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2009 1n review

Grant Thornton Corporate Finance
LLC (GTCEF) is pleased to present its
quarterly Food & Beverage Industry
Snapshot. This year-in-review edition
contains commentary on key factors
that affected the food and beverage
industry in 2009 and a recap of trends
in mergers and acquisitions (M&A),
including a summary of industry stock
market performance. Also featured in
this publication is an outlook for 2010,
highlighting anticipated developments
within the industry.

Through 110 worldwide
offices, the professionals of Grant
Thornton International Ltd member
and correspondent firms serve
several hundred food and beverage
industry clients, ranging from global
conglomerates to middle-market

companies, in all sectors of the industry.

Grant Thornton Corporate Finance

teams have advised on more than 50 food
and beverage industry M&A transactions

over the past three years.

Overview

This past year has been particularly trying for
companies throughout the food and beverage
industry. Significant changes in commodity prices,
shifts in consumer preferences, fluctuating fuel and
input prices, and myriad other challenges have been
met with varying degrees of success by industry
participants. With an expected relative recovery in
2010, many are thankful for an end to a tumultuous
2009. However, the upcoming year will bring its
own set of obstacles. As we begin moving into 2010,
it is useful to review the past year and highlight key
trends within the food and beverage market.
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2009 recap

The economy started 2009 on already shaky ground and got
progressively worse as the subprime mortgage and housing
markets continued their collapse, taking with them a big
chunk of Wall Street and the accumulated wealth of millions of
people across the country. Following the turmoil, credit dried
up and the stock market tumbled, erasing nearly a decade of
growth. Fortunately, after bottoming out in March 2009, the
stock market began to recuperate, lending loosened marginally
and the economy showed signs of life, particularly in the later
months. Performance within certain industries, including

food and beverage, improved overall, yet the performance of
individual companies varied widely. Although momentum

has been positive, there is still significant progress to be made
both within the general economy and the food and beverage
industry. This comes as no surprise, considering that over

the past year, the food and beverage industry has weathered
many challenges.

Commodity prices rise

As illustrated in the chart below, prices of commodities
fluctuated by varying degrees in 2009. OPEC supply
reductions and perceived notions that the global economy
would make a fairly quick turnaround led to a 43% increase
in crude oil prices from November 2008 to November 2009.
Though this price hike was not nearly as dramatic as that of
2008, it created a notable effect on gas prices amid an already
strained economic climate. As such, wheat, corn and soybean
prices increased on average during the same time period,
though to a lesser degree. Recent news reports suggest that
the demand for corn will rise next year because of a greater
demand for ethanol and increased exports.

As the recession is further tempered, commodity prices
are generally expected to continue their rising trend. If this
prediction holds true, companies will push higher commodity
costs through the supply chain, resulting in nearly immediate
price hikes in retail food prices. Unfortunately, if commodity
prices drop, suppliers will not be so quick to pass those savings
on to consumers. Commodity price declines would have a
delayed impact on food and beverage price movements if
those declines are sustained. Therefore, it is unlikely that retail
prices will drop in proportion to any immediate decline in
commodity prices.
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Commodity price index
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Consumer preferences change

Consumers were forced to tailor their consumption habits and
limit their purchases of expensive food products in response

to the waning economy. A prominent example of this shift

is people increasingly eating at home rather than dining out.
Further, consumers eschewed pricey gourmet meals in favor
of fast food, frozen meals or canned goods. Private-label goods
grew in popularity as consumers saved money by avoiding
more expensive branded products.

Consumer habits in the food and beverage industry
continue to skew to healthier food options. The demand for
all-natural and organic food rose during 2009. In response,
U.S. food retailers increased their selection of organic produce,
dairy and meat items. A prominent example is the success of
Kellogg’s Kashi brand, a line of healthy organic food carrying
a distinct and recognizable name. Even within this expanding
organic market, low-cost organics sold under private labels
are becoming more popular as consumers remain conscious of
their budgetary restrictions.

Food safety remains a concern

Increased awareness of food safety was brought to the
forefront in 2009 as a result of the significant number of food
product recalls attributed to bacterial outbreaks. Throughout
the year, the Food and Drug Administration (FDA) recalled
a wide variety of popular food products, including those
associated with peanuts, beef and milk. In response to

these threats to public health, the FDA issued new food
safety regulations requiring both improved bacteria-testing
procedures in processing facilities and the implementation

of tracking systems that improve the ability to identify

a product’s point of origin. This call for more stringent
governmental oversight, together with a heightened sense

of public health awareness, resulted in great strides toward
minimizing food contamination.
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Food and beverage industry M&A activity
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M&A activity

Although the food and beverage industry withstood the
economic turmoil better than many other industries, it was
susceptible to the downturn nonetheless. The volume of M&A
transactions within the industry fell from 2008 levels; that drop
in volume was not surprising given the economic circumstances
and tight credit market. A total of 1,159 M&A transactions
closed in the food and beverage industry during 2009, down
32% from the 1,711 deals that transpired in 2008. In addition,
according to a GTCF analysis of food and beverage valuation
trends, average valuation levels fell from 7.8x EBITDA in 2008
to 6.6x in 2009. While the food and beverage industry has
historically been rather resilient in the face of subpar economic
performance, these metrics demonstrate that even this industry
is not entirely immune to severe economic conditions.

As discussed above, nearly 1,200 food and beverage
transactions were consummated in 2009. Many of the targets
involved in these transactions were either distressed or had
highly strategic motivators. A few notable transactions that
have been finalized or announced this past year include:

® Brazilian beef giant JBS agreed to acquire a majority stake
in ailing Texas-based poultry company Pilgrim’s Pride
for $800 million in September 2009. This was after JBS
abandoned its planned acquisition of U.S.-based National
Beef Packing Co. because of antitrust issues.
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¢ FEven amid the adverse economic climate of 2009, Dean
Foods, the largest dairy processor in the United States,
steadily improved its operational performance as it took
advantage of relatively low input costs. In June 2009, Dean
moved to acquire Alpro, Europe’s leading food producer.
2010 may continue to be a positive year for the company,
especially since milk prices have been rising and are
expected to continue to increase throughout the year.

e A highly discussed transaction under review in 2009
was Kraft Foods’ attempt to acquire Cadbury, a UK-
based confectioner. This deal is still a work in progress,
as Cadbury insists that Kraft’s initial offer undervalued
the company. However, GTCF believes the companies
will ultimately come together and strike a deal. Should
this transaction close, it will reshape the snack and
confectionery market while creating fierce competition for
the current global leader in candy, Mars Inc.

Stock market performance

The GTCF Food and Beverage Index reflects data from food
and beverage industry participants that are broadly categorized
either as food processors, distributors or retailers, or as beverage
companies. This public-market information indicates that both
the S&P 500 and the GTCF Food and Beverage Index fell from
March 2008 to March 2009 along with the overall economy.
While the broader market fell almost 50 percent, the food and
beverage industry was affected to a lesser degree because of its
inherent ability to resist recessionary effects.

Food and beverage EBITDA multiples

Average metrics

% of 52-
week high

LTM
EBITDA %

Enterprise
value

Category

Food distributors 92.7% $5,305 4.3%

Food retailers 88.6% 19,067 13.6%
Food processors 94.5% 40,707 15.8%
Beverage companies 92.9% 30,522 21.4%
Average 92.2% $23,900 13.8%

As of 12/31/09
Sources: Public company filings; certain information taken from Capital IQ
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Three-year comparison: GTCF Food and Beverage Index vs. S&P 500
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After bottoming out in March 2009, stock market
performance of companies within each of the indices began
to improve. Food distributors, retailers and processors and
beverage companies outperformed the S&P 500 due to
continued demand for staple foods and less expensive food
offerings. Still, neither index has reached the levels that were
attained in late 2007.

As shown in the chart below, EBITDA multiples have
mirrored the GTCF Food and Beverage Index performance.
Multiples fell from 2007 to 2008, but rebounded slightly
over the past year. During 2009, food distributors in the
GTCF Food and Beverage Index traded at approximately
7.4x EBITDA, food retailers traded at about 8.4x EBITDA,
food processors traded at around 9.8x EBITDA, and beverage
companies traded at 10.6x EBITDA.
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Historical metrics
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2010 outlook

2010 is sure to bring a host of new challenges and, we hope,
new opportunities. Commodity prices are expected to continue
their rising trend as the recession subsides and global activity
expands. Higher input costs will ripple through the supply
chain, driving the cost of retail food and beverages up. While
higher retail costs and supply-demand normalization will lead
to increased revenue for corporations, consumers will remain
on tentative ground after enduring one of the bleakest years
in recent times. The emphasis on frugal options is likely to
persist. Private-label food products of both the standard and
organic variety are expected to enjoy sustained popularity.
This is due in large part to mutual benefit; retailers can buy
private labels at lower prices, and therefore can afford to sell
such products to customers at reduced prices.

Though we realize that 2010 is bound to have its twists
and turns, we do not anticipate it to be as challenging as 2009
was for the food and beverage industry. Ultimately, we look
forward to a 2010 with less upheaval and regression. ®

Though we realize that 2010 is bound to have its twists and turns,

we do not anticipate it to be as challenging as 2009 was for the food
and beverage industry.

About Grant Thornton Corporate Finance

Grant Thornton Corporate Finance provides boutique investment banking services to privately held middle-market businesses
in the United States and around the world. As a recognized advisor on middle-market mergers and acquisitions, we offer a
range of investment banking services including sell-side advisory, buy-side advisory, management buyouts, restructurings

and capital raising.

Grant Thornton LLP provides investment banking services through its wholly owned broker-dealer subsidiary Grant Thornton

Corporate Finance LLC, member FINRA, SIPC.

About Grant Thornton LLP

The people in the independent firms of Grant Thornton International Ltd provide personalized attention and the highest quality
service to public and private clients in more than 100 countries. Grant Thornton LLP is the U.S. member firm of Grant Thornton
International Ltd, one of the six global audit, tax and advisory organizations. Grant Thornton International Ltd and its member firms

are not a worldwide partnership, as each member firm is a separate and distinct legal entity.

The factual statements and data from third-party sources contained herein are taken from sources believed to be reliable, but
such statements are made without representation as to accuracy or completeness or otherwise. Grant Thornton Corporate
Finance LLC does not engage in the business of recommending or effecting transactions in securities. The above information is
presented solely in connection with describing Grant Thornton Corporate Finance LLC's mergers and acquisitions services, and
should not be considered as constituting a research report or as providing information reasonably sufficient upon which to base

an investment decision.
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