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Food Industry Comment:

Del Monte Foods (DL M-$8.95)

Dividend/ Shares 12-Mo. 12-Mo.
F2008 F2009E F2010E Yield Out. (mil.) Range Target
EPS (a) $0.66 $0.74 $0.83 $0.20 198.3 $9-$5 $11-$12
P/E - - 10.8x 2.2%

(8) April fiscal years. Excludes nonrecurring gains and charges. Continuing operations.

Del Monte finished its April 2009 fiscal year with a strong fourth quarter, as sales and EPS
increased by an impressive 21% and 46%, respectively, in both cases to new all-time highs.
Both figures reflected the inclusion of an extra 14™ week, but management states that the impact
on earnings was fully offset by a significant increase in marketing expenditures. For the year as
awhole, salesrose 14%, to $3.6 billion, and EPS gained 12% to $0.74 versus $0.66 in F2008.

Management has done a good job of passing on inflationary cost increases, while emphasizing
stepped-up marketing investments to build its brands. The company faces relatively easy
earnings comparisons in the first two quarters of F2010 ($0.04 loss, $0.14 earnings last year),
and management’s stated EPS expectation of $0.76-$0.80 appears conservative. Although the
shares are trading near their recovery high, they remain inexpensive. Moreover, we are
favorably impressed by management’s more aggressive emphasis on building the business. We
are maintaining our “1” (Strong Buy) rating, and are raising our 12-month target price from $9-
$10 to $11-$12. Including the recently increased dividend, that would represent a total return of
25%-36%.

In its 2002 fiscal year, DLM had sales of $1.7 billion. The evolution of the company since then
began in December, 2002, with the purchase of certain businesses from H.J. Heinz Company,
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including StarKist tuna; 9Lives, Kibbles ‘n Bits, Pup-Peroni, Snausages and Pounce pet foods
and snacks; and private label soup and infant feeding products. The transaction increased
DLM’s annual sales by about 50%. The soup and infant feeding businesses were sold to
TreeHouse Foods, a private label specidist, in April, 2006. In the meantime, DLM was in the
process of a magjor expansion of its pet foods business, with the purchase of the Meow Mix and
Alley Cat brands, in May, 2006, and the Milk-Bone brand, in July, 2006. Along the way,
StarKist experienced difficulties, and it was sold to a Korean company in June, 2008. Results for
DLM’s 2008 fiscal year were restated to reflect the tuna business as a discontinued operation.

The net result of these acquisitions and divestitures is that while Del Monte's traditional canned
fruit and vegetable businesses (Consumer Products) continue to grow and prosper, the faster-
growing and higher-margin Pet Products now account for 46% of DLM’s $3.6 billion of annual
sales, and 53% of segment profits. Pet salesincreased 17% in the April, 2009, fiscal year, versus
12% for Consumer, while the operating profit margins were 13.1% and 10.0% respectively.

In the April quarter, Consumer Products sales increased by a healthy 20%, or 11% excluding
the extra week. Pricing actions taken across the product portfolio to offset inflation played a
role, but volume growth in existing vegetable and tomato products, as well as new products, also
contributed. Segment profits rose by a healthy 55%, reflecting cost reduction actions and price
increases, partly offset by increased marketing expenditures, in line with management’s
Accelerated Growth Plan strategy.

Pet Products sales for the quarter were also strong, up nearly 22%, or 13% adjusted. The
increase was driven by pricing actions, as well as volume growth for dry pet foods. New
products under the Meow Mix and Kibbles ‘n Bits brands also contributed. F4Q operating
income for the segment rose only 7.5%, reflecting an $11.7 million writedown of secondary
trademarks and the absence of prior-year insurance proceeds. We estimate that absent those two
items, profits would have been up about 30%. Cost reduction actions exceeded the impact of
higher ingredient costs. Marketing expenditures increased, with a particular emphasis on the
Pup-Peroni and Milk-Bone snack brands, as part of the Accelerated Growth Plan.

Looking ahead to F2010, management expects that pricing and productivity should again exceed
inflation. Marketing expenditures will increase again, and will be double those of F2008. The
gross margin is expected to be 100 basis points above those of the past year, reflecting pricing
and productivity gains. The first quarter ending in July is always the low point of the year, but
Pet Products had particularly weak profits a year ago, and the bottom line should show a healthy
improvement on last year's $0.04 per share loss. Both segments face easy comparisons in the
October quarter, while January will be more of a challenge. Inthe April period, leaving aside the
impact of one less week in F2010, Consumer Products had a stellar quarter in F2009, but Pet
Products results were affected by a writedown, and should return to normal.
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Analyst’s Certification

| Robert J. Cummins certify that the views expressed in this research report accurately reflect my
personal views about the subject companies and their securities. | also certify that | have not
been and will not be receiving direct or indirect compensation in exchange for expressing the
specific recommendations in this report. Other Del Monte Foods reports issued by me are:
1/12/06 ($10.4) — Strong Buy — Target $13-$14; 3/30/06 ($11.90) — Strong Buy — Target $14-
$15; 6/15/06 ($11.30) — Strong Buy — Target $14-$15; 7/26/06 ($10.50) — Strong Buy — Target
$14-$15; 9/15/06 ($10.20) — Strong Buy — Target $14-$15, 12/7/06 ($11.25) — Strong Buy —
Target $14-$15; 3/19/07 ($11.15) — Strong Buy — Target $14-$15; 6/27/07 ($12) — Strong Buy —
Target $15-$16; 9/5/07 ($10.60) — Strong Buy — Target $14-$15; 12/19/07 ($8.80) — Strong Buy
— Target $12-$13; 3/4/08 ($9.15) — Strong Buy — Target $12-$13; 6/18/08 ($7.40) — Strong Buy
— Target $9-$10; 1/22/09 ($6.90) — Target $9-$10.

Important Disclosures

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 total return is expected to equal the average total return of the
analyst's industry coverage universe over the next 12 months.

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

Analyst’ s Ratings Distribution

% Investment Banking
Buy* 63% 0%
Hold | 37% 0%
Sl 0% 0%

*Includes companies rated “ Strong Buy” and “Buy.”

Unless otherwise specified, the time frame for price targets included in this report is 12 months.
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 a lower than expected price/earnings ratio.




Important Disclosures, continued
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The analyst and his household members hold positions in the common shares of the subject
company in various accounts.

Capital Management Associates holds positions in the common shares of the subject company in
managed accounts.

Neither Shields nor a director, officer or the research analyst has received any compensation for
products or services from the subject company in the past 12 months.

Other Disclosures and Disclaimers

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, has
been disclosed in the Important Disclosures section.

Investing isarisky 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 receiveit. 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’ sindividual circumstances and objectives.
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Other Disclosures and Disclaimers, continued

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.

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.
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