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PART I
Item 1. Business
Unless this Form 10-K indicates otherwise or the context otherwise requires, the terms “we,” “our,” “us,” “Sysco,” or “the company” as used in this Form 10-K
refer to Sysco Corporation together with its consolidated subsidiaries and divisions.
Overview

Sysco Corporation, acting through its subsidiaries and divisions, is the largest North American distributor of food and related products primarily to the foodservice
or food-away-from-home industry. We provide products and related services to approximately 425,000 customers, including restaurants, healthcare and educational
facilities, lodging establishments and other foodservice customers.
Founded in 1969, Sysco commenced operations as a public company in March 1970 when the stockholders of nine companies exchanged their stock for Sysco
common stock. Since our formation, we have grown from $115.0 million to $46.5 billion in annual sales, both through internal expansion of existing operations and
through acquisitions.
Sysco’s fiscal year ends on the Saturday nearest to June 30 th . This resulted in a 52-week year ending June 28, 2014 for fiscal 2014, June 29, 2013 for fiscal 2013
and June 30, 2012 for fiscal 2012.
Sysco Corporation is organized under the laws of Delaware. The address and telephone number of our executive offices are 1390 Enclave Parkway, Houston,
Texas 77077-2099, (281) 584-1390. This annual report on Form 10-K, as well as all other reports filed or furnished by Sysco pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, are available free of charge on Sysco’s website at www.sysco.com as soon as reasonably practicable after they are electronically filed
with or furnished to the Securities and Exchange Commission.
Proposed Merger with US Foods
In the second quarter of fiscal 2014, Sysco announced an agreement to merge with US Foods, Inc. (US Foods). US Foods is a leading foodservice distributor in the
United States (U.S.) that markets and distributes fresh, frozen and dry food and non-food products to more than 200,000 foodservice customers including independently
owned single location restaurants, regional and national chain restaurants, healthcare and educational institutions, hotels and motels, government and military
organizations and retail locations. Following the completion of the proposed merger, the combined company will continue to be named Sysco and headquartered in
Houston, Texas.
As of the time the merger agreement was announced in December 2013, Sysco agreed to pay approximately $3.5 billion for the equity of US Foods, comprised of
$3 billion of Sysco common stock and $500 million of cash. As part of the transaction, Sysco will also assume or refinance US Foods’ net debt, which was
approximately $4.7 billion as of September 28, 2013, bringing the total enterprise value to $8.2 billion at the time of the merger announcement. As of August 13, 2014,
the merger consideration is estimated as follows: approximately $3.7 billion for the equity of US Foods, comprised of $3.2 billion of Sysco common stock valued using
the seven day average through August 13, 2014, and $500 million of cash. US Foods' net debt to be assumed or refinanced was approximately $4.8 billion as of June
28, 2014, bringing the total enterprise value to $8.5 billion as of August 13, 2014. The value of Sysco’s common stock and the amount of US Foods’ net debt will
fluctuate. As such, the components of the transaction and total enterprise value noted above will not be finalized until the merger is consummated.
We have secured a fully committed bridge financing and expect to issue longer-term financing prior to closing. After completion of the transaction, the equity
holders of US Foods will own approximately 87 million shares, or roughly 13%, of Sysco. A representative from each of US Foods’ two majority shareholders will join
Sysco’s Board of Directors upon closing. This merger is currently pending a regulatory review process by the Federal Trade Commission. We expect the transaction to
close by the end of the third quarter or in the fourth quarter of calendar 2014. Under certain conditions, including lack of regulatory approval, Sysco would be obligated
to pay $300 million to the owners of US Foods if the merger were cancelled, which would be recognized as an expense.
Operating Segments

Sysco provides food and related products to the foodservice or food-away-from-home industry. Under the accounting provisions related to disclosures about
segments of an enterprise, we have aggregated our operating companies into a number of segments, of which only Broadline and SYGMA are reportable segments as
defined by accounting standards. Broadline operating companies distribute a full line of food products and a wide variety of non-food products to their
customers. SYGMA operating companies distribute a full line of food products and a wide variety of non-food products to chain restaurant customer locations. Our
other segments include our specialty produce and lodging industry products segments, a company that distributes specialty imported products, a company that
distributes to international customers and the company’s Sysco Ventures platform, a suite of technology
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solutions that help support the business needs of Sysco’s customers. Specialty produce companies distribute fresh produce and, on a limited basis, other foodservice
products. Our lodging industry products company distributes personal care guest amenities, equipment, housekeeping supplies, room accessories and textiles to the
lodging industry. Selected financial data for each of our reportable segments, as well as financial information concerning geographic areas, can be found in Note 21,
“Business Segment Information,” in the Notes to Consolidated Financial Statements in Item 8.
Customers and Products

Sysco’s customers in the foodservice industry include restaurants, hospitals and nursing homes, schools and colleges, hotels and motels, industrial caterers and
other similar venues where foodservice products are served. Services to our customers are supported by similar physical facilities, vehicles, material handling
equipment and techniques, and administrative and operating staffs.
The products we distribute include:
•
•
•
•
•
•
•

a full line of frozen foods, such as meats, seafood, fully prepared entrees, fruits, vegetables and desserts;
a full line of canned and dry foods;
fresh meats and seafood;
dairy products;
beverage products;
imported specialties; and
fresh produce.

We also supply a wide variety of non-food items, including:
•
•
•
•
•

paper products such as disposable napkins, plates and cups;
tableware such as china and silverware;
cookware such as pots, pans and utensils;
restaurant and kitchen equipment and supplies; and
cleaning supplies.

A comparison of the sales mix in the principal product categories during the last three years is presented below:
Fresh and frozen meats
Canned and dry products
Frozen fruits, vegetables, bakery and other
Dairy products
Poultry
Fresh produce
Paper and disposables
Seafood
Beverage products
Janitorial products
Equipment and smallwares
Medical supplies (1)

(1)

2014

2013

2012

19 %
18
13
11
10
8
7
5
4
2
2
1
100 %

19 %
19
14
10
10
8
8
5
4
2
1
100 %

19 %
19
14
10
10
8
8
5
4
2
1
100 %

Sales are less than 1% of total for years shown with a “-“.

Our distribution centers, which we refer to as operating companies, distribute nationally-branded merchandise, as well as products packaged under our private
brands. Products packaged under our private brands have been manufactured for Sysco according to specifications that have been developed by our quality assurance
team. In addition, our quality assurance team certifies the manufacturing and processing plants where these products are packaged, enforces our quality control
standards and identifies supply sources that satisfy our requirements.
We believe that prompt and accurate delivery of orders, competitive pricing, close contact with customers and the ability to provide a full array of products and
services to assist customers in their foodservice operations are of primary importance in the marketing and distribution of foodservice products to our customers. Our
operating companies offer daily delivery to certain customer locations and have the capability of delivering special orders on short notice. Through our approximately
12,800 sales and marketing representatives and support staff of Sysco and our operating companies, we stay informed of the needs of our customers and acquaint them
with new products and services. Our operating companies also provide ancillary services relating to foodservice distribution,
2

such as providing customers with product usage reports and other data, menu-planning advice, food safety training and assistance in inventory control, as well as access
to various third party services designed to add value to our customers’ businesses.
No single customer accounted for 10% or more of Sysco’s total sales for the fiscal year ended June 28, 2014.
W e estimate that our sales by type of customer during the past three fiscal years were as follows:
Type of Customer

2014

2013

2012

Restaurants
Healthcare
Education, government
Travel, leisure, retail
Other (1)
Totals

62 %
9
9
8
12
100 %

61 %
10
8
8
13
100 %

63 %
10
8
8
11
100 %

(1)

Other includes cafeterias that are not stand alone restaurants, bakeries, caterers, churches, civic and fraternal organizations, vending distributors, other distributors
and international exports. None of these types of customers, as a group, exceeded 5% of total sales in any of the years for which information is presented.

Sources of Supply

We purchase from thousands of suppliers, both domestic and international, none of which individually accounts for more than 10% of our purchases. These
suppliers consist generally of large corporations selling brand name and private label merchandise, as well as independent regional brand and private label processors
and packers. Purchasing is generally carried out through both centrally developed purchasing programs and direct purchasing programs established by our various
operating companies.
We administer a consolidated product procurement program designed to develop, obtain and ensure consistent quality food and non-food products. The program
covers the purchasing and marketing of Sysco Brand merchandise, as well as products from a number of national brand suppliers, encompassing substantially all
product lines. Sysco’s operating companies purchase product from the suppliers participating in these consolidated programs and from other suppliers, although Sysco
Brand products are only available to the operating companies through these consolidated programs. We also focus on increasing profitability by lowering operating
costs and by lowering aggregate inventory levels, which reduces future facility expansion needs at our broadline operating companies, while providing greater value to
our suppliers and customers. This includes the construction and operation of regional distribution centers (RDCs), which aggregate inventory demand to optimize the
supply chain activities for certain products for all Sysco broadline operating companies in the region. Currently, we have two RDCs in operation, one in Virginia and
one in Florida.
Working Capital Practices

Our growth is funded through a combination of cash flow from operations, commercial paper issuances and long-term borrowings. See the discussion in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations, Liquidity and Capital Resources” at Item 7 regarding our liquidity, financial
position and sources and uses of funds.
Credit terms we extend to our customers can vary from cash on delivery to 30 days or more based on our assessment of each customer’s credit worthiness. We
monitor each customer’s account and will suspend shipments if necessary.
A majority of our sales orders are filled within 24 hours of when customer orders are placed. We generally maintain inventory on hand to be able to meet customer
demand. The level of inventory on hand will vary by product depending on shelf-life, supplier order fulfillment lead times and customer demand. We also make
purchases of additional volumes of certain products based on supply or pricing opportunities.
We take advantage of suppliers’ cash discounts where appropriate and otherwise generally receive payment terms from our suppliers ranging from weekly to 30
days or more.
Corporate Headquarters and Shared Services Center

Our corporate staff makes available a number of services to our operating companies. Members of the corporate staff possess experience and expertise in, among
other areas, accounting and finance, treasury, legal, cash management, information technology, employee benefits, engineering, real estate and construction, risk
management and insurance, sales and marketing, payroll, human resources, training and development, strategy, and tax compliance services. The corporate office also
makes available warehousing and distribution services, which provide assistance in operational best practices including space utilization, energy conservation, fleet
management and work flow.
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Our shared services center performs support services for employees, suppliers and customers, payroll administration, human resources, customer and vendor
contract administration, financial services such as vendor payments, invoicing, cash application, certain credit services, accounting and sales and use tax administration,
procurement and maintenance support and sales support for some of our operating companies.
Capital Improvements

To maximize productivity and customer service, we continue to modernize, expand and construct new distribution facilities. During fiscal 2014, 2013 and 2012,
approximately $523.2 million, $511.9 million and $784.5 million, respectively, were invested in delivery fleet, facilities, technology and other capital asset
enhancements. From time to time, we dispose of assets in the normal course of business; we consider proceeds from these asset sales to be an offset to capital
expenditures. During fiscal 2014, 2013 and 2012, capital expenditures, net of proceeds from sales of assets, were $497.4 million, $496.3 million and $776.3 million,
respectively. We estimate our capital expenditures, net of proceeds from sales of assets, in fiscal 2015 should be in the range of $500 million to $550 million. During
the three years ended June 28, 2014, capital expenditures were financed primarily by internally generated funds, our commercial paper program and bank and other
borrowings. We expect to finance our fiscal 2015 capital expenditures from the same sources.
Employees

As of June 28, 2014, we had approximately 50,300 full-time employees, approximately 17% of whom were represented by unions, primarily the International
Brotherhood of Teamsters. Contract negotiations are handled by each individual operating company. Approximately 21% of our union employees are covered by
collective bargaining agreements that have expired or will expire during fiscal 2015 and are subject to renegotiation. Since June 28, 2014, there have been no contract
renegotiations. We consider our labor relations to be satisfactory.
Competition

Industry sources estimate that there are more than 15,000 companies engaged in the distribution of food and non-food products to the foodservice industry in the
U.S. Our customers may also choose to purchase products directly from wholesale or retail outlets, including club, cash and carry and grocery stores, or negotiate prices
directly with our suppliers. Online retailers and e-commerce companies are also participants in the foodservice industry. While we compete primarily with local and
regional distributors, some organizations compete with us on a multi-region basis. In addition, these local, regional and multi-regional distributors can create purchasing
cooperatives and marketing groups to enhance their competitive abilities by expanding their product mix, improving purchasing power and extending their geographic
capabilities. We believe that the principal competitive factors in the foodservice industry are effective customer contacts, the ability to deliver a wide range of quality
products and related services on a timely and dependable basis and competitive prices. Our customers are accustomed to purchasing from multiple suppliers and
channels concurrently. Product needs, service requirements and price are just a few of the factors they evaluate when deciding where to purchase. Customers can
choose from many broadline foodservice distributors, specialty distributors that focus on specific categories such as produce, meat or seafood, other wholesale channels,
club stores, cash and carry stores, grocery stores and numerous online retailers. Since switching costs are very low, customers can make supplier and channel changes
very quickly. There are few barriers to market entry. Existing foodservice competitors can extend their shipping distances, and add truck routes and warehouses
relatively quickly to serve new markets or customers.
We consider our primary market to be the foodservice market in the U.S. and Canada and estimate that we serve about 17.4% of this approximately $255 billion
annual market based on a measurement as of the end of calendar 2013. We believe, based upon industry trade data, that our sales to the U.S. and Canada food-awayfrom-home industry were the highest of any foodservice distributor during fiscal 2014. While adequate industry statistics are not available, we believe that in most
instances our local operations are among the leading distributors of food and related non-food products to foodservice customers in their respective trading areas. We
believe our competitive advantages include our more than 7,000 marketing associates, our diversified product base, which includes a differentiated group of high quality
Sysco brand products, the diversity in the types of customers we serve, our economies of scale and our multi-region portfolio in the U.S. and Canada, which mitigates
some of the impact of regional economic declines that may occur over time. We believe our liquidity and access to capital provides us the ability to continuously invest
in business improvements. We are the only distributor in the food-away-from-home industry in the U.S. with publicly traded equity. While our public company status
provides us with some advantages over many of our competitors, including access to capital, we believe it also provides us with some disadvantages that most of them
do not have in terms of additional costs related to complying with regulatory requirements.
Government Regulation

Our company is required to comply, and it is our policy to comply, with all applicable laws in the numerous countries throughout the world in which we do business.
In many jurisdictions, compliance with competition laws is of special importance to us, and our operations may come under special scrutiny by competition law
authorities due to our competitive position in those jurisdictions. In general, competition laws are designed to protect businesses and consumers from anti-competitive
behavior.
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In the U.S., as a marketer and distributor of food products, we are subject to the Federal Food, Drug and Cosmetic Act and regulations promulgated thereunder by
the U.S. Food and Drug Administration (FDA). The FDA regulates food safety through various statutory and regulatory mandates, including manufacturing and
holding requirements for foods through good manufacturing practice regulations, hazard analysis and critical control point (HACCP) requirements for certain foods, and
the food and color additive approval process. The agency also specifies the standards of identity for certain foods, prescribes the format and content of information
required to appear on food product labels, regulates food contact packaging and materials, and maintains a Reportable Food Registry for the industry to report when
there is a reasonable probability that an article of food will cause serious adverse health consequences. For certain product lines, we are also subject to the Federal Meat
Inspection Act, the Poultry Products Inspection Act, the Perishable Agricultural Commodities Act, the Packers and Stockyard Act and regulations promulgated by the
U.S. Department of Agriculture (USDA) to interpret and implement these statutory provisions. The USDA imposes standards for product safety, quality and sanitation
through the federal meat and poultry inspection program. The USDA reviews and approves the labeling of these products and also establishes standards for the grading
and commercial acceptance of produce shipments from our suppliers. We are also subject to the Public Health Security and Bioterrorism Preparedness and Response
Act of 2002, which imposes certain registration and record keeping requirements on facilities that manufacture, process, pack or hold food for human or animal
consumption.
We and our products are also subject to state and local regulation through such measures as the licensing of our facilities; enforcement by state and local health
agencies of state and local standards for our products; and regulation of our trade practices in connection with the sale of our products. Our facilities are subject to
inspections and regulations issued pursuant to the U.S. Occupational Safety and Health Act by the U.S. Department of Labor. These regulations require us to comply
with certain manufacturing, health and safety standards to protect our employees from accidents and to establish hazard communication programs to transmit
information on the hazards of certain chemicals present in products we distribute.
We are also subject to regulation by numerous federal, state and local regulatory agencies, including, but not limited to, the U.S. Department of Labor, which sets
employment practice standards for workers, and the U.S. Department of Transportation, which regulates transportation of perishable and hazardous materials and waste,
and similar state, provincial and local agencies. In addition, we are also subject to the U.S. False Claims Act, and similar state statutes, which prohibit the submission of
claims for payment to the government that are false and the knowing retention of overpayments.
The U.S. Foreign Corrupt Practices Act (FCPA) prohibits bribery of public officials to obtain or retain business in foreign jurisdictions. The FCPA also requires us
to keep accurate books and records and to maintain internal accounting controls to detect and prevent bribery and to ensure that transactions are properly
authorized. We have implemented and continue to develop a robust anti-corruption compliance program applicable to our global operations to detect and prevent
bribery and to comply with these and other anti-corruption laws in countries where we operate.
Outside the U.S., our business is subject to numerous similar statutes and regulations, as well as other legal and regulatory requirements.
All of our company's facilities and other operations in the U.S. and elsewhere around the world are subject to various environmental protection statutes and
regulations, including those relating to the use of water resources and the discharge of wastewater. Further, most of our distribution facilities have ammonia-based
refrigeration systems and tanks for the storage of diesel fuel and other petroleum products which are subject to laws regulating such systems and storage tanks. Our
policy is to comply with all such legal requirements. We are subject to other federal, state, provincial and local provisions relating to the protection of the environment
or the discharge of materials; however, these provisions do not materially impact the use or operation of our facilities.
General

We have numerous trademarks that are of significant importance, including the SYSCO ® trademark and our privately-branded product trademarks that include the
SYSCO ® trademark. These trademarks and the private brands on which they are used are widely recognized within the foodservice industry. Approximately half of our
privately-branded sales are from products labeled with our SYSCO ® trademark without any other trademark. We believe the loss of the SYSCO ® trademark would
have a material adverse effect on our results of operations. Our U.S. trademarks are effective for a ten-year period and the company generally renews its trademarks
before their expiration dates unless a particular trademark is no longer in use. The company does not have any material patents or licenses.
We are not engaged in material research and development activities relating to the development of new products or the improvement of existing products.
Our sales do not generally fluctuate significantly on a seasonal basis; therefore, the business of the company is not deemed to be seasonal.
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As of June 28, 2014, we operated 194 distribution facilities throughout the U.S., Bahamas, Canada, Republic of Ireland and Northern Ireland.
Item 1A. Risk Factors
The following discussion of “risk factors” identifies the most significant factors that may adversely affect our business, operations, financial position or future
financial performance. This information should be read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results of Operations
and the consolidated financial statements and related notes contained in this report. The following discussion of risks is not all inclusive, but is designed to highlight
what we believe are the most significant factors to consider when evaluating our business. These factors could cause our future results to differ from our expectations
expressed in the forward-looking statements identified on page 48 and from historical trends.
Merger-Related Risks
The closing and consummation of the merger with US Foods, Inc. (US Foods) is subject to regulatory approval and the satisfaction of certain conditions, and we cannot
predict whether the necessary conditions will be satisfied or waived and the requisite regulatory approvals received.
The completion of the merger with US Foods is subject to regulatory approvals, including anti-trust approval, and customary conditions, including, without
limitation:
•
•
•
•
•
•
•

the approval of the stockholders of US Foods;
the expiration or termination of the applicable waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended;
the accuracy of the representations and warranties in the merger agreement and compliance with the respective covenants of the parties, subject to certain
qualifiers;
the absence of any law, proceeding, order or injunction that prohibits the consummation of the merger;
the absence of certain governmental actions;
the absence of a material adverse effect on US Foods; and
the receipt by US Foods of a customary tax opinion with respect to the merger.

Sysco and US Foods may fail to secure the requisite approvals in a timely manner or on terms desired or anticipated, and the merger with US Foods may not close
in the anticipated time frame, if at all. Sysco has no control over certain conditions in the merger agreement, and cannot predict whether such conditions will be
satisfied or waived. Regulatory authorities may impose conditions on the completion of the merger or require changes to the terms of the transaction. Such conditions
or changes may prevent the closing of the merger or cause the merger to be delayed, and delays may cause Sysco to incur additional, potentially burdensome transaction
costs.
Sysco and US Foods may be required to accept certain remedies in order to obtain regulatory approval for the merger, and any such remedies could reduce the
projected benefits of the merger and negatively impact the combined company.
The imposition of remedies as a condition to obtaining regulatory approval for the transaction could limit the revenues of the combined company and negatively
impact the combined company. The potential remedies may negatively impact the projected benefits of the proposed merger, along with the business, financial
condition and competitiveness of Sysco, as the combined company. Even if regulatory approval for the merger is obtained, any remedies could result in the total
revenues of the combined post-merger entity being less than the combined historical revenues of Sysco and US Foods.
Termination of the merger agreement or failure to consummate the merger with US Foods could adversely impact Sysco and, under certain conditions, could require
Sysco to make a termination payment of $300 million, which could adversely impact Sysco’s stock price and would adversely impact Sysco’s liquidity and financial
condition.
The merger agreement contains certain termination rights, including the right of either party to terminate the merger agreement if the merger has not occurred by
March 8, 2015, subject to extension under certain circumstances. Furthermore, if the merger agreement is terminated due to a failure to obtain required antitrust
approvals, in certain circumstances Sysco will be required to pay US Foods a termination fee of $300 million. The payment of such fee would have an adverse impact
on our liquidity and financial condition. In addition, if the merger agreement is terminated, we may suffer other negative consequences. Our business may be
negatively impacted by our management having focused its attention on acquiring US Foods instead of pursuing other advantageous business opportunities or
plans. Furthermore, we will incur substantial expenses and costs related to the merger, whether or not it is consummated, including legal, accounting and advisory
fees. Also, failure to consummate the merger may result in negative market reactions, and may have an adverse impact on Sysco’s stock price and future financial
results.
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Business uncertainties during the pendency of the proposed merger may adversely impact our current business operations and relationships with employees, vendors
and customers.
Prospective suppliers, customers or other third parties may delay or decline to enter into agreements with us as a result of the uncertainties surrounding the
proposed merger, and we may also lose current suppliers and customers as a result of these uncertainties. Furthermore, uncertainties as to the effect of the merger
transaction may adversely impact employee morale, and impede our ability to retain key employees. The loss of key employees or union-related work stoppages could
impact our ability to successfully integrate the businesses of Sysco and US Foods and fully realize the anticipated benefits of the merger.
The pending merger and our current pre-merger integration planning efforts may divert resources from Sysco’s day-to-day operations and ongoing efforts related to
other strategies and initiatives.
The pending merger and our current pre-merger integration planning efforts may divert our management’s attention from day-to-day business operations and the
execution and pursuit of strategic plans and initiatives, including the initiatives related to our Business Transformation Project, which has and will continue to require a
substantial amount of resources. The diversion of management attention from ongoing business operations and strategic efforts could result in performance shortfalls,
which could adversely impact Sysco’s business and operations.
The integration of the businesses of Sysco and US Foods may be more difficult, costly or time consuming than expected, and the merger may not result in any or all of
the anticipated benefits, including cost synergies.
The success of the merger between Sysco and US Foods, including the realization of the anticipated benefits, will depend, in part, on the ability of Sysco, as the
combined company, to successfully integrate the businesses of Sysco and US Foods. Failure to effectively integrate the businesses could adversely impact the expected
benefits of the merger, including cost synergies stemming from supply chain efficiencies, merchandising activities and overlapping general and administrative
functions.
The integration of two large independent companies will be complex, and we will be required to devote significant management attention and incur substantial
costs to integrate Sysco’s and US Foods’ business practices, policies, cultures and operations. This diversion of our management’s attention from day-to-day business
operations and the execution and pursuit of strategic plans and initiatives, including the initiatives related to our Business Transformation Project, could result in
performance shortfalls, which could adversely impact the combined company’s business, operations and financial results. The integration process could also result in
the loss of key employees, which could adversely impact the combined company’s future financial results.
Furthermore, during the integration planning process and after the closing of the merger, we may encounter additional challenges and difficulties, including those
related to, without limitation, managing a larger combined company; streamlining supply chains, consolidating corporate and administrative infrastructures and
eliminating overlapping operations; retaining our existing vendors and customers; unanticipated issues in integrating information technology, communications and other
systems; and unforeseen and unexpected liabilities related to the merger or US Foods’ business. Delays encountered in the integration could adversely impact the
business, financial condition and operations of the combined company.
We may not be able to retain some of US Foods’ vendors and customers after the proposed merger, which could negatively impact the anticipated benefits of the
merger.
US Foods’ vendors or customers may have termination rights that are triggered upon completion of the merger, and such vendors or customers may decide to not
renew their existing relationship with us, and may instead select one of our competitors. If we are unable to retain and maintain these vendor and customer
relationships, then the business, financial condition and operations of Sysco, as the combined company, could be adversely impacted.
Consummation of the merger will require Sysco to incur significant additional indebtedness, which could adversely impact our financial condition and may hinder our
ability to obtain additional financing and pursue other business and investment opportunities.
In connection with the merger, Sysco will assume or refinance all of US Foods’ outstanding debt, which was approximately $ 4.8 billion, as of June 28, 2014. Any
refinancing of US Foods’ indebtedness is expected to be financed with a combination of new debt and cash on Sysco’s balance sheet. Sysco has secured fully
committed bridge financing.
Incurrence of additional indebtedness could have negative consequences, including increasing our vulnerability to adverse economic and industry conditions, and
limiting our ability to obtain additional financing and implement and pursue strategic initiatives and opportunities. Additionally, if we do not achieve the expected
benefits and cost savings from the merger with US Foods, or if the financial performance of Sysco, as the combined company, does not meet current expectations, then
our ability to service the debt will be adversely impacted. Our credit ratings may also be impacted as a result of the incurrence of additional acquisition-related
indebtedness. Currently, certain credit rating agencies have put us on watch for a potential downgrade.
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The merger will dilute the ownership interests of Sysco’s existing stockholders .
At the time of the consummation of the proposed merger, Sysco will issue approximately 87 million shares, or roughly 13% of Sysco’s outstanding common stock
after the transaction is completed. As a result, the ownership amounts of Sysco’s pre-merger stockholders will be diluted. Generally, dilution will impact a
stockholder’s ownership percentage and ability to influence voting results, and will likely reduce earnings per share, which could impact stock price.
Industry and General Economic Risks
Periods of significant or prolonged inflation or deflation affect our product costs and may negatively impact our profitability .
Volatile food costs have a direct impact on our industry. Periods of product cost inflation may have a negative impact on our profit margins and earnings to the
extent that we are unable to pass on all or a portion of such product cost increases to our customers, which may have a negative impact on our business and our
profitability. In addition, periods of rapidly increasing inflation may negatively impact our business due to the timing needed to pass on such increases, the impact of
such inflation on discretionary spending by consumers and our limited ability to increase prices in the current, highly competitive environment. Conversely, our
business may be adversely impacted by periods of product cost deflation, because we make a significant portion of our sales at prices that are based on the cost of
products we sell plus a percentage margin. As a result, our profit levels may be negatively impacted during periods of product cost deflation, even though our gross
profit percentage may remain relatively constant.
Our results of operations and financial condition may be directly, adversely affected by unfavorable conditions in the US economy and local markets, as well as
negative trends in consumer confidence.
The foodservice distribution industry, which is characterized by relatively low profit margins with limited demand growth expected in the near-term, is especially
susceptible to negative trends and economic uncertainty. The United States (U.S.) has experienced an uneven economic environment over the past several
years. Despite job growth experiencing a positive trend, it has yet to translate into a significant impact on overall unemployment. The housing segment is struggling to
maintain consistent, positive trends, and this segment historically has been a key driver of economic growth. These factors indicate that consumer disposable income is
increasing modestly. In addition, our results of operations are substantially affected by local operating and economic conditions, which can vary substantially by
market. The difficult economic conditions can affect us in the following ways:
•
•
•
•

Unfavorable conditions can depress sales and/or gross margins in a given market.
Food cost and fuel cost inflation experienced by the consumer can lead to reductions in the frequency of dining out and the amount spent by consumers for
food-away-from-home purchases, which could negatively impact our business by reducing demand for our products .
Heightened uncertainty in the financial markets negatively affects consumer confidence and discretionary spending, which can cause disruptions with our
customers and suppliers.
Liquidity issues and the inability of our customers, vendors and suppliers to consistently access credit markets to obtain cash to support operations can cause
temporary interruptions in our ability to conduct day-to-day transactions involving the payment to or collection of funds from our customers, vendors and
suppliers.

The uncertainty in the economic environment has adversely affected the rate of improvement in both business and consumer confidence and spending, and
uncertainty about the long-term investment environment could further depress capital investment and economic activity.
Competition in our industry may adversely impact our margins and our ability to retain customers, and makes it difficult for us to maintain our market share, growth
rate and profitability .
The foodservice distribution industry is fragmented and highly competitive, with local, regional, multi-regional distributors and specialty competitors. Furthermore,
barriers to entry by new competitors, or geographic or product line expansion by existing competitors, are low. Additionally, increased competition from non-traditional
sources (such as club stores and commercial wholesale outlets with lower cost structures), and group purchasing organizations have served to further increase pressure
on the industry’s profit margins, and continued margin pressure within the industry may have a material adverse impact on our operating results and
profitability. Finally, demand for food-away-from-home products is volatile and price sensitive, imposing limits on our customers’ ability to absorb cost
increases. New and increased competitive sources may result in increased focus on pricing and on limiting price increases, or may require increased discounting. Such
competition or other industry pressures may result in margin erosion and/or make it difficult for us to attract and retain customers.
Although our sales historically have grown faster than the market, industry growth rates have slowed over the past several years, and industry sources expect the
lower growth rates to continue in the near-term. These trends have placed pressure on our profit margins and made it more difficult to leverage our cost structure and
pass along cost increases. We expect these trends to continue for
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the foreseeable future. If we are unable to effectively differentiate ourselves from our competitors, our market share, sales and profitability, through increased
expenditures or decreased prices, could be adversely impacted.

We may not be able to fully compensate for increases in fuel costs, and forward purchase commitments intended to contain fuel costs could result in above market fuel
costs .
Volatile fuel prices have a direct impact on our industry. We require significant quantities of fuel for our delivery vehicles and are exposed to the risk associated
with fluctuations in the market price for fuel. The price and supply of fuel can fluctuate significantly based on international, political and economic circumstances, as
well as other factors outside our control, such as actions by the Organization of the Petroleum Exporting Countries, or OPEC, and other oil and gas producers, regional
production patterns, weather conditions and environmental concerns. On average, on-highway diesel fuel prices decreased approximately 1% in fiscal 2014 and
increased approximately 2% in 2013, respectively, as compared to the prior year. The cost of fuel affects the price paid by us for products, as well as the costs we incur
to deliver products to our customers. Although we have been able to pass along a portion of increased fuel costs to our customers in the past, there is no guarantee that
we will continue to be able to do so in the future. If fuel costs increase further in the future, we may experience difficulties in passing all or a portion of these costs
along to our customers, which may have a negative impact on our business and our profitability. We routinely enter into forward purchase commitments for a portion of
our projected monthly diesel fuel requirements at prices equal to the then-current forward price for diesel. If fuel prices decrease significantly, these forward purchases
may prove ineffective and result in our paying higher than market costs for a portion of our diesel fuel.
Business and Operational Risks
Our ability to meet our long-term strategic objectives to grow the profitability of our business depends largely on the success of the Business Transformation Project .
Our multi-year Business Transformation Project consists of:
•
•
•

the design and deployment of an Enterprise Resource Planning (ERP) system to implement an integrated software system to support a majority of our business
processes and further streamline our operations;
initiatives to lower our cost structure ; and
initiatives to lower our product costs.

Successfully managing deployment is critical to our business success. While we expect all of the components of the Business Transformation Project to enhance our
value proposition to customers and suppliers and improve our long-term profitability, there can be no assurance that we will realize our expectations within the time
frame we have established, if at all.
The actual cost of the ERP system may be greater than currently expected and continued delays in the execution of deployment may adversely affect our business and
results of operations .
ERP implementations are complex and time-consuming projects that involve substantial investments in system software and implementation activities over a multiyear timeframe. Our cost estimates related to our ERP system are based on assumptions which are subject to wide variability, require a great deal of judgment, and are
inherently uncertain. Thus, the actual costs of the project in fiscal 2015 (and beyond) may be greater than currently expected. We have encountered, and we may
continue to encounter, the need for changes in design or revisions of the project calendar and budget, including incurring expenses at an earlier or later time than
currently anticipated. For example, we deployed our ERP system to five additional locations in fiscal 2014 and are continuing to experience improved functionality in
many areas compared to past deployments; however, while the majority of the system functionality is performing as designed, we have continued to identify issues that
we want to address before we continue deploying to additional locations.
In addition, implementation of the ERP system requires significant management attention and resources over an extended period of time and any significant design
errors or delays in the implementation of the systems could materially and adversely affect our operating results. In addition, because the implementation is expected to
continue to involve a significant financial commitment, our business, results of operations and liquidity may also be adversely affected if the ERP system, and the
associated process changes, do not prove to be cost effective or do not result in the cost savings and other benefits at the levels that we anticipate. There can be no
guarantee that we will be able to realize the intended results of the system software and implementation activities.
We may not realize anticipated benefits from our operating cost reduction efforts .
We have implemented a number of cost reduction initiatives that we believe are necessary to position our business for future success and growth. Our future success
and earnings growth will be significantly impacted by our ability to achieve a lower cost structure and operate efficiently in the highly competitive food and beverage
industry, particularly in an environment of increased competitive activity and low growth rates. A variety of factors could cause us not to realize some of the expected
cost savings,
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[Reminder of Form 10-K omitted]

