Wal-Mart Agrees to Sell Food Supplier 
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Abstract:

For Wal-Mart, selling a piece of itself is a rare event: one company executive could not recall it happening before. For Berkshire Hathaway, which

is based in Omaha, the purchase seems especially well timed, with many of McLane's competitors like the Fleming Companies and the U.S.

Foodservice unit of Royal Ahold either floundering or under investigation. While McLane will still handle its distribution for Wal-Mart, the shift in

ownership will free it to pursue distribution contracts with Wal-Mart competitors like Target and Dollar General as well as supermarket chains.

For McLane, switching from the Wal-Mart culture to the Berkshire Hathaway culture should not be painful, analysts and others said. Both

companies drape their competitiveness in a down-home manner. Mr. [Warren E. Buffett] has visited Wal-Mart, which is based in Bentonville, Ark.,

to speak at its Saturday morning meeting for store managers in the last year or so, and is said to be an admirer of Wal-Mart. ''He's familiar with

us in a variety of different ways,'' said a company spokesman, Jay Allen, adding that he did not know whether Mr. Buffett was a shareholder.

One analyst saw the move as Wal-Mart's effort to shed a business where profits are narrow and prospects seemed dimmer than when Wal-Mart

purchased it 13 years ago. ''Their operating margins are razor thin, about 2 percent, and the economics of convenience stores, which is mostly

what they serve, are not appealing,'' said the analyst, Emme P. Kozloff of Sanford C. Bernstein. In addition, cigarette prices may be declining,

which would trim profits even more, she said. ''The overall economics are not nearly as attractive as they once were.'' 
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In an unusual strategic disposal, Wal-Mart Stores Inc. said yesterday that it would sell its McLane Company division to Berkshire Hathaway Inc. in a $1.45 billion

deal that puts Berkshire Hathaway in position to become the dominant player in the food-distribution industry. 

For Wal-Mart, selling a piece of itself is a rare event: one company executive could not recall it happening before. For Berkshire Hathaway, which is based in

Omaha, the purchase seems especially well timed, with many of McLane's competitors like the Fleming Companies and the U.S. Foodservice unit of Royal Ahold

either floundering or under investigation. While McLane will still handle its distribution for Wal-Mart, the shift in ownership will free it to pursue distribution contracts

with Wal-Mart competitors like Target and Dollar General as well as supermarket chains. 

A celebration erupted at McLane's home office in Temple, Tex., when the sale was announced yesterday morning, said a spokeswoman, Kimberly Woodard.

''We're definitely optimistic about our growth now,'' she said, adding that executives poured everyone coffee, not Champagne. 

McLane, which is already the largest distributor to corner stores in the country, had sales of $22 billion last year in cigarettes, tobacco, candy and other items

delivered to Wal-Mart and Sam's Club stores as well as to 7-Eleven, Exxon Mobil convenience stores and fast food restaurants like Kentucky Fried Chicken. 

Warren E. Buffett, the chairman and principal stakeholder in Berkshire Hathaway, said in a statement that he, too, expected growth from his latest acquisition.

''Grady Rosier has developed a service-oriented organization that supplies tens of thousands of locations in an extraordinarily efficient manner,'' he said, referring to

McLane's chief executive. ''We believe there is an excellent possibility for expansion of the customer base in the future.'' 

Financial experts who follow Mr. Buffett said his purchase of McLane was very much in the pattern of his other acquisitions in recent years, including companies that

make bricks, boots and carpets. 

''He likes simple businesses, businesses that are not complex,'' said Robert G. Hagstrom, the author of several books on Mr. Buffett and a senior vice president at

Legg Mason, a financial services firm in Baltimore. 

The grocery delivery business fits that description. It is also a business that is unlikely to fundamentally change the way it operates or be threatened by new

inventions, which Mr. Hagstrom said are other characteristics that Mr. Buffett seeks. 

''He likes companies that make things that people are going to continue to need,'' Mr. Hagstrom said. ''They are going to continue to need groceries.'' 

Burt Flickinger, managing partner with the Strategic Resource Group, a retail consulting firm, called the deal ''a real home run for both Wal-Mart and Buffett,'' adding

that an estimated $7 billion in food-distribution sales will be in play if Fleming does not emerge from its Chapter 11 bankruptcy court filing. Fleming, which sought

bankruptcy protection last month, has not announced a long-term financing plan and some suppliers have said Fleming underestimated the amount of money owed to

them for products already delivered, Mr. Flickinger added. 

For McLane, switching from the Wal-Mart culture to the Berkshire Hathaway culture should not be painful, analysts and others said. Both companies drape their

competitiveness in a down-home manner. Mr. Buffett has visited Wal-Mart, which is based in Bentonville, Ark., to speak at its Saturday morning meeting for store

managers in the last year or so, and is said to be an admirer of Wal-Mart. ''He's familiar with us in a variety of different ways,'' said a company spokesman, Jay

Allen, adding that he did not know whether Mr. Buffett was a shareholder. 

Wal-Mart's decision to sell reflects a desire to concentrate on the company's food and general-merchandise operations, without distraction from other types of

businesses. ''We're going to focus on our core retail business and that includes not just stores in different formats, but the services in and around our stores, like

gasoline and financial services,'' Mr. Allen said. 

The company plans to use the cash from the deal to pay down debt and repurchase some of its own shares, he added. ''You won't see us build X more stores

because of this,'' he said. ''We have a pretty aggressive growth strategy as it is.'' 

One analyst saw the move as Wal-Mart's effort to shed a business where profits are narrow and prospects seemed dimmer than when Wal-Mart purchased it 13

years ago. ''Their operating margins are razor thin, about 2 percent, and the economics of convenience stores, which is mostly what they serve, are not appealing,''

said the analyst, Emme P. Kozloff of Sanford C. Bernstein. In addition, cigarette prices may be declining, which would trim profits even more, she said. ''The overall

economics are not nearly as attractive as they once were.'' 

While Wal-Mart remains the behemoth of retail, with more than $244 billion in sales last year, it has not escaped the economic slowdown in recent months. Sales for

the quarter are expected to come in lower than anticipated by Wall Street, showing an increase of less than 5 percent. ''Wal-Mart's definitely suffering, but

everybody's suffering,'' Ms. Kozloff said. ''Consumers are still tentative right now.'' 

Still, giving up McLane is going to benefit Wal-Mart's profits, she added. ''It was the lowest-margin business they had,'' she said, ''so taking it out is going to make

the overall company returns improve.'' 

McLane will continue to distribute some items to Wal-Mart stores, which accounted for $7.2 billion in sales last year, under a contract that Mr. Allen described as

''a midterm agreement.'' 

