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COMPANY SUMMARY 
Thursday, December 10, 2009 

 
 

Speaker:  Bob Cummins       Rating:  Strong Buy  
 
Food Industry Comment:   
 
Del Monte Foods (DLM-$10.90) 
 
    Dividend/ Shares 12-Mo.   12-Mo. 
  F2009  F2010E  F2011E Yield Out. (mil.) Range Target 
EPS (a)  $0.75  $1.05 $1.30 $0.20 198.8 $12-$6 $15-$16 
P/E       - 10.4x  8.4x   1.8%    

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

 
 
Del Monte, with annual sales of $3.8 billion, is a leading processor and marketer of canned food 
products and pet foods, under a variety of well-known brands, including Del Monte, S&W, 
Contadina, College Inn, Meow Mix, Kibbles ‘n Bits, 9Lives, Milk-Bone and others.  Its progress 
recently has been impressive, thanks to the successful execution of its Accelerated Growth Plan, 
aided by solid unit volume gains, fiscal 2009 pricing actions, and productivity initiatives.  Over 
the past twelve months, sales, operating income and EPS have increased 12%, 70%, and 118%, 
respectively (10%, 66%, and 115% excluding the impact of an extra week in the April 2009 
quarter).   
 
Those growth rates are clearly not sustainable, and in fact management has cautioned that EPS in 
the January quarter will likely be below a year ago due to a substantial increase in marketing 
expenditures, while the April period, in addition to higher marketing, will have one less week 
than a year ago.  Nevertheless, we sense an increased dynamism in the company that bodes well 
for the future, in terms of both earnings growth and the valuation of the stock.  We are 
reemphasizing our “1” (Strong Buy) rating, and raising our 12-month target price from $14-$15 
to $15-$16. 
 
 
 
 

             (Continued) 
 

See page 9 for Analyst's Certification, pages 9-10 for Important Disclosures and 
pages 10-11 for Other Disclosures and Disclaimers 



(Continued) 
 
 

 
The second quarter ended October, results of which were reported on December 3rd, was the 
fourth consecutive period to demonstrate strong growth in sales (+6%), operating income 
(+77%), and EPS ($0.36 versus $0.14, up 157%).  The gross margin expanded by 630 basis 
points, to a record 32.3% of sales, and the operating margin by 590 bp, to 14.7%, also a new 
high.  For the six months to date, sales increased 9%, and EPS were $0.36, versus only $0.10 a 
year ago. 
 
Both Consumer Products and Pet Products performed well in the recent quarter.  Consumer sales 
grew 9%, and operating income 58%, as the operating margin expanded by 420 bp to 13.5%, up 
from 9.3%.  The Pet segment reported more modest sales growth of 3%, but income rose by a 
dramatic 86%, as the operating margin nearly doubled to 20.1% of sales, up from 11.3%.  
Comparisons will be more difficult in the second half, as the company last year had already 
begun to reap the benefits of pricing actions and productivity gains, while this year, as 
mentioned, marketing expenditures will increase, and the April quarter will be back to 13 weeks.  
Our tentative $1.05 estimate for F2010 as a whole assumes second-half EPS of $0.39, down from 
$0.65 a year ago.  Given the strong momentum in the first half, that could prove conservative. 
 
Acquisitions and divestitures have played an important role in building the company, and are 
likely to continue to do so.  It sold its soup and infant feeding businesses in F2006, and StarKist 
Seafoods in F2008.  In both instances, sales and earnings were restated.  On the other hand, it 
purchased the well-known Meow Mix and Milk-Bone pet food brands early in F2007, and that 
attractive high-margin category increased in importance to 38% of sales and 61% of operating 
income in that year, up from 29%, and 40% in F2006.  We are not aware of any specific plans 
for further acquisitions in these or other product areas, but would not rule it out. 
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Analyst’s Certification 
 
I Robert J. Cummins certify that the views expressed in this research report accurately reflect my 
personal views about the subject companies and their securities.  I also certify that I 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) – Strong Buy – Target $9-$10; 6/25/09 ($8.95) – Strong Buy – 
Target $11-$12; 9/9/09 ($12) – Strong Buy – Target $14-$15. 
 
Important Disclosures 
 
Guide to 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 total return is expected to be below the average total return of the 
analyst's industry coverage universe over the next 12 months. 
 
Analyst’s Ratings Distribution 
 

  % Investment Banking
Buy* 63%          0% 
Hold 37%          0% 
Sell   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. 
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Important Disclosures, continued 
 

 
 
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 is a risky 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 a financial adviser.  The appropriateness of a particular investment or strategy will 
depend on an investor’s individual circumstances and objectives. 
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Other Disclosures and Disclaimers, continued 
 
This report 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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