks to its long history and frequent
impactful marketing campaigns.

Wide Range of Products 
PepsiCo offers a wide range of products
that go beyond just Pepsi. This includes
snacks, non-carbonated drinks and other
food products, allowing the company to
mitigate market risks and satisfy a variety of
consumer tastes and preferences globally

.

Perceptions Related to Health 
Carbonated drinks like Pepsi are often
criticized for their high sugar and calorie
content, which can limit their appeal among
health-conscious consumers, especially in
an era where the focus on healthy lifestyles
is growing .

Sugar and Artificial Sweeteners
Addiction
The reliance on sugars and artificial
sweeteners in Pepsi products may be a
weakness, as consumer trends shift towards
more natural, less processed alternatives.

Expansion into New Markets 
There are significant opportunities for Pepsi
to continue to expand its global presence,
particularly in emerging markets where soft
drink consumption is growing.

Innovations in Wellbeing and
Sustainability
Investing in developing products that better
align with health and wellness trends, such
as low-sugar, zero-calorie or vitamin- and
mineral-enriched drinks, can open up new
market segments for Pepsi.

Intense competition 
The beverage industry is highly competitive,
with large players such as Coca-Cola,
competing for market share. Furthermore,
the emergence of niche and local brands
can further intensify competition.

Government Regulations and
Restrictions 
An increase in regulation regarding sugar
and artificial sweetener content, as well as
policies on sustainable packaging, pose a
threat to the industry of traditional drinks
such as Pepsi.
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Income Statement

FINANCIAL STATEMENT
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Income Statement

FINANCIAL STATEMENT

Pepsico's revenue has increased 7.2%
compounded annually over the past 5 years
and 9.1% over the past 3 years. Since 2014,
Pepsico's revenues have only fallen in 2015
and 2016. In both cases, the decrease in
turnover was limited. Furthermore, it is
worth noting that Pepsi has always
managed to grow in line with the sector,
even reporting greater growth in some
periods such as in 2021 in which revenues
grew by 12.9% compared to the previous
year. This growth is attributable both to its
ability to expand into new market sectors,
opening up more and more towards
emerging markets and to the price
increases that have occurred in recent
years. Looking to 2023, Pepsi faced many
challenges caused primarily by high
competition and high raw material costs.
Despite this, it managed to increase
turnover by 5.9% compared to the previous
year. The increase in revenues derives
mainly from the increase in sales in Latin
America, increasing the incidence of that
area on turnover by 1.42%. The demand for
products has in fact grown overall in Latin
America. 

Margins in recent years have shown a
downward trend compared to averages,
with the start of the decline in 2021 caused
by the increase in raw material and
transport prices which have risen
significantly due to inflation. In general, the
2023 margin is therefore lower than the 5-
year average. The free cash flow margin in
particular has been somewhat fluctuating
over the years, however in 2023 it reports
an increase compared to the previous year
of 0.6%, returning close to the 5-year
average of 10%. The 3-year average is
instead equal to 9.3%, lower than the 7-year
average which is equal to 9.8%. However, it
is interesting to note an increase in margins
compared to 2022, leading to the
conclusion that despite the difficult times,
Pepsico is trying to find the right way to
bring margins back to the levels maintained
in the pre-covid period.

PepsiCo closes 2023 with an increase in
profit compared to 2022 of 1.8% which
denotes a sharp decrease in profit growth
as in 2022 net profit had grown by 17%.
despite an increase in operating revenue of
10.5%, profit increased by only 1.8% due to
the strong increase in ancillary expenses
(+37.87%) and taxes (+23.65%) compared to
the year previous.
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Balance Sheet

11

We observe a high average annual growth
of 11.3% over the last 5 years. This could
indicate a company strategy to increase
inventory to meet growing demand or
prepare for new product launches. Looking
at PepsiCo's portfolio, this may also reflect
the introduction of new snack or beverage
lines in response to changing consumer
preferences for healthy products.

The growth in the value of tangible assets
indicates the continuous expansion of
production capacities and the
modernization of existing plants. In fact, we
observe an average annual growth of 11.3%
in the last 5 years, higher than the average
annual growth of 8.8% maintained in the
last 7 years.

The increase in debts could indicate a sign
of aggressive market expansion, especially
towards emerging markets. Considering
PepsiCo's robust free cash flow, consistent
revenue growth, and strategic management
of debt maturities and interest expenses,
the current level of debt does not appear to
pose a significant risk to the company's
financial stability. However, it is important
to continue to monitor these metrics,
especially in the context of tougher
economic challenges, as they may impact
borrowing costs and cash flow. 



Profitability, Efficency and Financial Solidity

Profitability
PepsiCo's profitability appears to be very
good with an ROIC that stands on a 5-year
average at around 15.8% lower than the
ROIC obtained in the last three years (CAGR
16.7%). As can be seen from the ROA,
PepsiCo manages to exploit the use of its
assets well in order to produce profits as
demonstrated by the 3-year annual average
which stands at 9.1% compared to the 5-
year average of 8.6 %. finally let's analyze
the ROE. The latter in fact appears very high
due to the fact that PepsiCo uses its
financial leverage so much. In fact, it stands
at an annual average over 3 years of 51.7%
compared to the average over 5 years of
50.3%, all with a debt ratio of 1.33 in 2023
higher than the average over 5 years which
stands at 1.12.

Efficiency
As we can see, Pepsi has a good level of
efficiency with an ever-increasing turnover
of activities in the last 4 years. This indicates
great mastery of assets to increase sales.
We also notice an increase in average
payment days in recent times

two years indicating that the company
manages to maintain a good degree of
bargaining power with suppliers. We
observe an increase in the average days of
collection which goes from 39.81 to 41.85.
The cash conversion cycle appears to have
worsened slightly in 2023 and this means
that the entire cycle from production to
sales has increased from -9.94 to -9.63.

Financial Solidity
The current ratio which until 2018 appeared
greater than 1 is slightly decreasing,
reaching 0.9 in 2023, this indicates that not
all short-term debts are covered by short-
term assets (a sign of slight weakness).
Removing the inventory, the Quick Ratio
drops to 0.7, indicating that liquid or readily
liquid assets do not cover short-term debts.
However, we can observe that this figure
has remained fairly constant in the last
period. A strong point represents the
interest cover ratio which sees a strong
increase from 6.6 in 2021 to 15.8 in 2023,
underlining that despite the high debt the
company manages to cover the interests by
a factor of 15.8 through operating income. 
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Multiples analysis

Valuation

The analysis was carried out taking into
account direct competitors who adopt the
same business model. In particular, the
following are noteworthy: Coca-Cola
Company, Monster Beverage, Keurig Dr
Pepper Inc., Kellanova, Mondelez
International.
The EV/Ebitda multiple, equal to 17, exceeds
the median of the competitors, suggesting a
premium valuation attributed by the market
to the company's sales. This could reflect
high growth expectations or a strong
perception of the brand and its positioning
in the market. Nonetheless, other multiples
based on enterprise value identify Pepsico
as undervalued and with plenty of room for
growth.
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Analyzing Monster's P/BV ratio, we observe
a value of 5.7. This figure, located in an
intermediate range compared to
competitors, provides a slightly
overestimated image of the company's
equity valuation, freeing investors from the
distortions created by extreme values.

Particularly noteworthy is the MC/FCF,
positioned at 31.7, which clearly stands out
compared to competitors. 
In conclusion, the analysis suggests that
Pepsi occupies an interesting position in the
competitive landscape of the beverage and
snacks sector. The company's valuation
appears undervalued, although some
multiples indicate an optimistic valuation.
For a more detailed analysis an absolute
evaluation method will therefore be
necessary.



DCF

Assumptions
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DCF

Final Outlook

Fair Value 
PepsiCo is undervalued compared to
current levels with a value of USD 209.48
compared to the price of USD 175.86 on
04/29/2024. It is highlighted that both the
optimistic and pessimistic scenarios have an
upside potential and therefore, given the
same probability, a totally asymmetric
upside risk is observed. expansion into
emerging markets could represent an
important element for growth.

Wacc
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Currently, comparing the valuations carried
out, PepsiCo appears to be undervalued
and shows growth potential in optimal
scenarios. As a result, the investment thesis
is Buy.
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