
DiD you know...
February retail industry sales increased 
1.0% seasonally adjusted over January and 
1.7% unadjusted year-over-year.  
Source: NRF

According to the NRF, merchants and 
their shoppers pay more than $48 billion in 
credit card swipe fees each year. 

Average sales per square foot at American 
malls, a closely watched measure of 
retailers’ productivity, peaked in 2007 at 
$454, according to research firm Green 
Street Advisors Inc. By the end of 2009, 
the average had fallen to $401, wiping out 
five years of progress.

Of retailers surveyed, 92% say their 
company has been a victim of organized 
retail crime in the last 12 months.  
Source: NRF Annual Report

Import cargo volume at the nation’s major 
retail container ports will be 25% higher 
during the first half of 2010 compared with 
the same period a year ago. Source: Port 
Tracker report

Only about one-tenth of 1% of the 3.3 
billion coupons redeemed in 2009 were 
fakes, according to NCH Marketing 
Services Inc., a coupon clearing house. 
But the number of fraudulent redemptions 
increased by 14% from 2008.

Wal-Mart Stores Inc. plans to cut 20 
million metric tons of greenhouse-gas 
emissions by 2015, which is equivalent to 
taking more than 3.8 million cars off the 
road.

In the past five years, the use of ZIP code 
specific circular retail advertising has grown 
by 15%. Source: Retail Horizons 2010
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Look for more acquisitions in retail as private equity seeks to exit 
and companies with cash look to take advantage of bargain prices 

 Read more on page 2
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In late february, walgreens (waG), 
the country’s largest drug-store chain, 
announced its $1.1 billion plan to acquire 

Duane reade, the New York metro area’s 
largest and most iconic drug chain. The news 
had New Yorkers wondering about the fate of 
the familiar brand and sparked debate on wall 
street about the current deal market.

But when the dust settled, it became clear 
that this is one of the more strategic deals the 
retail sector has seen, with both walgreens 

and Duane reade investors and customers 
standing to reap long-term benefits. for 
one, walgreens will learn how to manage 
its loyalty-card program better and increase 
its private-label brands, which provide 
cost savings to customers and a return for 
investors. in return, walgreens will help 
Duane reade boost its health-care services 
and pharmaceutical offerings, an area where 
Duane reade has struggled for years.

This deal also signals the end of an 18-month 
dealmaking drought in the retail sector, which 
has been the hardest hit by the recession. 
with credit lines dried up and consumer 
sentiment way down, many businesses 
found it challenging to keep doors open and 
shelves stocked, much less to reap profits. 
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This resulted in a “survival of the fittest” 
mode. Now retailers like walgreens that have 
successfully cut costs, paid down debt, and 
streamlined operations are emerging stronger 
than ever and have cash to spend.

touGh city to invaDe

walgreens has felt pressure to expand since 
cVs (cVs) acquired caremark in 2006. 
even with a few locations in the New York 
market, walgreens has never been able to 
implement an aggressive expansion strategy 
in the city. in fact, despite the market’s 
appeal and vast number of customers, most 

companies might avoid making deals, 
especially when such a large amount of debt is 
involved. it seems especially counterintuitive 
for the retail sector, which relies on 
employment and consumer confidence, 
two factors that have yet to bounce back 
significantly. The reality is that strong retailers 
can, and will, take advantage of a stabilizing 
market to scoop up real estate, customers, 
and products in order to raise the competitive 
stakes. walgreens and retailers of its ilk are 
not going to be shy this year.

further, good deals need to happen to 
spur competition, growth, and the overall 

firms, we will also see an uptick in secondary 
offerings and ipos in the retail industry.

from the buy side, those companies with 
excess cash are going to seize great deals 
brought on by the recession or because they 
make strategic, competitive sense. further, 
companies in a position to sell have some key 
tax incentives to execute deals in 2010.

several key Bush tax cuts are set to expire 
by 2011, and these cuts are unlikely to be 
extended next year. without any additional 
legislative changes, the 2003 tax cuts on 
capital gains are set to expire on Dec. 31, 
2010. at that point, the prior and higher tax 
rates become effective again. while the rate 
increases from 15% to only 20%, a margin of 
five percentage points can be significant on a 
large transaction.

indeed, the pace has picked up already. on 
feb. 16, express announced plans for an ipo. 
on feb. 26, apex partners disclosed a plan 
to offer 5 million shares of rue21 through a 
secondary public offering, specifically because 
the private equity firm is interested in exiting. 
on mar. 15, phillips-Van heusen publicized a 
deal to buy Tommy hilfiger from Britain’s apax 
partners. most recently, avon announced its 
purchase of u.K.-based liz earle Beauty in an 
all-cash deal on mar. 25.

Barring a second dip in the economy, these 
retailers and others will take advantage of 
this market. most deals will be initiated by 
retailers that have streamlined and increased 
efficiencies through the recession and have 
emerged stronger and ready to expand. 
others will be regional deals as a result of 
increased consolidation in the retail sector. 
finally, private equity firms will seek to exit 
from investments made prior to the recession. 
ultimately, we can expect to see a flurry of 
deal announcements before the second half 
of 2010.

Catherine Fox-Simpson is a partner in the retail 
and consumer product practice at accounting and 
consulting firm BDO. 
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walGReenS-Duane ReaDe Deal

The combination of businesses ready to take some 
risks to gain market share while prices are low and 
investors ready to exit investments that have been 
held for longer than usual has created pent-up 
demand for transactions.

pharmaceutical chains have had a hard time 
establishing a significant presence in New 
York because Duane reade has dominated 
the area for years. with more than 250 stores 
and its iconic brand status, Duane reade 
often blocked out its competition. when the 
company went up for sale, walgreens saw the 
opportunity to obtain the real estate it needs 
to expand. There was little competition; few 
companies have the capital available for such 
a large deal.

from Duane reade’s perspective, this deal 
is a model opportunity. private equity firm 
oak hill exits successfully with a return to 
investors, while Duane reade keeps its name 
and identity in the New York market and 
walgreens absorbs all the debt. walgreens 
is expecting to see a return on investment 
in three years, once the integration process 
is complete. This deal will likely spark more 
consolidation nationally and lead to renewed 
interest in buying regional pharmaceutical 
chains.

why would walgreens make this deal now? 
The economy is still very shaky, and most 

economy. The recession has led to a drought in 
consolidations and public offerings for the past 
18 months, and shareholders are bored by the 
lack of activity. The combination of businesses 
ready to take some risks to gain market share 
while prices are low and investors ready to exit 
investments that have been held for longer 
than usual has created pent-up demand for 
transactions.

eaGeR to exit
ultimately, from both the sell side and the buy 
side, there are good reasons to start making 
deals again. 

from the sell side, many companies have 
tabled normal dealmaking because of market 
conditions and are now anxious to sell. in the 
case of private equity, many firms are looking 
for ways to exit because they have a backlog 
of investments made prior to the meltdown 
that should have been churned over the past 
year or so. The Duane reade transaction is a 
good illustration of private equity’s interest 
in exiting. while a straight sale such as the 
walgreens deal is the best option for many pe 
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aPRil 2010

April 31
Texas a&m university annual sponsor 
forum
Texas a&m university campus
Dallas, TX

may 2010

May 3 – 6
rila loss prevention auditing &  
safety conference
Gaylord palms resort &  
convention center
orlando, fl

May 11 – 13
Nrf washington leadership  
conference 
National press club
washington, D.c.

May 17 – 19 
fmi 2009 financial executive  
conference
westin copley place
Boston, ma

May 17 – 20
icsc recon: The Global retail real 
estate convention
las Vegas convention center
las Vegas, NV

May 19 – 21
Narms ifBa Top to Top Business 
conference
wyndham chicago
chicago, il

June 2010

June 15 – 18
internet retailer 2009 conference & 
exhibition
Boston convention & exhibition center
Boston, ma

June 15 – 17
Nrf loss prevention conference & 
eXpo
los angeles convention center
los angeles, ca

June 23
Narms 2009 emerging retail Trends
webinar

BdO REtAIL ANd CONSUMER PROdUCt PRACtICE 
BDo has been a valued business advisor to retail and consumer product companies for 100 years. The firm works 
with a wide variety of retail clients, ranging from multinational fortune 500 corporations to more entrepreneurial 
businesses, on myriad accounting, tax and other financial issues.

ABOUt BdO
BDo is the brand name for BDo seidman, llp, a u.s. professional services firm providing assurance, tax, financial 
advisory and consulting services to a wide range of publicly traded and privately held companies. for 100 years, 
BDo has provided quality service through the active involvement of experienced and committed professionals.  
The firm serves clients through 37 offices and more than 400 independent alliance firm locations nationwide. as 
an independent member firm of BDo international limited, BDo serves multi-national clients through a global 
network of 1,138 offices in 115 countries.  

BDo seidman, llp, a New York limited liability partnership, is the u.s. member of BDo international limited, a uK 
company limited by guarantee, and forms part of the international BDo network of independent member firms. 
BDo is the brand name for the BDo network and for each of the BDo member firms. for more information please 
visit: www.bdo.com.  

material discussed is meant to provide general information and 
should not be acted upon without first obtaining professional 
advice appropriately tailored to your individual circumstances.

To ensure compliance with Treasury Department regulations, 
we wish to inform you that any tax advice that may be 
contained in this communication (including any attachments) 
is not intended or written to be used, and cannot be used, 
for the purpose of (i) avoiding tax-related penalties under 
the internal revenue code or applicable state or local tax or 
(ii) promoting, marketing or recommending to another party 
any tax-related penalties under the internal revenue code or 
applicable state or local tax law provisions or (ii) promoting, 
marketing or recommending to another party any tax-related 
matters addressed herein.
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