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Speaker:  Bob Cummins       Rating:  Strong Buy  
 
Food Industry Comment:   
 
Del Monte Foods (DLM-$10.60) 
 

    Dividend/ Shares 12-Mo. 12-Mo. 
 F2007 F2008E F2009E Yield Out. (mil.) Range Target 
EPS (a) $0.72 $0.78 $0.90 $0.16 205.7 $13-$10 $14-$15 
P/E -  13.6x  11.8x 1.5%    

 
(a) April fiscal years.  Excludes nonrecurring gains and charges. 

 
 
Del Monte continues to experience inflationary cost pressures, particularly for tunafish, and 
despite price increases and cost reduction efforts, management has reduced its EPS guidance for 
the April 2008 fiscal year from $0.78-$0.82, before one-time items, indicating growth of 8%-
14%, to the low end of that range.  While that is obviously disappointing, it is more than 
reflected in the price of the stock, and we continue to believe in DLM’s ability to generate 
substantially higher profits as commodity costs ease and as the Pet Products segment, now 62% 
of operating income, continues to gain in importance.  We believe that purchases at the current 
price will prove highly rewarding over time, and are reemphasizing our “1” (Strong Buy) rating, 
although we are reducing our 12-month target price from the $15-$16 range established in June 
to the previous $14-$15 to reflect the less favorable near-term outlook and recent price declines 
for food stocks in general. 
 
The company last week reported results for its seasonally low first quarter ending in July, which 
typically accounts for less than 10% of full-year EPS and thus has little affect on annual results.  
Sales for the period increased 12%, which reflects a 2.2% impact from price increases and the 
inclusion of the company’s most recent acquisitions, Meow Mix and Milk-Bone, in last year’s 
quarter for only 11 and 5 weeks, respectively.  Operating income before one-time items 
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increased only 6%, as the margin declined 40 basis point to 6.6% of sales, also a seasonal low.  
Interest and other expense increased 43%, mainly reflecting the acquisitions, thus it is not 
surprising that EPS declined to just $0.03, versus $0.06 last year. 
 
Consumer Foods, the larger of the company’s two business segments, reported healthy sales 
growth of 6%, reflecting higher prices and some successful new fruit products under the Del 
Monte brand.  However, profits declined 10%, following a substantial decline a year ago, and the 
operating margin shrank to 3.2%, versus 3.8% last year, and 7.1% in F1Q-06.  For the past 
several years, the company has faced margin pressures from higher ingredient costs, and has 
responded by raising prices and increasing efficiency.  Higher marketing outlays to support new 
products were also a factor in the F1Q earnings decline.  While the company does not break out 
results by product lines, management stated on the recent conference call that the Del Monte 
Brands businesses are performing well, and are expected to show good results in the coming 
quarters.  The principal challenge both in F2007 and F2008 has been StarKist.  The cost of 
skipjack tuna (70% of volume) has risen dramatically to a record high due to a reduced catch, 
while albacore products (30%) are experiencing intensive competition.  The company has 
instituted price increases, but is now encountering consumer resistance.  Supplies and prices 
seem likely to return to more normal levels eventually, but there appears to be no sign of it as 
yet. 
 
The Pet Products segment, on the other hand, which accounts for 38% of sales, but nearly two-
thirds of profits, is a more stable, brand-oriented business, where demand is growing more 
rapidly, ingredient costs are a much smaller percentage of sales, and more readily passed along, 
and competition is based on product innovation and marketing.  The 57% increase in DLM’s pet 
sales through last year’s acquisitions, to $1.3 billion annually, made the company a major 
presence in this industry, and we expect it to add both increased stability and higher growth 
potential going forward.  Sales growth of 22% in F1Q was mainly attributable to the 
acquisitions, although management states that sales of both of the new brands are above a year 
ago, and their integration with the existing operations is expected to contribute $6 million of 
synergies ($0.02 per share after taxes) in F2008.  The base business also achieved growth in the 
quarter. 
 
The pet food industry is also subject to rising ingredient prices, in this case largely for grains, 
fats and oils, but the company raised prices during the July quarter to cover the added expense.  
We note that pet profits rose just 10% in F1Q, well below the sales increase, and although the 
operating margin was a healthy 15.5% of sales, nearly five times that of the consumer business, 
it was below the 17.2% of a year ago, which included the new brands for less than a full quarter.  
This year’s reduced margin reflects both higher input costs and increased marketing 
expenditures.  Both figures are significantly higher than the 10%-12% margins earned by DLM’s 
preexisting pet food businesses in F1Q-06 and F1Q-05.  As in Consumer Products, we expect the 
margin to widen seasonally over the balance of the year. 
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In the October quarter, Consumer Products is expected to show continued healthy sales growth, 
while operating income is likely to be flat, reflecting higher fish costs.  In Pet Products, sales are 
also expected to grow, but profits will be down, as a result of a full quarter’s impact from recent 
cost increases, partly offset by higher prices.  On an overall basis, management projects F2Q 
sales growth for Del Monte at 7%-9%, but expects the operating margin to narrow from last 
year’s 11.5% of sales to 8.8%-9.8%.  EPS for the period, excluding one-time items, are estimated 
at $0.15-$0.19, versus $0.18 in each of the past two years.  That would put six-month EPS at 
$0.18-$0.22, down from $0.24 a year ago. 
 
On the other hand, the company is clearly optimistic about earnings prospects for the second 
half, based on rising sales, the full impact of recent price increases, and ongoing cost reduction 
programs.  DLM’s revised F2008 EPS forecast of $0.78 from operations implies F2H earnings of 
$0.56-$0.60, or 17%-25% above last year’s $0.48.  In view of the present depressed stock price 
and modest valuation, such an acceleration of earnings momentum could attract considerable 
interest. 
 
While we view the Pet Products segment as the more dynamic of Del Monte’s two business 
units, Consumer Products has the potential for significant earnings recovery assuming a more 
stable commodity price environment.  It is by far the larger of the two segments, with annual 
sales of $2.2 billion, and its operating margin has declined from 9.9% in F2006 to only 7.6% in 
the latest 12 months.  A recovery to the F2006 margin would generate an additional $50 million 
of pretax income, or $0.16 per share after taxes, representing a 23%-24% increase on estimated 
EPS of $0.66-$0.70 for the 12 months ending in October, 2007. 
 
Del Monte’s price/earnings ratio of 14.7 times estimated calendar 2007 EPS of $0.72 is far 
below the 18.5 average for the other 12 brand-name food companies we follow, which range 
between 16.2 and 21.3 times.  The discount clearly reflects the company’s disappointing earnings 
record.  It may also be a function of its relatively high debt level, with total debt net of cash 
amounting to just under $2 billion at the end of the April fiscal year, in large part reflecting last 
year’s pet food acquisitions.  That compares with an equity market capitalization of $2.2 billion 
at the present price.  On the other hand, net income and noncash charges, net of capital 
expenditures and dividends, based on our calculations amounted to $193 billion in F2007, an 
amount that should rise as earnings increase.  We expect that free cash flow will be used 
primarily to reduce debt. 
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Table 4:  Del Monte Foods Company - Annual Income Statements (a) 

F2007 (b) F2006       F2005 (c)  F2005       F2004 (d)  

  Net Sales $3,414.9     +14% $2,998.6     +3% $2,899.3    $3,180.9     +2% $3,129.9    
  Cost of Products Sold 2,500.8    2,213.9    2,155.5    2,378.6    2,281.3    
  Gross Profit 914.1    +16  784.7    +5  743.8    802.3     (5) 848.6    
  SG&A Expenses 539.8    479.9    419.5    448.4    425.6    
  Operating Income 374.3    +23  304.8     (6)  324.3    353.9     (16)  423.0    
  Interest Expense 154.6    88.2    97.4    97.4    129.0    
  Other Expense (Income) 0.4    1.1    2.8    2.8    (1.7)   
            Total 155.0    89.3    100.2    100.2    127.3    
  Income Before Taxes 219.3    +2  215.5     (4)  224.1    253.7     (14)  295.7    
  Income Taxes 71.5    78.5    83.8    94.4    107.9    
  Net Income $147.8     +8% $137.0      (3)% $140.3    $159.3      (15)% $187.8    

  Diluted Shares 203.8    - 204.2       (4)% 212.4    212.4     +1% 211.2    
  Earnings Per Share $0.72     +7% $0.67    +2   $0.66    $0.75     (16)  $0.89    

  % of Sales:
     Gross Profit 26.8%  26.2%  25.7%  25.2%  27.1%  
     SG&A Expense 15.8     16.0     14.5     14.1     13.6     
     Operating Income 11.0     10.2     11.2     11.1     13.5     

  Effective Tax Rate 32.6%  36.4%  37.4%  37.2%  36.5%  

(a)  April fiscal years.  Millions except EPS.  Excludes nonrecurring gains and charges.
(b)  Includes acquisitions of Meow Mix on May 19 and Milk-Bone on July 2.  Excludes $10 million pretax gain on divestiture.
(c)  Continuing operations.  Reflects sale of soup and infant feeding businesses.
(d)  53 weeks.  EPS based on 52 weeks estimated at $0.87.
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