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Food Industry Comment:

Dean Foods (DF-$35.30) last week announced plans to spin off the smallest of its three
business segments, the Specialty Foods Group, to Dean shareholders in a tax-free transaction.
This move should enhance Dean’s valuation, since it will eliminate a non-core business that is
oriented toward private label and foodservice products rather than branded lines, and that has had
a somewhat unpredictable record. On the other hand, the spinoff company may also prove
attractive to investors, in view of its significant recovery potential (operating income declined
35% in the first nine months of 2004), as well as the appointment of a new management team
that we consider one of the best in the food industry, having achieved a dramatic turnaround at
Keebler in the late 1990s. In the press release announcing the spinoff, Dean’s management
reiterated its expectation of 2005 EPS (including Specialty Foods) in the $2.20-$2.30 range,
indicating growth of 9%-14%, after a flat year in 2004 caused by high milk costs and other
problems. We reiterate our Strong Buy (“1”) on this dynamic company, and are raising our 12-
month target price from $38-$39 to $40-$41.

The Speciaty Foods Group, which was part of the “old” Dean Foods, acquired in December,
2001, has annual sales of about $700 million, or 7% of DF s total. Its businesses are relatively
mature, but it has typically had healthy operating margins in the low to mid-teens, well above
those of Dean’'s other two segments. It is believed to be the second largest producer of pickles
(after Vlasic) and of non-dairy powdered coffee creamers (after Nestle), but although it has some
regional brands, it is primarily a supplier of private label products to retailers and foodservice
customers. Its other lines include aseptic cheese sauces, puddings, peppers, dressings, liquid
coffee creamers, and egg substitutes. Its poor earnings performance in 2004 reflected high
ingredient, packaging and transportation costs, reduced earnings in pickles due to weak demand
and a late cucumber harvest, and the discontinuance and writeoff of a contract packing business.
Management is forecasting a recovery in 2005, with margins back to 12%-14% of sales
(equating to EPS of $0.37-$0.39 per DF share), compared with only 9.8% for the January-
September 2004 period.
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The spinoff will create a new publicly traded company with a debt-free balance sheet. It is
anticipated that the shares will be distributed in the third quarter of 2005. As mentioned, we are
particularly intrigued by the new management team for Specialty Foods, who have already
joined the company, and have invested $10 million of their own funds in the Specialty unit. The
two top officers are Sam Reed, Chairman and CEO, and David Vermylen, President and COO,
who took charge at Keebler in 1996, when it was operating in the red, and transformed it into
one of the fastest-growing companies in the food industry, culminating in its acquisition by
Kellogg in 2001. Based on our confidence in Messrs. Reed and Vermylen, we will consider
initiating coverage of the new company once it begins trading.

Meanwhile, the Dean Foods management continues to follow its strategy of leveraging the
infrastructure, expertise and cash flow of its fresh dairy products business, which is by far the
largest in that field, to build its Branded Products Group, which is its primary growth vehicle.
Having gained critical mass, with 2004 sales estimated at $1.1 billion, that segment is now
reporting significant profit improvement while continuing to spend aggressively on advertising
and promotion.

In the nine months ended September, Branded Products sales increased 70%, including interna
growth estimated at 32%, and the balance from the acquisition of Horizon Organic last January.

Operating income for the segment rose to $66.4 million, or 12% of the company total, up from
only $10.5 million (2%) a year earlier. For 3Q-04 alone, the Horizon brand registered unit
volume growth of 28%, while Silk rose 29%, International Delight 29%, and Land O’'Lakes
14%. The 3Q profit margin for the group reached a healthy 10.8% of sales, versus a small loss a
year earlier. We expect that 4Q results, to be reported on February 10", will show continued
strong sales and earnings progress in Branded Products, and are bullish on the prospects for 2005
and beyond.
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exchange for expressing the specific recommendations in this report. | have a position in the
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Guideto Investment Ratings and Target Prices:

Strong Buy (" 1"). The stock's total return is expected to exceed significantly the average total
return of the analyst's industry coverage universe over the next 12 months.

Buy (" 2"). The stock's total return is expected to exceed the average total return of the analyst's
industry coverage universe over the next 12 months.

Hold (Neutral) (" 3"). The stock's tota return is expected to equal the average total return of the
analyst's industry coverage universe over the next 12 months.

Sel ("4"). The stock's total return is expected to be below the average tota return of the
analyst's industry coverage universe over the next 12 months.

Unless otherwise specified, the time frame for price targets included in this report is 12 months.
Among the stocks we follow, 63% are rated Strong Buy, 6% Buy, 31% Neutral, and 0% Sell.

Our target prices are based on projected earnings for the following calendar year, and an
assumed price/earnings ratio in line with the company’s historical valuation or those of other
companies with similar businesses and prospects.

The principal risks to the achievement of our price targets, in addition to general market trends,
are disappointing earnings and alower than expected price/earnings ratio.
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Other Important Disclosures:

This research report and recommendations agree with the personal opinion of the analyst who
prepared this report.

Any financial interest that the research analyst or member of the analyst’ s household or any other
individual directly involved with the preparation of this report has in the subject company(ies),
has been disclosed in the analyst’ s disclosure section.

To the best of the research analyst’s and the firm’s knowledge, no holdings of the firm exceed
1% of the outstanding shares of any class of securities of the subject company(ies) mentioned in
this report.

Shields & Company has no investment banking activities and, as such, the analyst who prepared
this report has not received any compensation based on investment banking revenues.

To the best of the research analyst’s knowledge, neither Shields nor a director, officer or the
research analyst has provided services to the subject company(ies) during the past 12 months.

Shields & Company does not make a market in the securities of the company(ies).

To the best of the research analyst’s knowledge, no officer, director, employee or research
analyst of the firm, or a member of the research analyst’ s household, is an officer, director or
employee of the subject company(ies), nor does any officer, director, employee or research
analyst of the firm or member of the research analyst’s household serve in any advisory capacity
to the company(ies).

Shields & Company is not aware of any actual material conflicts of interest for the research
analyst, which the research analyst knows or has reason to know in the preparation of this report.

Investing is arisky activity and can lead to substantial losses. This report does not provide
individually tailored investment advice. It has been prepared without regard to the individual
financial circumstances and objectives of persons who receive it. The securities discussed in this
report may not be suitable for all investors. Shields & Company recommends that investors
independently evaluate particular investments and strategies, and encourages investors to seek
the advice of afinancial adviser. The appropriateness of a particular investment or strategy will
depend on an investor’s individual circumstances and objectives.

Thisreport is not an offer to buy or sell any security or to participate in any trading strategy.
Shields & Company and/or its employees not involved in the preparation of this report may have
investments in securities or derivatives of securities of companies mentioned in this report, and
may trade them in ways different from those discussed in this report. Derivatives may be issued
by Shields & Company or associated persons. The firm does not make a market in the shares of
the companies mentioned, has no relationship with them, and has not received any compensation
from them.
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Shields & Company makes every effort to use reliable, comprehensive information, but we make
no representation that it is accurate or complete. We have no obligation to tell you when
opinions or information in this report change apart from when we intend to discontinue research
coverage of a subject company.

Reports prepared by Shields & Company and its research personnel are based on public
information. Facts and views presented in this report have not been reviewed by, and may not
reflect information known to, professionals in other business areas.

Shields & Company research personnel conduct site visits from time to time but are prohibited
from accepting payment or reimbursement by the company of travel expenses from such visits.



