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Foreword

The Grocery Manufacturers Association (GMA) and
PricewaterhouseCoopers (PwC) are delighted to bring you our
2009 financial performance report and overview of the consumer
packaged goods (CPG) industry.

We’ve produced our most comprehensive document to date.
This year, we focus on tactical ways that CPG companies are
defying the recession—for instance, by containing IT costs—
and offer strategic perspectives including a discussion of the
implications of higher-priced credit. This report also contains an
analysis of where the industry stands in relation to the current
economic downturn, as well as interviews with GMA CFO
Committee Chairman Don Mulligan (General Mills, Incorporated)
and Vice Chairman Bert Alfonso (The Hershey Company).

For this year’s report, we’ve moved our primary discussion of the
year’s data from the back of the book into an up-front Executive
Summary. This summary then leads into our Top Performing
Companies (TPC) analysis, which reveals those characteristics
common among the best performing companies.

We’ve used several sources to compile the information for this
report: interviews with senior leadership of GMA members
(including members of the GMA CFO Committee), publicly
reported company financial data, government statistics, analyst
reports, and other published material. The manufacturing
analyses are based primarily on public information from 157
manufacturers, sources cited within.

Stephen A. Sibert
Senior Vice President, Industry Affairs
Grocery Manufacturers Association

Brooke Weizmann
Senior Manager, Industry Affairs
Grocery Manufacturers Association
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We would especially like to express our appreciation for
the insights provided by the following CEOs and CFOs who
participated in the interview process for this report:
Humberto (Bert) Alfonso, The Hershey Company
Robert Amen, International Flavors & Fragrances
Thom Gilday, Celebration Foods
Richard Goodman, PepsiCo
Donal Mulligan, General Mills, Incorporated
Craig Owens, Campbell Soup Company
Rick Puckett, Lance, Inc.
Bill Schumacher, Sunny Delight Beverages Company
Gordon Stetz, McCormick & Company
Duane Still, The Coca-Cola Company
Al Williams, Bush Brothers & Company

The current economic climate continues to test the CPG
industry’s resilience, and we’ve compiled this report as insight
and information as to why this is so. GMA and PwC look
forward to continuing the dialogue around these strategies,
issues, and analyses.

Global Consumer Packaged Goods

PricewaterhouseCoopers, LLP

North American Consumer Packaged
Goods & Retail Advisory Leader
PricewaterhouseCoopers, LLP
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Executive Summary: Strength in (the) Numbers

Loud and Clear

Some of what we heard from industry executives

during our research for this report:

“We are constantly looking
to the next 100 years, and
not the next quarter.”

“We are providing our retailers
with more extensive information.”

“Global commodities are probably going to be

higher priced in dollars because of the weakness
of the dollar. The flip side is the weakening dollar

will actually boost international earnings.”

“With commodities, we are not interested in being
speculators, but we also don’t want to get killed
by being on the wrong side of a position.”

“Our theme is to not waste the current economic
environment, but to take advantage of it, invest,
lean forward, and come out of the other end
stronger than we went in.”

‘I am encouraged by the number
of institutions that are coming to
us and saying, ‘We are willing to
provide credit.’”

“Sometimes the difficulty in the more mature brands
is that you may not be connecting on quite the same
emotional level as you had been before.”

“One of our objectives is
to be a great partner to
do business with.”

“One way we leverage R&D is through external
connectivity. Quite effectively, we can increase
our level of innovation without having a similar
size increase in our own research effort.”

“Private label has come a long way. | would say over
the past three to five years, consumers are definitely
more accepting of private label products.”

“We want our IT capability to have
an intelligent dialogue with all
parts of the business.”

“This economy is not really hurting
us. If anything, it is supporting our
mission of continued growth.”

“There is a risk of not doing anything and of
leaving products formulated in a way that over
time is less and less relevant to people.”

“We are still continuing to invest
even though the environment
has been difficult.”

“There is risk from private label if you are not leading
the category growth. They are largely taking share
from the third or fourth brand.”



Results for the Food, Beverage, and Consumer Products Industry
2009 Financial Performance Report

Executive Summary: Strength in (the) Numbers

2008 Financial Performance Data Showcases
CPG Companies’ Resilience

GMA and PricewaterhouseCoopers titled our 2008 Financial
Benchmarking Report Achieving Superior Financial Performance
in a Challenging Economy. Now, as we release our 2009 report,
it can be said that many consumer packaged goods (CPG)
companies did, in fact, achieve superior performance in 2008,
certainly on a relative basis. But few would have guessed that
this success would come amidst 2008’s string of sobering
economic facts, which included:

¢ The biggest drop in consumer confidence since the Consumer
Confidence Index (CCI) was created

¢ The disappearance of the investment bank as a business model

e Government bailouts of the financial services industry and
bailouts and bankruptcies in the auto industry

Exhibit 1: Personal Savings as a Percentage
of Disposable Income

Percentage of Disposable Income

Quarter

Source: PricewaterhouseCoopers analysis based
on data from the Bureau of Economic Analysis

¢ Double-digit declines in nationwide housing prices
e Skyrocketing unemployment

This was the environment in which the CPG industry operated in
2008, and to posit that it was no ordinary year would be a vast
understatement. One need only look at the industry observations
on the facing page to appreciate the breadth and variety of
challenges the industry faced during the past 12 months.

Of all the financial performance data that will be discussed in the
following pages, one simple fact about the American consumer
stands out: After years of mass consumption, consumers moved
by the end of 2008 to save over 4% of their disposable income,’
the highest rate since January 2004 (see Exhibit 1). Clearly, things
have changed for American consumers and for CPG companies.









Section 1: Rewarding Resilience
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It’s long been accepted wisdom that CPG companies weather economic downturns
better than companies in most other industries, largely because they sell staples
that consumers need in both good times and bad. A recession deeper than any
since World War Il is the ultimate test of this thesis.

As detailed in the Executive Summary section and in the
Financial Performance Metrics section, we analyzed the financial
performance of the CPG industry from several perspectives,
including by sector (food, beverage, and household products)
and by size segmentation (large, medium, and small). Our
analysis illustrates that, indeed, the industry is weathering this
historic downturn better than many other sectors.

In our first article in this section, we dig a little deeper. In order
to delve further into the industry’s performance, we expanded
our analysis to identify the Top Performing Companies (TPC)
within each of our size segmentations, and then compared the
performance of the top quartile companies within these groups
with those in the bottom quartile. Our analysis reveals how TPC
CPG companies—in each of our size segments—performed
when faced with the economic challenges presented in 2008.

“You want to be like Muhammad Ali. You want to
be powerful, but also able to turn on a dime. You
want to be more agile than anybody else.”

—Richard Goodman, CFO, PepsiCo

Success isn’t just about numbers and data, which is why this
report also includes qualitative, anecdotal information directly
from industry executives who are managing through the day-
to-day. In their Q&As later in this section, for example, Don
Mulligan of General Mills, Incorporated and Bert Alfonso of The
Hershey Company talk about the ways in which their companies
have shown resilience in this economy. Both organizations
embody what we heard repeatedly during more than ten in-
depth interviews: CPG companies are taking a long-term view,
focusing on emerging from this recession stronger than they
went into it. We believe that many will do just that.



Section 1: Rewarding Resilience

The Best of the Best

Breaking Down the Performance of the CPG
Sector’s Top Performing Companies

With the U.S. economy contracting and one of the longest
recessions in U.S. history continuing, 2008 was a difficult and
challenging year.

As a whole, the CPG sector fared far better than most. For
example, collective 2008 shareholder return for CPG companies
was down slightly more than 25% —a humbling result in any
normal year, but compared to other sectors, where a dive of
between 40% and 60% was commonplace, the CPG sector
fared reasonably well. Shareholders of CPG companies should
feel, in no small measure, buffered against the larger economy’s
widespread value destruction.

Indeed, some CPG companies remained more than just afloat

in 2008, and were thriving. So, in our analysis this year, we set
out to answer this question: What common threads link the CPG
companies that are performing best during the worst recession
in five decades?

A Word about Company Size

Company size is often perceived as an important indicator
of an organization’s success. However, while it’s worth
noting that most members of our large and very large top
quartile of Top Performing Companies (TPC) were from

the very large camp, it’s also true that this camp contained
several of the weakest performing companies in this group
of 52. A more interesting phenomenon from our point of
view is that, on average, household products companies
achieved a higher score in our TPC rankings than non-
household companies. This could be due to a more resilient
product mix, demographic trends, a better performance

in one or more of the five metrics discussed in “PwC’s
‘Power Ranking,’” or a combination of all the above. Given
the narrower spread for the size of the medium and small
companies, the size distinction within these segments is not
a critical differentiator.
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PwC'’s “Power Ranking”

We drilled down into the total sample of approximately 160

CPG companies for which we’d gathered publicly available data.
Fifty-two met our criteria for large and very large companies, 35
for medium, and 28 for small companies.?

We wanted to avoid measuring companies primarily on
shareholder return. As we’ve already seen, this standard
corporate barometer—while of the utmost importance to
investors—can be distorted through the lens of a deep
recession. Instead, we assigned scores to each of these

52 companies based on their relative performance across
three fundamental financial metrics: economic profit spread,
which is based on return on invested capital (ROIC) and the
weighted average cost of capital (WACC); return on assets;
and the free cash flow to sales ratio. Guided by these results,
we then ranked all 52 companies to create an index of the
Top Performing Companies.

Armed with this breakdown, we could then easily compare
groups of the ranked companies across all kinds of financial
indicators, including growth, profitability, liquidity, and leverage.
We were particularly interested in setting the top quartile (best
performers) versus the bottom quartile (weakest performers)

to isolate those business drivers that might further explain

their ranking.

Our analysis reveals that, in this period of weak credit
conditions and increased market volatility, the top quartile
performers of our TPC index were propelled by excellence in
five areas: profitability, liquidity, continued spending on strategic
SG&A expenses, sustained gross margins, and managed debt
capacity as represented by ability to cover interest payments.

In addition to our index of the large and very large Top
Performing Companies described above, we also applied a
similar scoring methodology to the medium and the small
company segments.

Our findings indicate that most of the themes for large and very
large companies prevail for medium players. The results for
small companies, however, are decidedly more mixed due to
their inherent volatility. In the ensuing pages, as we contrast the
performance of the top and bottom quartiles for our large and
very large Top Performing Companies, we’ll also include findings
from our study of the small and medium-sized companies,
where appropriate.



Profitability—Not Sales—Is the Key

Most companies in our study group actually enjoyed positive
sales growth in 2008, thanks to a fairly recession-resistant
product portfolio. Yet, neither strong sales levels nor strong
sales growth secured a company a place in the top quartile.
Instead, profitability distinguished our top performers,
specifically net operating profits after tax (NOPAT) margin.

In Exhibit 12, the 2008 profitability performance of our top
quartile companies—which increased to about 17% by the end
of the year—dwarfed that of the bottom quartile. In our separate
analysis of small and medium-sized companies, there was also
a meaningful gap in profitability between the top and bottom
quartiles, reinforcing the idea that the top performing quartiles in
each of our size segments held the same advantages over the
bottom quartiles.

Also telling in its relation to profitability is liquidity. Exhibit 13,
“TPC Median Operating Cash Flow Ratio,” shows the dramatic
difference in cash flow between our top and bottom quartiles.
Even as our top 13 performers increased their cash availability
during a landmark credit crunch, the bottom quartile’s ability

to generate cash flow fell off a cliff. In other words, the cash

flow of our top quartile during the recession has remained fairly
consistent and even risen slightly, providing these companies with
ample liquidity as well as the room to think and act strategically.
According to Bill Schumacher, CFO of Sunny Delight, “Our cash
flow and our earnings and our staying power allowed us to focus
on making good choices with respect to how we wanted to go
forward with the business in this environment.”®

For this report, we spoke to several CPG executives separately
from our TPC analysis in order to gain additional perspective
on the issues facing all manner of CPG companies (quotes
used from these executives bear no relation to the identity

of our 52 ranked companies). The insights from these
conversations have been used throughout the report.
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Exhibit 12: TPC Median Net Operating Profit
after Tax (NOPAT) Margin
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Exhibit 13: TPC Median Operating
Cash Flow Ratio*
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As Puckett suggests, inventory is a major cash driver for Lance
and for many other CPG companies, and understanding where
these liquidity levers reside in the organization is critical to
maintaining adequate cash flow. In most organizations, cash
can be generated from a variety of sources: revenues, working
capital, capital assets, property holdings, various contracts and
sales agreements, and many other sources. Once these are
identified, companies can better forecast short-term cash flow.
“Cash flow is the single biggest measure that any CFO looks at,”
says Al Williams, CFO of Bush Brothers & Company. “So we
monitor cash going out very closely.”?®

The Medium Term

In the medium term, CPG companies are taking a broader
view of improving liquidity, using methods that range from
reducing capital expenditures to making advance purchases
of commodities that look reasonably well-priced. For a CPG
company with a global footprint, freeing up “trapped cash”
in overseas company locations has ramifications for both
operations and the tax team.

Duane Still, Coca-Cola’s CFO for North America, notes that

his company may manage costs by purchasing commodities

like aluminum well in advance of production needs. “This is a
completely different environment from a commodity point of view
than last year,” Still says. “Like everyone else, we have to ask
ourselves if we should buy for the future at today’s prices.”?”

Generally, a broad plan to boost medium-term liquidity
might include:

e Tightly managing capital expenditures
¢ Renegotiating purchasing contracts
¢ Reviewing the supply base and real estate leases

e Improving cash, inventory, and raw materials forecasting

Results for the Food, Beverage, and Consumer Products Industry
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The Long Term

President Obama’s chief of staff, Rahm Emanuel, said in fall
2008 that “you never want a serious crisis to go to waste.”??
Similarly, management teams should view this crisis as their
own opportunity to examine long-term liquidity strength.

Over the long run, companies can reconsider their sources of
long-term liquidity, concentrate cash availability and centralize
cash planning, look beyond income tax savings to “indirect”
tax savings in areas like value-added tax and customs duties,
and ensure that they have access to a diversification of
banking sources.

It’s also helpful in this kind of economic environment to look

at overall debt structure and capital structure for the long term.
For example, does a company have the right mix of short- and
long-term debt? Floating debt versus fixed debt? As illustrated

in Exhibit 22, for example, the top quartile of our Top Performing
Companies index (see “The Best of the Best,” p. 10) has moved
to a higher relative proportion of short-term debt versus long-
term debt, signaling how much more dependent companies have
become on short-term borrowing given cash flow demands, rela-
tive availability of debt, and the increasing cost of borrowing.

Exhibit 22: TPC Median Short-Term Debt to
Long-Term Debt Ratio
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Section 1: Rewarding Resilience

Having solid long-term liquidity (as opposed to simply having
ample cash on hand to cover operations) allows companies to
gain competitive advantage over cash-strapped competitors. In
the case of Lance, Inc., that meant having the ability to recently
acquire the Archway brand. “We’re in the enviable position as it
relates to the cost of debt, and because of that we have the
opportunity to acquire something if we think it is consistent
with our strategy,” says Lance CFO Puckett.?

A Reflection of Business Health

While managing liquidity is important, a company’s cash
condition is really a mirror reflecting the enterprise’s over-

all health. A lackluster business model coupled with a feeble
economy can result in poor corporate liquidity. Conversely, if a
business is well managed, has adequate cash cushions in place,
and monitors its debt level, liquidity will usually take care of itself.

Found Money

One potential internal source of working capital for CPG
companies is prior-year income tax payments. Some of these
payments can be recouped by filing income tax refund claims
based on net operating loss carrybacks. Carrying back losses
to a particular year allows a company to offset taxable income
generated in that prior year, resulting in a cash refund of taxes
previously paid.

While most companies are aware of this practice, some might
not know that certain types of net operating losses are allowed
to be carried back ten years, rather than the typical two. The
availability of a ten-year carryback period potentially allows
more current-year losses to be carried back.

What constitutes a specified liability loss is not always
entirely clear, and is subject to case-by-case facts and
circumstances. Generally, they fall into one of two categories:
product liability losses and deferred liability losses. A product
liability loss includes liabilities for damages stemming from a
product that causes physical injury or emotional harm to
individuals, or damage to property.

Deferred liability losses cover a broader range of liabilities.
They relate to liabilities resulting from workers’ compensation
payments and to the remediation of environmental
contamination, among other items.

Product Liability Losses in the CPG Industry

One of the more common exposures for CPG companies is
to product liability claims, and the number of these claims
is on the rise.

The following two examples help illustrate the type of
scenario in which a product liability claim might arise. In the
first example, a beverage retailer sells a drink to a customer,
which results in harm to that customer. The customer sues for
damages and is awarded $1,000,000, which the retailer pays.

In the second example, a widget manufacturer sells a batch

of widgets to a company. Subsequently, the widgets explode
due to a defect and destroy the company’s new office building.
The purchasing company sues the widget maker for damages
and is awarded $1,000,000, which the manufacturer pays.

Depending on the other facts and circumstances, the amounts
paid in the examples above might be considered payments

on account of product liability. It is also important to know that,
in these examples, any liabilities associated with injuries while
manufacturing, delivering, installing, or testing the product
would generally not qualify as product liability claims in the
context of specified liability losses, because such claims
generally must relate to incidents that occur after the

company has relinquished possession of the product.

Can Your Company Take Advantage of
These Favorable Tax Provisions?

A simple checklist can help determine whether or not a
company might be able to generate liquidity through a ten-
year carryback and a refund of previous taxes paid due to a
specified liability loss. Particularly in today’s market, spending
a little time researching this issue could result in a much-
needed boost to working capital.

A Specified Liability Loss Checklist
o Does the company have a history of taxable income?
O Has the company experienced any recent tax losses?

O Are any of the recent tax losses related to product
liability losses, environmental remediation
expenditures, or workers’ compensation claims?

18




Battening Down the Hatches

Retailers Change Tack in the
Midst of Economic Storm

In last year’s version of this report, we noted that “sluggish

U.S. economic growth, a weak dollar, and declining consumer
confidence” was prevailing upon savvy retailers to devise a

“new formula” for success. One year later, while this new formula
is still a work in progress, it’s clear that retailers responded well in
2008 to conditions that few could have anticipated.

More a Tsunami than a Storm

Among the many “all-time lows” that have defined this
recession came a report in February 2009 that the Consumer
Confidence Index had hit its lowest mark since the Index
began, in 1967.% It’s hardly surprising that, as they have for
CPG manufacturers, 2008 shareholder returns and sales
growth for the retail industry have declined.

Yet, retailer median sales growth was still about 9% for 2008,
nearly the same level achieved in 2007 (Exhibit 23). Why?
Primarily because retailers responded to market conditions by
providing consumers with the value-oriented products they want,
and made appropriate price adjustments related to a mid-year
spike in commodity prices.

To gain a bit more understanding of how the retail industry
performed by segment, we broke out grocery retailers from the
rest of the CPG retailing universe of companies. While it’s clear
that grocery retailers fared worse than their CPG retailing peers—

Results for the Food, Beverage, and Consumer Products Industry
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who registered nearly 10% growth—grocery retailers still
managed median sales growth of about 5% (Exhibit 24).

Several industry executives we spoke to for this report believe
that value-oriented products will remain critical to retailers’

and CPG companies’ shared success. International Flavors &
Fragrances (IFF) Chairman and CEO Robert Amen puts it this
way: “Affordability is important. But it’s not about cheapness—
it's about affordability. There needs to be improved functionality
and differentiation.”s

Wal-Mart Remains the Game-Changer

While many supermarket chains are experiencing declining
same-store sales, Wal-Mart is benefiting from the economic
slowdown as shoppers flock to big-box stores that offer lower
prices and one-stop shopping.

With more than 3,600 stores nationally,®> Wal-Mart Stores,

Inc.’s U.S. operations (excluding Sam’s Club) reported a same-
store sales increase of 2.8% for the period of November 2008

to January 2009% —a strong performance for a recessionary
period, especially considering the number of shopper trips

made per household was down 2.9% during that timeframe.3
Moreover, approximately half of Wal-Mart Stores, Inc.’s U.S.
sales (excluding Sam’s Club) are in categories where it competes
directly with food retailers,* a fact that makes conventional
supermarkets’ operating environment all the more challenging.

How exactly are supermarkets responding? The best are
certainly not sitting still and watching their market share
decline. Instead, they are undertaking several key initiatives
to drive improved performance.

Exhibit 23: Median Net Sales Growth,
Retailers vs. Manufacturers
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Exhibit 24: Median Net Sales Growth,
Grocery vs. Other Retailers
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Section 1: Rewarding Resilience

CPG Companies Can Help Retailers
Achieve Differentiation

In a recent PwC study, more than 75% of retailers acknowledged
that they have a long way to go in differentiating themselves.3®
Manufacturers can be a crucial partner in this endeavor.

CPG companies are working with retailers on stock-keeping

unit (SKU) rationalization, shelving priorities, and pricing

strategy formulation. In one specific example, manufacturers

can potentially leverage their market and shopper data to
provide retail customers with insights to improve category
business planning.

A factor in any conversation about CPG-retailer collaboration
is, of course, private label programs. While the private label
phenomenon has not been as explosive in North America as
in Europe —where approximately 45%% of retail sales go to
private brands—it’s still a dynamic that manufacturers must
consider as they work with retail partners.

For the average conventional supermarket chain, private label
now accounts for approximately 19% of total sales, up from
about 17% just a couple of years ago.® It is our expectation that
this rate will climb over the next few years as new consumers are
persuaded to try private label brands due to the low price points
and improved quality. It is very likely that the trend toward private
label products is a long-term one, as the category had slowly
been gaining traction even before the recession.

Although the growing success of private label will affect national
brands, both manufacturers and retailers should seize the
opportunity to collaborate and ensure that store shelves contain
excellent private label and national brand items in a time when
shoppers are looking for value. Earlier this year, Costco began
telling its suppliers that it will be eliminating national brands

in favor of its private label, if pricing relief is not offered.® As
PepsiCo’s Goodman puts it, “Manufacturers and retailers have
the shared interest of growing consumer volume.”°
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Revisiting Pricing Strategies

In a downturn, price often overtakes location as the key reason
for choosing a place to shop as consumers search for value.

If a retailer sets prices too low, it's leaving margin dollars on
the table. If it sets prices too high, it runs the risk of driving
consumers to seek more affordable options (see Exhibit 25).

This has been an even more complicated calculus since early
2008, when commodity prices entered a period of particular
volatility. For example, some manufacturers locked in long-term
supply contracts for commodities that have since declined in
price. On the other hand, various commodities have remained
quite high, as Bert Alfonso of Hershey pointed out when he
spoke to us for this report. “It’s true that commodity inflation
has leveled off —particularly in energy—but you still have to
look at individual commodities, many of which are still pretty
elevated,” Alfonso says.*! The bottom line is that commodity
price volatility can provide pricing headaches for both CPG
companies and retailers.

In one response, retailers are today seeing the wisdom of
deeper discounts on fewer items. Conventional retailer wisdom
holds that waves and waves of sales tags in a store create the
impression that bargains are everywhere, but retailers have
found that they are better off putting fewer items on sale and
discounting them deeper.

Exhibit 25: Median Gross Margin
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Exhibit 26: Median Inventory Turnover,
Retailers vs. Manufacturers
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Exhibit 27: Median Inventory Turnover,
Grocery vs. Other Retailers

Exhibit 28: Median Cash Conversion Cycle
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Optimizing Inventory Levels

With credit markets tightening, retailers are also trying to free
up cash. Unlike manufacturers, which have multiple sources

of cash to impact, retailers’ primary lever for moving short-
term cash is improving their inventory replenishment processes,
both in stores and in distribution centers. One grocer we
interviewed was able to eliminate its short-term debt by
automating ordering processes.*?

Better inventory management results in a stronger balance sheet,
not to mention customers happy to find that the products they
like are in stock. Exhibit 26 shows that, as one would expect,
retailers maintain a higher inventory turnover than manufacturers,
and thus a lower number of days inventory outstanding.

Refining this analysis for grocery retailers as compared to
other CPG retailers, we see both increasing inventory
turnover for 2008 (see Exhibit 27).

Retailers are clearly becoming more aware that inventory
management is one of the keys to better cash management,
and thus to a better and more profitable business. In fact, by
increasing inventory efficiency, extending payables, and
better managing receivables, retailers’ cash conversion cycle
went down significantly between 2007 and 2008 (Exhibit 28).

Cautious Optimism

Retailers have managed to grow amidst a deep recession by
responding to consumers’ demand for value, developing the
agility to better adjust inventory, and managing their balance
sheets. But when the economy bounces back, good “defense”
won’t be enough. Retailers and manufacturers need to work
together to forge solutions for a new foundation for growth.
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Section 1: Rewarding Resilience

“Core” Values

Conversations with Don Mulligan and Bert Alfonso

When it comes to resilience, two of the giants of American business have traditionally
been General Mills, Incorporated and The Hershey Company. General Mills traces its
history to 1866, and Hershey has been providing chocolate since 1894. While the U.S.
and much of the world is currently mired in recession, both of these companies saw
solid results across their brand portfolios in 2008 and into 2009.

As part of our research for this project, we recently spoke separately with Don Mulligan,
Executive Vice President and CFO for General Mills and GMA CFO Committee Chair,
and Bert Alfonso, CFO for Hershey and GMA CFO Committee Vice Chair.

Don Mulligan

Bert Alfonso

Is the flagging economy causing consumers
to trade down? If so, what are the impacts
on your businesses and where do you see

Along similar lines, have you experienced an
increase in business, given that Americans are
reportedly eating out much less often these days?

market opportunities”?

Don: As an industry, we are certainly benefiting from the

Don: We're seeing growth in our baking divisions that we decline in restaurant business. It’s helping to accelerate
haven’t seen in years, because not only are people some of our category growth rate and our funfjamental
trading down to the grocery store, they are also trading growth rate. As fqr the cauge of the trend, | think there
down within the grocery store. For example, instead of are a couple of things coming together at once. Part of
going to the in-store bakery and buying a réady—made it is the uncertain economic times. But there are also
cake, they are buying our Betty Crocker mix. In some some longer-term demographic shifts that we think are
cases, they are economizing even more by buying playing a factor. As people age, fqr ?Xamp'?’ they eat
flour—our retail flour business is showing double-digit out less often; also, women'’s participation in the
top-line growth. workforce has leveled off.

Bert: Bert: If American families are eating at home more, they
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You can see some trading down in the current market
for premium chocolate. We have a small part of our
portfolio that’s dedicated to the premium space, our
Scharffen Berger line. Perhaps unique to the confection
industry, however, is that for chocolate, the private label
segment is pretty small.

are obviously shopping more in food stores or
spending a greater part of their disposable income

on groceries. That shift benefits our category and it
benefits food manufacturers in general. We benefit
greatly because grocery stores and other major outlets,
of course, carry our brands and we have strong
merchandising capability. We also benefit from the
impulse nature of confection, whether it’s at the front
end of the store or in the candy aisle.
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Retailer Performance Data

This section contains charts illustrating the 2008 performance of
CPG retailers as a whole. Since the fourth quarter of 2008, the
main storyline concerning retailers in the financial and business
press has been the precipitous drop in U.S. consumer confidence,

which presumably drives retail sales.

And, sure enough, 2008 shareholder returns and sales growth for
CPG retailers declined year-over-year. But the retail sector’s ever-

2009 Financial Performance Report

For example, median sales growth for CPG retailers was about
9% for 2008, just short of that achieved in 2007. As for grocery

retailers specifically, they registered median sales growth of
about 5%, lower than the overall CPG retailing sector but a
positive result nonetheless (see Exhibit 24, p. 19). By working
with manufacturers to quickly get value-oriented products on

shelves, as well as making judicious price adjustments related
to a mid-year spike in commodity prices, retailers were able to

in decades.

increasing agility has allowed it to avoid a worst-case scenario.

Exhibit 47: Retailers: Comparison to Manufacturers Data
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Company Choice

The companies analyzed in the Financial Performance Metrics
section were identified as companies that operate in the CPG
manufacturing or retail industries. This designation is generally
based on a company’s primary industry, identified using the North
American Industry Classification System (NAICS) as designated
by each company and reported in Reuters.

Manufacturers

A core group of NAICS codes was used to categorize companies
according to CPG industries, including food, beverage, and
household products manufacturing activities. After reviewing this
list, we excluded a handful of companies, either because they
predominantly do business outside the U.S. or because their
primary activities did not align with the CPG sector. Additional
food, beverage, and household products companies were
included in the analysis based on the nature of their products,
given diverse manufacturing activities.

Exhibit 52 lists the manufacturer NAICS codes and NAICS code
descriptions by sector used in the Financial Performance Metrics
section of this report.

Results for the Food, Beverage, and Consumer Products Industry
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Retailers

A group of core NAICS codes that represent GMA retail activities
were identified, and used to generate a list of retail companies
for inclusion in the analysis. To gain more understanding of how
the retail industry performed by segment, we broke out grocery
retailers from the rest of the CPG retailing universe of companies
based primarily on the NAICS code designation for the retailer.

Exhibit 53 lists the retailer NAICS codes and NAICS code
descriptions by sector used in the Financial Performance Metrics
section of this report.

Exhibit 53: Distribution of Retailer NAICS Codes
by Sector

NAICS | NAICS Description

Supermarkets and Other Grocery

RE (except Convenience) Stores

445120 Convenience Stores

445299 All Other Specialty Food Stores

446110 Pharmacies and Drug Stores

446120 Cosmetics, Beauty Supplies, and Perfume Stores
446191 Food (Health) Supplement Stores

446199 All Other Health and Personal Care Stores
447110 Gasoline Stations with Convenience Stores
452910 Warehouse Clubs and Superstores

452990 All Other General Merchandise Stores
453910 Pet and Pet Supplies Stores
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Appendix A: Financial Performance Metrics Methodology

Data Preparation and
Metric Construction

The following data preparation steps were necessary before
calculating financial metrics.

Currency exchange rates were applied to financial data fields de-
nominated in non-U.S. currencies. Conversions were computed
based on the annual averaged exchange rate for each fiscal year
operating period.

Companies that changed their reported fiscal year starting and
ending dates for at least one of the reporting periods resulted

in duplicate data across fiscal years. The duplicate fiscal year
observation was removed by annualizing the reported financials
where necessary.

Data elements associated with companies that have reporting
periods markedly different from the standard length of a calendar
year (i.e., 12 months or 52 weeks) were either annualized

or dropped.

Data used to calculate metrics presented in this report was
compared with 10-K filings for selected firms to check
for inconsistencies.

The quartiles were determined based on the companies with
reported data for each financial metric. Definitions for each
metric can be found in Appendix C.

Data Reporting

Reported results utilize median figures in order to reduce the
effect of performance outliers on the overall metrics. When
the count of companies with reported data is large enough,
we also report quartile figures at the 25th and 75th percentile
observations.

Firms with more than US$10 billion in net sales in their most
recent reported fiscal year were included in the industry bench-
mark among the results for the large firms. They have also
been highlighted in a separate very large grouping.

Other size-based segmentations were defined using the bench-
marks noted in Exhibit 54.

Exhibit 54: Size Segmentations for Financial
Reporting Metrics

Very Large Manufacturers net sales > $10B

Large Manufacturers net sales > $4B

Medium Manufacturers $500M < net sales < = $4B

Small Manufacturers $50M < net sales < = $500M

Companies with net sales of less than $50 million for the most
recent reported fiscal year were excluded.

Counts for the number of manufacturers included in each size-
and industry-based segment are included in Exhibit 55.

Exhibit 55: Manufacturing Companies by Industry Size and Segment

Beverage

Medium

TOTAL
32

Large (Very Large)

Food 31

28 27 (17) 86

Household Products
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Appendix B: Manufacturer Company List

AgFeed Industries, Inc.

Agria Corporation (ADR)
Ajinomoto Co., Inc.
Alberto-Culver Company

Alcoa Inc.

Allied Domecq PLC (ADR)
American Dairy, Inc.

American ltalian Pasta Company
Anheuser-Busch Companies, Inc.
Archer Daniels Midland Company
Ascendia Brands, Inc.
Associated British Foods plc
Avon Products, Inc.

B&G Foods, Inc.

BASF SE (ADR)

Basic American Foods, Inc.
Birds Eye Foods, Inc.

Bridgford Foods Corporation
Brown-Forman Corporation
Bunge Limited

Bush Brothers & Company
Cadbury plc (ADR)

Cagle’s, Inc.

Campbell Soup Company

CCA Industries, Inc.

Chiquita Brands International, Inc.

CHS Inc.
Church & Dwight Co., Inc.
Coca-Cola Bottling Co.
Consolidated
Coca-Cola Enterprises Inc.
Coca-Cola FEMSA, S.A.B.
de C.V. (ADR)
Coca-Cola HBC S.A. (ADR)
Coffee Holding Co., Inc.
Colgate-Palmolive Company
ConAgra Foods, Inc.
Constellation Brands, Inc.
Cott Corporation (USA)
Craft Brewers Alliance, Inc.
Cruzan International, Inc.
Cuisine Solutions, Inc.
Dakota Growers Pasta Co., Inc.
Darling International Inc.
Dean Foods Company
Del Monte Foods Company
Del Monte Pacific Limited
Diageo plc (ADR)
Diamond Foods, Inc.
Doane Pet Care Company
Dole Food Company, Inc.
Dr Pepper Snapple Group Inc.
Dreyer’s Grand Ice Cream
Holdings Inc.
DSG International Limited
Ecolab Inc.
Elizabeth Arden, Inc.

Energizer Holdings, Inc.

Exide Technologies

Farmer Brothers Co.

Flowers Foods, Inc.

Fomento Economico Mexicano SAB (ADR)

Foster’s Group Limited

General Mills, Incorporated

Georgia-Pacific Corporation

Gold Kist Inc.

Golden Enterprises, Inc.

Gordon Biersch Brewery
Restaurant Group, Inc.

Greatbatch Inc.

Green Mountain Coffee
Roasters Inc.

Groupe Danone SA (ADR)

Gruma S.A.B. de C.V. (ADR)

Grupo Industrial Maseca SA de CV (ADR)

H.J. Heinz Company

Hanover Foods Corporation

Hansen Natural Corporation

Heineken N.V. (ADR)

Hormel Foods Corporation

Imperial Sugar Company

Inter Parfums, Inc.

International Multifoods
Corporation

Interstate Bakeries Corp.

Inventure Group Inc.

J&J Snack Foods Corp.

Jamba, Inc.

Jarden Corporation

John B. Sanfilippo & Son, Inc.

Johnson & Johnson

Kellogg Company

Kerry Group PLC

Kimberly-Clark Corporation

Kirin Holdings Company, Limited (ADR)

Kraft Foods Inc.

Lancaster Colony Corp.

Lance, Inc.

Land O’Lakes, Inc.

L’Oreal

Marine Harvest ASA

Maui Land & Pineapple Co.

McCormick & Company, Incorporated

Medifast, Inc.

Merisant Company

MGP Ingredients, Inc.

Molson Coors Brewing Company

Monterey Gourmet Foods, Inc.

National Beverage Corp.

Nestlé SA

Novartis AG (ADR)

Otis Spunkmeyer Holdings, Inc.

Overhill Farms, Inc.

Owens-lllinois, Inc.

2009 Financial Performance Report

Parlux Fragrances, Inc.

Peet’s Coffee & Tea, Inc.
PepsiAmericas, Inc.

PepsiCo, Inc.

Physicians Formula Holdings, Inc.
Pilgrim’s Pride Corporation
Pinnacle Foods Finance LLC
Playtex Products, Inc.
Premium Standard Farms, Inc.
Provena Foods Inc.

Ralcorp Holdings, Inc.

Reckitt Benckiser Group Plc
Reddy Ice Holdings, Inc.
Revlon, Inc.

Rica Foods, Inc.

SABMiller plc

Sanderson Farms, Inc.

Sara Lee Corp.

Seaboard Corporation
Seneca Foods Corporation
Shiseido Co. LTD. (ADR)
Smart Balance, Inc.

Smithfield Foods, Inc.

Solo Cup Company

Synutra International, Inc.
Tasty Baking Company

Tate & Lyle PLC (ADR)

The Boston Beer Company, Inc.
The Clorox Company

The Coca-Cola Company

The Estee Lauder Companies Inc.
The Gillette Company

The Hain Celestial Group, Inc.
The Hershey Company

The J.M. Smucker Company
The Pepsi Bottling Group, Inc.
The Procter & Gamble Company
The Robert Mondavi Corp.
The Topps Company, Inc.
Tootsie Roll Industries, Inc.
TreeHouse Foods Inc.

Tyson Foods, Inc.

Ultralife Corp.

Unilever plc (ADR)

Vermont Pure Holdings, Ltd.
Vina Concha y Toro S.A. (ADR)
Wm. Wrigley Jr. Company
Wyeth

Zep, Inc.
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Appendix C: Definitions

Beverage manufacturers

Manufacturers of beverage products, including breweries,
distilleries, and wine producers.

Book capital
The sum of total debt and the book value of equity.

Cash conversion cycle

Sum of days sales outstanding and days inventory outstanding
minus days payable outstanding for the same fiscal year.

Cost of goods sold

The total cost of the inputs to producing products, including
excise tax payments.

CPG manufacturers (referred to in this report as
“manufacturers”)

Companies that manufacture food, beverage, and household and
personal care products.

CPG Market Weighted Index

This index is comprised of 101 CPG companies that were actively
traded on U.S. stock exchanges from January 1, 2006, through
December 31, 2008. A market-weighted methodology was
applied in computing the index. The value of the CPG Index at
the end of each month represents the aggregate total of market
capitalization of each of the companies present in the CPG Index.
For a given company, the market capitalization was computed

as the product of closing monthly price and the average of

the reported and previous fiscal year’s total common shares
outstanding. The one-year index through April 2009 included the
same group of companies, as available.

CPG retailers (referred to in this report as “retailers”)

Companies that sell manufactured food, beverage, and
household and personal care products.

Current ratio

Current assets for a reported fiscal year divided by the current
liabilities for that same year.
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Days sales outstanding

The average of the previous fiscal year’s and reported fiscal
year’s accounts receivable divided by the reported fiscal year’s
average daily net sales.

Debt-to-equity ratio

Total debt for a reported fiscal year divided by the total book
equity for that same year.

EBIT
Earnings from continuing operations, before interest and taxes.

EBITDA
Earnings before interest, taxes, depreciation, and amortization.

Economic profit

Economic profit spread is calculated by taking return on invested
capital (ROIC) and subtracting the weighted average cost of
capital (WACC).

Effective tax rate

Income tax divided by earnings before tax for the same
fiscal year.

Food manufacturers

Manufacturers of food products, including dry coffee and tea
producers; frozen fruit, juice, and vegetable producers; and dry,
condensed, and evaporated dairy product manufacturers.

Free cash flow as a percentage of sales

One-year, three-year, or five-year cumulative cash from operating
activities, less capital expenditures plus cash interest paid as a
percent of cumulative net sales, for the same time period.

Gross margin

Ratio of net sales minus cost of goods sold to net sales, for the
same fiscal year.

Household products manufacturers

Manufacturers of household and personal care products, includ-
ing primary battery producers and dog and cat food producers.



Interest coverage ratio

EBIT for a reported fiscal year divided by interest expense on
debt for that same year.

Inventory turnover

Cost of goods sold for a reported fiscal year divided by the
average of the previous fiscal year’s and reported fiscal year’s
total inventory.

Large companies

Companies with greater than $4 billion in net sales in their last
reported fiscal year.

Market capital
Sum of total debt and total market value of equity.

Medium companies

Companies with greater than $500 million and less than or equal
to $4 billion in net sales in their last reported fiscal year.

Net sales
Net revenue as reported by a company.

Return on average assets

EBIT for a reported fiscal year divided by the average of the
previous fiscal year’s and reported fiscal year’s total assets.

Return on invested capital

Net operating profit after taxes for a reported fiscal year divided
by the average of the previous fiscal year’s and reported fiscal
year’s book capital.

Return on market capital

EBITDA for a reported fiscal year, divided by the average of the
previous fiscal year’s and reported fiscal year’s market capital.

Return on sales

EBIT for a reported fiscal year divided by net sales for that
same year.

Results for the Food, Beverage, and Consumer Products Industry
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Sales per employee

Net sales for a given year divided by the average of the previous
year’s and reported fiscal year’s total number of employees.

Selling, general, and administrative (SG&A) expense as a
percentage of sales

Ratio of selling, general, and administrative expense to net sales,
for the same fiscal year.

Shareholder return

Annualized percentage return from stock prices and reinvested
dividends for a fiscal year-end.

Short-term to long-term debt ratio

Short-term debt for a reported fiscal year divided by long-term
debt for that same year.

Small companies

Companies with greater than $50 million and less than or equal
to $500 million in net sales in their last reported fiscal year.

Total debt

Total debt outstanding including notes payable/short-term debt,
current portion of long-term debt/capital leases, and total long-
term debt.

Very large companies

Companies with greater than $10 billion in net sales in their last
reported fiscal year.
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