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OC&C Strategy Consultants is a global
consulting firm with extensive expertise
in the food and drink sector.

Clients include leading manufacturers,
primary producers, retailers and
investment institutions. The firm
advises on group-level and business
unit strategy, profit improvement

and mergers and acquisitions.
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URN

IS IT IN THE SUN.-

With the economlc cycle swmglng full circle, we are seelng
reallgnment of the retail scene Mark Choueke reports

.

s the cost of living rises and daily news their profits in the past year and of these nearly 60%

reports continue to flood us with glum Turnover growth saw profits grow by more than 20%.

tales of inflation in the price of food, fuel ALL FOOD AND DRINK MANUFACTURERS However, while at any time, one side of every

and interest rates, good news is certainly . planetin the solar system benefits from the warmth
atapremium. A new report, fhough, shows reason Branded 2006 6.3% and light of the sun, the other half is shrouded
for optimism. The Grocer/OC&C Index, an annual 2007 9.3% in darkness. Similarly, there are those still await-
lookin detail at the fortunes of the UK’s top 150 food ing the completion of the cycle and the better for-
and drink manufacturers, brings with it a definite ' gwn-label 2006 1019, tunes that have come the way of the commodi-
modicum of hope. ties producers.

There is an eternal truth that should reassureall 2007 6.9% Many manufacturing companies’ margins are
those currently feeling the pressure of rising costs: still being squeezed. Raw material and energy costs
all cycles turn and economic cycles are no different. Commadity 2006 1.3%  have risen so much that farmers are now paying
One day soon, victims currently at the sharpest end 2007 8.9 up to 8o% more than they were two years ago to

of the crisis will have their turn in the sun.

The current strength of the commodity produc-
ers is evidence enough to justify such confidence.
While profit margins across the food and drink
manufacturing sector remain flat due to rocket-

Shopping focus: Consumers needing to cut costs were
more selective in their shopping, but sales of the most
popular brands remained healthy

bring their produce to market. Ambient grocery
manufacturers have seen their input costs hiked
by up to 60%.

“The inputinflation is generally causing a short-
term hit to margins as the price increases and effi-

ing commodity input inflation, the commodity Profit arowth ciency measures needed to offset it lag the input
producers themselves, who suffered so badly last 9 increases,” says report author Will Hayllar.
year, have now restored theirmargins. Asthecycle ALL FOOD AND DRINK MANUFACTURERS This has led to a deterioration in margins for
has turned they have come out the other side with _ own-label and branded suppliers.
operating profit margin jumping from 4.7%to 6.9% Branded 2006 10.4% And there were some genuine heavyweights
- areturn to the margins of 200s. 2007 9.7% among the losers. Premier Foods saw its margins
Tate & Lyle is perhaps the example that offers halve due to cost inflation and increased com-
the most cheer. Sugar companies tookabighitin  gwn-label 2006 4,30, petition. Unilever Bestfoods (with profits down
profits in the year before last, due in part to new EU ~ £39.4m) was affected also by competition and by
sugar regime regulations, and Tate & Lyle suffered 2007 3.8%  anincrease in share of central costs with Unilever
more than most. This yearit recovered strongly and ple. Even Coca-Cola Enterprises suffered, with a
is listed in the top 10 companies for profit growth. Commodity 2006 4.7%  £307mdeclinein profits due to retail pricing pres-
It grew its operating profits 247.2% to £434m. This 2007 6.9, sure and the long-term trend away from sugared

success was driven by improved sales - up by 9.4%
-and margins in both its food and industrial ingre-
dients business.

Intotal, 80%of commodities companies increased

Jealous eyes: Branded and own-label manufacturers
will be looking enviously at the margin recovery
experienced by commodity producers

and sweetened soft drinks. But the biggest decline
in absolute terms was Cadbury, which saw a drop
in profits of £91.6m - almost 10%. Much of that can
be put down to the one-off costs of restructuring.
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While the maker of Dairy Milk incurred costs due to
acquisitions and product launches, it also worked
all year to demerge its US beverages business, a
complex operation finally completed in May of this
year. Activist investors such as Nelson Peltz will be
happy that Cadbury plc is now a pure confection-
ery business but it has some work to do now to
defend itself against the strength of rival Mars fol-
lowing the latter's market-changing deal with US
gum giant Wrigley.

On the other hand, the smaller branded manu-
facturers were able to increase their profit growth
to 8.4% last year from 7.9% the year before. More
than 50% of branded producers increased operat-
ing profit margins, the only non-commodity-led
increase in operating margins in 2007, indicating
justhow tough market conditions became. Regard-
less of size, however, strong brands with high aware-
ness are always going to have an advantage when
consumers are tightening their belts as they can
utilise the brand awareness, trust and power they
hold to appeal to shoppers in a way that own label
perhaps cannot.

The vast majority of own-label producers, on the
otherhand, have seen margin compression. Seventy
nine per cent of own-label producers saw adrop in
operating profits and nearly 40% saw a more than
2% fall in margins. In this climate, return on capital
employed (ROCE), which includes stock as well as
other assets such as machinery, increased by 1.6%,
with commodity companies big and small benefit-
ing (up from 9.8%to 15.4%), while branded and own-
label manufacturers again saw a decline.

Further along the supply chain and there is
another story of light and shade. The price of com-

Food and drink manufacturers
OWN-LABEL

Riseinoperating margins 21%

Drop in operating margins 79%
BRANDED

Riseinoperating margins 53%

Drop in operating margins 47%

Brands leverage trust: Small own-label companies
struggled to offset price increases whereas the more
resilient branded players leveraged the awareness
and trust they enjoy to make themselves essential to
shoppers.

Big four multiples

OPERATING MARGINS

2003 4.9%
2004 5.0%
2005 4.4%
2006 4.6%
2007 4.5%

Self defence: Retailers used every trick available to
protect their margins while advertising their low price
offers to consumers, Juggling price increases from aisle
to aisle meant they could pass on price hikes to shoppers
while engaging one another in ‘war’ on the high street.

modities increased 14% between 2005 and 2007 and
that meant animpact of £4.3bn had tobe facedup to
by the manufacturers in our top 150. With margins
falling among even the largest of suppliers, it was
clear that much of that had to be passed on. This
was initially the source of much friction between
retailers and suppliers but though each individual
price increase still requires tough negotiations on
the part of the suppliers, the retailers have softened
their stance and with good reason, according to Hay-
llar. “The retailers are taking a rational view. These
price increases are so big that they realise many of
their suppliers cannot absorb them and survive.
They will remain tough over taking on new price
rises but they want to keep their supplier base as
stable as possible.”

Asaresultofthe £4.3bn rise in commodity prices,
£3.5bn has been passed on to retailers. And retail-
ers have in turn passed on an incredible £3.7bn to
consumers, helping them keep the loss of margin
(down from 4.6% to 4.5% for the big four in 2007)
to a minimum.

The multiples, says Hayllar, have used their mar-
ket knowledge and their size to insulate themselves
from commodity inflation. “The supermarkets are
very sophisticated about how they manage and jug-
gle their prices from aisle to aisle. They also know
that at present, consumers understand they are
going to pay higher prices for their goods because
they’re following price increase stories in the press.
Therefore it is easier in the current climate to slip
a few pence on to various goods where it can help
maintain margins without consumers raising an
eyebrow.”

CONTINUED ON PAGE 4
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ANNUALISED | TURNOVER OPERATING PROFIT ACTIVITY
TURNOVER (EM) | GROWTH PROFIT (£EM) GROWTH
Compu ny & rank CURRENT | PREVIOUS CURRENT | PREVIOUS
il Cadbury Schweppes ple 79710 | 74474 7.0% | 8500 9416 97%| 107%| 126%| 316% 331% | Dec-07 | B
Fl Associated British Foods ple 6,8187 | 60125 13.4% | 669.8 519.4 29.0% 9.8% 8.6% 17.0% | 13.3% | Sep-07 | C
El Tate & Lyle plc 4,070.0 | 3,7200 9.4% | 4340 125.0 2472% | 107% 34%| 206% 6.2% | Mar-07 | €
Ll Premier Foods Listed 2,312.?' 840.7 175.1% 169.8 1235 37.5% 73%| 147%| 368%| 396%| DecO7|B
Sl Grampian Country Food Group | Fomily 1,8070 | 1,8519 2.4% 18) 305 N/a -01% 16%| -05% 78% | Moy-06 | OfL
il Mars UK [Uksb | 14710 1,4980)  48%] 2306| 1883) 225%| 157%| 126%| 59M%| d484%|Dec06|B
il Bakkavir Group Otherf/0| 14710 | 1,219.2 20.7% 35 n6.3 -2.4% 77% 95%| 352%| 393%] DecO7|ONL
Y Coca-Cola Enterprises UK sub 14320 | 1,3986 2.4% 170.2| 2009 153% | 1M9% | 144%| 334% | 42.4%|Dec06|B
N Dairy Crest Group Listed 14136 | 13552 4.3% 756 51.7 46.2% 5.3% 38%| 155% | 10.5% | Mor-07 | €
L Nestlé UK UK sub 12874 | 13524 -4.8% 28| (34.0) Nfa 0.2% -2.5% 0.4% -5.7% | Dec06 | B
L4l Arla Foods Other F/O | 12586 1,252.2 0.5% 45.4 330 37.4% 3.6% 2.6% 8.0% 7.4% | Dec07 | €
icdl United Biscuits Group | PE | I 1._,__[}63.1 | 10286| 4.0%| 1552| 997|  557%| 146% 97%| 206%| 14.7%| Dec06 | B
13 R0 Other F/O 9547 | 9298 2.7% 34.9 383 -8.9% 3.7% 41% 73% 87% | Oct-06 | €
i} Northern Foods Listed 9345 | 1,209.2 22.7% 454 175 158.9% 4.9% 15%| 12.5% 3.8% | Mar-08 | O/L
4 W Morrison Produce Uted | so70| soo2| wme| oar| w2|  2ewm| t0sw| o] siowm| s revorfon
L FoodVest PE 8944 6932 29.0% 583 4011 45.2% 6.5% 58%| 377% | 29.4%| Sep-07|B
it Princes | Otherf/0] 8909 |  7631| 167% | 352 383|  -B2%| 4.0% 50%| 186%| 25.5%|Mar07 | O/L
L8 Archer Daniels Midland Int Otherf/0| 8632| 9034 -4.5% 375 24.0 56.2% 4.3% 2.7% 6.3% 3.0% | DecOs | C
LN Unilever Bestfoods UK UK sub 849.2| 8411 1.0% 83.0 127.4 -30.9% | 10.4% 151% 741% | 103.7% | Dec-06 | B
Ll Unig Listed 8224| 8251 -0.3% 93 (12.2) N/a 11% 1.5% 4.3% -5.7% | Dec-06 | O/L
3l Gands (UK) Other F/O 7N3| 5692 35.5% 21 13.8 -85.0% 0.3% 2.4% 14% | 10.5% | Dec-06 | OfL
P Britvic ised | 7183 679.8 5.7% 777 65.2 192%| 108% as%| 345%| 281% Sep-07 B
PEY Greencore Convenience Foods | Other F/0 632.5 6183 23% 429 69|  -8s5% 6.8% 76%| 188% | 241%| Sep-07 | O/L
FZY Kraft Foods UK UK sub 6307 | 6530 -3.4% 536 715 251% 85%| 10%| 219%| 306%]|Dec06|B
2l Robert Wiseman Dairies Nused | 5010: 5701 5.5%_- 32| 276 27.7% 5.8% a8%|  244% 203% Mar07 | €
Ll Anglo Beef Processors Other F/O 5769 | 5420 6.4% 18.9 59| 220.8% 33% 11% 171% 6.0% | Apro7]C
224l Birds Eye | UKsub 5743 | 6328 -9.2% 40.8 581|  -29.9% 71% 9.2% 291% | 39.2% | Nov-06 | B
el H Heinz Co. Uksub |  5615| 5730 -2.0% 175 1356 13.4%| 209% | 237%| 24.2% |  311%|Moy-06 | B
LN Gerber Emig Group PE 5503 | 4985 10.4% 151 24 -37.4% 27% 4.8% 9.6% | 15.9% | Dec-06 | O/L
<L Cranswick Listed 5248 | 4412 19.0% 371 34 8.8% 71% 77%| 38.3% 39:% | Mar-07 | €
<8 Samworth Brothers Family 5202 | 4633 12.3% 370 370 0.0% 7% 80%| 239%| 26.2%| Dec06|OfL
24 Kerry Foods Other F/O 4355 4597 5.3% 208 215 -2.9% 4.8% 47%| 163% | 21.4% | Dec06|B
=N Miiller Dairy UK UK sub 4332| 4436 2.3% 34.4 29| 8.4% 7.9% 74% 172% | 187%| Dec06 |B
28 Bernard Matthews Holdings Family 4235 4812 12.0% 334 384 A31% 7.9% 80%| 180%| 21.0%|Dec0s|B
S Milk Link Holdings ramiy | 37| asao| sewm| w6 aof weow| asu| vm| 12| 33 |meror]c
ECN Boparan Holdings Family 3772 315.3 19.6% 251 238 5.5% 6.7% 76%| 66.8% | 938%]| Julos|oO/L
<rll Warburtons Family 3671 3227 13.7% 476 49.9 -47%| 13.0% | 155%| 22.5%| 26.0%|Sep06|B
ECH Fresco Group Family 3554 | 3609 1.5% 85 8.0 61% 2.4% 22%| 197%| 16.8%| Apro7|C
EEN Dawn Meats (UK) Other F/O 3223| 3136 2.8% (2.9) 31 Nfa| -09% 10%| -43%| -4.6%|Decos|C
LG Faccenda Holdings Family 3139 | 2855 9.9% 10.9 49 124.6% 3.5% 17%| 10.8% 5% | Apr-07 | O/L
L3l McCain Foods (GB) UK sub 3077| 2912 57% 277 251 10.6% 9.0% 86%| 224% 19.7% | Jun-07 | B
£l Icelandic Group UK Other F/O 3041| 2865 61% 5.2 6.4 -18.9% 1.7% 2.2% 97%| 12.2% | Decog | C
PYY Neerok isted 2857 | 2502 18.2% ne| 08|  7sx|  am|  a3%| a61%| ez9%| Febor|on
LZY Weetabix PE 280.5| 2555 9.8% 726 54.9 322%| 259%| 215%| 205%| 16.8% | Deco6|B
2} Burton's Foods (Holdings) pe | 22 oams| sox| s8] 30| temsx| 32%| 10%| oo| 25%|pecos|s
LN The Real Good Food Co Listed 2461 2508 19% 99 3.0 -23.6% 4.0% 52%| 13.4% | 24.6%| Dec07|B
224l Farmers Boy Listed 2387 213.8 11.6% 24.0 22| 79%| 100%| 104%| 389%| 537%| Feb-07|O/L
LEN Nutricia UKsub | 2291|1918 19.4% 241 246 20%| 105%| 128%| 475%| 69.9%|Dec06|B
LEN Sun Valley Foods Other F/O 2180 2183 -0.1% 5.9 6.0 2.2% 2.7% 2.8% 9.6% 9.6% | May-07 | OfL
il Jomes Finlay Fomiy | 24| 2039 esx| 19| ss| 2ex] 73%| 76%| ss%| sex[oecos]c

Methodology: The index is compiled by OC&C Strategy Consultants, using figures from the lotest annual accounts of the UK's leading manufacturers and processors. For groups with major subsidiaries, 0C&C has listed,
where possible, details of the maojor operating companies. Some companies include returns from intemational operations, notably Codbury Schweppes, ABF and Tote & Lyle.

Companies have been classified as B (branded), O/L (own-label) and € (commodity-bosed) according to their main activity. Ple = Ple, Family = Family or closely owned, UK sub = UK subsidiary, Listed = Other UK-listed, PE =
Private Equity, F/O = Other foreign-owned
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Costs haven't
hit peak yet

The phrase ‘It’s going to get
worse before it gets better’
could not be more apt.

Aftera year where profit
margins across the industry
were squeezed by acombina-
tion of global factors including
the credit crunch, rising food
inflation and increasing costs
of energy and transport, one
would be forgiven for hoping
that good news is just around
the corner.

The truth is reliefis still as far
away as 2009 when inflationary
pressures are expected to ease.

In the meantime, costs have

The price of corn is set to grow throughout this year and keep up the
price pressures on the industry before levelling off in 2009

i

not yet hit their peak according
to forecasts made by the Bank of “The trading environment throughout 2010, experts pre-
England, the Treasury and the for 2008-09 remains challenging ~ dicted. And that will have the
International MonetaryFund.  given the upward pressure on desired impact on margin re-
Similar views were put for- raw materials costs and other covery.
ward by 10 City brokers, polled  costincreases,” says one broker. The brokers’ forecasts for
for the purpose of The Grocer/ “Price hikes to offset the raw the profit margins of the Top
0C&C Grocer Index, who sug- material cost inflation of 5-6% 10 listed companies continue
gested that underlying drivers will be greater than in 2007,” to dip for the remainder of this
will see inflationary pressures ~ warns another. year but begin rising again after
in food continue, albeit not at But cycles turn and there is Christmas.
the heights of the recent past. some good news on the hori- This, it should be said, as-
Such factorsinclude thecon-  zon. The ability of commodity sumes average harvests versus
tinued growth of consumption  producers to offset theimpact  relatively poor harvests in the
indeveloping nations, theon-  ofinflationarypressuresbyin-  recent past.
going drive towards biofuels creasing efficiency and reducing “The cost of commodityin-
to secure energy supply in the costs paves the way forbranded ~ flation has largely been passed
United States, and the contin- and own-label producers totake = through the grocery chainonto
ued inflation of oil prices. similar steps. consumers but food is still the
“In short,” says Will Hayllar, Andin addition the prices one thing that consumers sim-
OC&Cassociate directorandau-  of soybeans, wheat, corn, rice ply have to buy,” says Hayllar.
thor of The Grocer/ 0C&CIndex, = and other commodities are It seems as though consumers
“we have atleast another year settolevel out, albeit atdiffer-  will continue to pick up the bill
oftoughmarket conditionsto  entrates, from the beginning for the rising cost of food fora
deal with.” of 2009 and will remain stable little while yet.

Looking ahead: UK CPI
3.0%
L —
15%
um[, | — BANKOFENGLAND
-

Peak: Finance experts believe Consumer Price
Index will peak this year before folling again

Prices will level out

Looking forward: commaodity prices will continue
to rise before stabilising in 2009

Outlook: margins will rise

2006 2010

A good forecast: Brokers predict sunnier times for
profit margins of top 10 listed grocery companies

CONTINUED FROM PAGE 2

Of course, there figures will inevitably be seized
upon as evidence of profiteering, but since the
majority of results relate to the period prior to both
the most recent increase in prices in the first half of
2008 and the economic downturn, it remains to be
seen whether the multiples can continue to pass
on costs so successfully. As Tesco’s Sir Terry Leahy
noted, referencing the success of Aldi, Iceland and
the the other deep discount stores in the first half
of 2008, it was “their turn in the sun”.

So with commodity producers smiling again and
retailers thus far protecting themselves and their
suppliers, are consumers the only ones waiting to
emerge from the shade?

Well, not quite.

Ifthe credit crunch has left food manufacturers
shivering in the shade while commodities produc-

ers warm themselves in the sun, a similar divide has
emerged in the M&A market. Where 2006 was typi-
fied by mega blockbuster deals, mostly involving
private equity, the value and nature of the average
deal in the food and drink industry has changed
considerably. The number of smaller deals - involv-
ing companies worth less than £20m - rose. So, even
though the number of deals actually rose (from 21
to 22) in 2007 the average deal size fell from £6.8bn
to £1.9bn. And it was trade buyers who were behind
most of them, with private equity the successful
bidding company in only seven of 22 deals.
Buyers were increasingly looking for smaller,
successful ‘on-trend’ companies, as the credit
crunch reduced buyer access to the debt necessary
to pull off the larger deals of the past, with a focus
on potential for rapid growth and healthy profits,
even inalandscape where competition is rife. Buy-

ers were looking to add scale to brands such as Dor-
set Cereals and Tyrrells crisps.

Since the numbers were crunched, the cycle has
carried on turning. A new trend is visibly occur-
ring that is likely to characterise the market in 2008
according to experts. While private equity is working
hard to maintain its interest in the food and drink
sector, its activities are still being played out in the
marketplace inhabited by small cap companies. But
trade buyers are now risking the multi-billion dol-
lar transformational-type deals that were once the
exclusive territory of the buyout houses.

As mentioned earlier, Mars recently paid $23bn
for chewing gum giant Wrigley making it the
number one player in the global confectionery
market and giving it a foothold in gum, the fast-
est-growing sector in that category. And while InBev

CONTINUED ON PAGE 5



The Grocer | 5 July 2008 |www.thegrocer.co.uk| 5

Commodity companies

TOP DOGS FOR PROFIT GROWTH 2007
Tate & Lyle (+247%0) +309m
Associated BritishFoods (+29%)  +150m
Dairy Crest Group (+46%0) +24m
Archer Daniels Midland (+56%0) +13m
AngloBeefProcessors (+221%) +13m

Revival: The commodity producer revival
included smaller players as well as industry giants

Return on capital employment
COMMODITIES WIN OUT

Branded 2006 25.2%
2007 24.4%
Own-label 2006 16.9%
2007 14.9%
Commaodity 2006 9.8%
2007 15.4%

Sweating their assets: Commodity producers got
more from stock, machinery and factories

The painful picture of price rises

400

Across the board: UK food prices reflect sharp
rises in global commodities since early 2007

Timesturna
bit sweeter

Commodities were first into the
bear market. As prices have ris-
en, margins have recovered.

Because commodity produc-
ers were among the first hit by
the credit crunch and the rising
cost of raw materials, they were
quicker to react and have now
restored margins.

Commodities companies saw
average profit growth increase
from 4.7%in 2006 to 6.9%in 2007.
But the news was even better
for the larger commodity com-
panies.

Those with a market capitali-
sation of more than £500m saw
average profit margin growth of
more than 8%.

Companies with a market
cap of less than £500m, who had
more difficulty than theirlarger
rivals in negotiating the recov-
ery of extra costs from their
customers, grew average profits
by just 0.2%.

But it will also have helped
the larger commodity produc-
ers that they have had more
time and greater opportunities
to restructure and remove costs
when economic times made it
necessary to do so.

Associated British Foods
fuelled its 29% profit increase
by alarge reduction in operat-
ing costs.

And the overall recovery of
the commodity producers has
been led by the big sugar pro-
ducers because they had been
hit by trade tariffs in 2006, so

The overall recovery of the commodity producers has been led by
big sugar producers who had been hit by trade tariffs in 2006

one would expect to see Associ-  ward with a steadier footing in

ated British Foods, whichowns ~ amarket where others are still

British Sugar and Tate & Lyle, feeling the effects.”

among the top 10 companiesin Atthe same time, though

terms of pure profit growth. projections of commodity pric-
Alsoin the list of fastest es still spell trouble for many

growers is soybean, corn and
wheat processor Archer Daniels

in the short term, the price of
wheat, corn, rice and soy beans

Midland, whose profitssoared  are expected to stabilise from
more than 56%to £37.5m, and the second half of 2009.
Anglo Beef Processors whose Nevertheless the profit
profitsleapt 221%tojustunder ~ margins of the commodity com-
£19m. panies pale into insignificance
“The hardest point forthese  beside the margins of the big
companies was when thecredit  brands. Inalist of the top 10
crunch and the effectofrising ~ companies by profit margin,
food inflation first hit,” says chewing gum manufacturer

Will Hayllar, associate director of

Wrigley took a 31.5% cut. That

the OC&Cand theauthorof The = was up from the 29.3% the previ-

Grocer/OC&C Index. ous year. And while Tetley GB
“Theyare now succeedingin  sawasmall drop in margins,

restructuring and renegotiat- from 29.1% to 28.2%, third-

ing to mitigate the effectsof the ~ placed Weetabix grew margins

price rises and are set to go for-

from 21.5% to 25.9%.

CONTINUED FROM PAGE 4

may have been knocked back in last week’s bid for
Anheuser-Busch nobody in the market is ruling
out the Belgian's bold approach turning hostile as
the Stella owner seeks to consolidate the market
and find a way into the US, the largest beer mar-
ket in the world and the only territory that cur-
rently eludes it.

What are the factors behind the re-emergence
of the more powerful trade buyers who, on the evi-
dence of recent months, are stepping back into the
M&A battlefield better armed than ever before?

“It’s perfect timing,” says Hayllar. “The larger glo-
bal companies are taking advantage of the ready
cash they have flushing around within their busi-
nesses. Even those that rely on borrowing money
to fund their acquisition plans have betteraccess to
the debt markets than private equity firms.

“While buyers are looking strong in terms of
their cashflow, their targets are as cheap as they've
been in years, so the conditions are ripe for more
of the truly transformational deals we've seen very
recently.”

Hayllar is not the only one to have noticed that
food companies are now better value. Others will
have been monitoring the fact that between 1998
and 2008, the market capitalisation of the top 10
UK-listed food companies fell by more than 35%,
with a sharp drop in the past 12 months in par-
ticular. Share prices, it seems, have stopped being
artificially propped up by the possibility of being
taken out by private equity. A more realistic value
has been placed on companies as private equity
has been forced to become more careful and selec-
tive in its targets.

Amid all the change generated by the tuming of

the economic cycles, there are still some brands that
continue to grow regardless. The OC&C report picks
five ‘champions’ that experienced notable success
in the past 12 months.

The first is Innocent Drinks, which doubled both
turnover and its profits year-on-year to £75.6m and
£9.3m respectively. This despite the first signs of
‘tall-poppy’ syndrome with negative stories in the
media concerning its sale to McDonald's, non-com-
postable bottles and the upholding of a complaint
by the ASA about its use of the term ‘detox’.

Weetabix, which was named top dog in another
recent OC&C report that rated companies for the
strength and staying power of their innovations
following its acquisition by private equity firm Lion
Capital has also grown its top line and margins,
“translating its strong innovation pipeline into

CONTINUED ON PAGE 8
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ANNUALISED |TURNOVER|  OPERATING PROFIT OPERATING RETURN ON ACTIVITY
TURNOVER (M) | GROWTH PROFIT (EM) GROWTH MARGIN (%) CAPITAL (%)
Company & rank CURRENT | PREVIOUS CURRENT | PREVIOUS CURRENT | PREVIOUS | CURRENT | PREVIOUS
31 Danish Crown UK (Dbi) OtherF/0| 2137| 983 .3% 13 14 81%| 06%| 15%| s9%|  71%|sepos|cC
L7 G's Group Holdings Family 29| 1731 23.0%| (03) 16 nfal 02%| 09%| -04%| 2.3%]| May07 | O
C5Y Wrigley Company (The) UK sub 2066| 2142 3.5% 651 62.8 37%| 315%| 293%| 739%| 766%|Decos|B
L2 meadow Foods (Holdings) Family 2000 2057|  28%| 03] (08) | o2%| oax| 17%| -38%|maro7]c
L] LM Food Group | Family 1985 1797|  105%| 51 46|  96%| 26%| 26%| 209%| 239%|Mar07|OL
£ The Kerrygold Company Otherf/0| 1965| 1834 7% 67 55 233%|  34%| 30%| 173%| 150% | Dec06 |B
74 Danone Waters (UK & Ireland) UK sub 1862 1767 5.4% 5.8 n2| -a83% 3% |  64%| 210%| 503% | DecO6 | B
£ Cott Retail Brands OtherfO| 1857 | 1398 32.8% 61 9.2 335%| 33%| 66%| 69%| 134%|Decos|OA
E] Red Bull Company UK sub 1857 | 1607 15.6% 19.7 1.9 657%| 106%| 74%| 463% | 276%| Deco7|B
(1 General Mills UK Uksub | 1802 1660 8.6% 40 50 22%| 22%| 30%| 54%| 99%| Apr07[B
31 Greenvale Ap Family 1?s_sl' uor| 2ss%| o4| 89 5.0%| 5.3%"' 64%| a99%| 372%| wnor|c
(1 walkers Snack Foods Uksub | 77| 1620 78%| 202 (9.8) nfa| T6%| 60% 4.2%: 2% | Dec06 | B
G5 McCormick UK Other F/0 1691 1446 16.9% 23 23 2.6% 1.4% 16%|  25%|  2.3%|Nov06|B
G P Fresh otherfo]| 51| w19 16.3% 28 3.4 16.3% 17%|  24%| 1a1%| 183%| pecos | ont
L] Del Monte Fresh Produce (UK) Otherf/O| 1636| 1840 n%)] (03] 07 nfa] 02%| 04%| -09%  17%|DecOsfC
L Lactalis McLelland OtherF/O| 1609 1695 -51% 77 13.2 421%| 48%| 78%| 68%| 14.0%|Decos | OA
Cid Yeo Valley Group Family 1500 | 1354 17.4% 42 85| 500%| 27%| 63%| Te6%| 27.9%| Jun-07[B
[ Key Country Foods Other /O 1571)  140.0 12.2% 3.0 26 121% 19%| 19%| 80%| 80%| Dec07| OAL
(1] Tetley GB OtherF/O| 1569 | 1563 0.4% 443 455 28%| 282%| 291%| 266% | 32.6%|Mar07[B
(] Danone UK sub 1546 | 1427 8.3% 193 18.2 57%| 125%| 128% n/a | n/a | ecos |
221 Produce World Family 1511 114.7 317% 46 30 55.5% 31% | 26%| 3a1%| 206%| Juno7|cC
171 Perkins Foods Holdings Family 107 21|  309% 41 (3.0) nfal  27%| aaw| 0s5%|  32%|0ecos| ot
% AGBarr Listed 1480| 1423 4.0% 210 14.6 a3.8%| 142%| 103%| 258% 181%|Jon-08|B
(21 Albert Bartlett & Sons (Airdrie) | Family 145.4 84.7 71.8% 50 6.9 290% |  35% 81%| 57%| 103%|May07| oft
(-] Quaker Oats Uksub | s3] 1279 Be%| 22 ns| 293%| sew| oo0% 12.3%: 21.4% | Decos |B
(] Berry Gardens Family 1427 1258 Bs%| 14] 07| 1086%| 1.0%_:__ 05%| 210%| 12.5% Dec06 | €
Led John West Foods PE 426 1399 1.9% s6| (08 nfa| 39%| 06%| 90%  17%|Mar07|B
1] Heygate & Sons Family 2| 1294 91% 26 44 -41.0% 18%| 34%| 49%|  86%|Mar07|C
(] Lipton UK sub 406 1240 13.4% 08 03| 1555%| 05%| 02%| 100%  30%|Decos |B
E4 Dale Farm Family 1397 1344 4.0% 25 23 91% 18%| 17%| 54%|  50%|Mar07|C
81 b’l{uneﬁmup Family 139.0 135.4 2.7% {4.4; (5.6) nfa -31% -41% | 10.9% nfa| Apr-07 d}L
71 Kellogg Co Of Great Britain T uksub 1384, 1305 61% 36 97|  -629%| 26% 7.5% 16% 41% | Decos | B
EXY Barry Callebaut Manufacturing UK | Other /0| 13591 1162 16.9% 16 17 -8.0% 12% 15%|  65% 70% | Aug-07 | oft
7Y HJ Heinz Frozen and Chilled Foods | PE 130.4: 1?3.5: -24.9% 83 w9| -50.8% 5.4%: 9.8% 9_1%: 166% |[Moy07|8
EH cumbrian Holdings Family 1275 165 9.4% 21 59|  -647% 16% 51%| 106%| 396%]| Apr07| OfL
i First Milk Cheese Co JFamiy | 1246 nfa njal (4| ol nfa] 28%| nfal nfa|  nfofMar07]C
E1d Oscar Mayer Family 1218|1402 13.2% 20 6.2 -67.4% 17%| 44%| 99%| 307%|Mar07 | OfL
CEY William Jackson & Son Family 1207| 958 26.0% 17| (0.0) nfa 14%|  00%| 25%| 0.0%| Apr07| OA
EE] Délice de France UK sub 1200| 1200 -01% 55 41 3.9%| 46%| 34%| 102% | 1.4%| Juo7|B
ETY Yoplait Dairy Crest Otherf0| m83| 1170 1% 196 18.7 a7%| 166%| 160%| 224.4% nfa| Jun-07 | B
C2) Ferrero UK Other/0| 159| T4l 16%|  (0.0) {0.2) nfal 00%| -02%| 00% 1.8%|Aug06|B
L7 Bakemark UK OtherF/O| m42| T26 1.4% 32 (2.4) nfa|l 28%| 21% 70% | -4.7%| Decos | B
CEY Adams Pork Products Family 139 1134 0.5% (22) 17 nfal 2.0% 15%|  se%|  43%|maro7| opt
E¥Y W Galloway Family 1138|1082 5.2% 20 25 18.7% 18%|  23%|  67%| %[ Febo7|cC
EEY wa Baxter & Sons Family 21| 1065 5.2% 77 75 21%| 68% 7%| 120%| 16.0%| Jun07|B
B o Foods (UK) otherf/o|  mos| 1004  101% 48 3a|  3sox| a3x| 34x| n%|  96%|Decor|B
£ Finsbury Food Group listed | 1098| 733] a9a%| 46| 27| 707%| 42%| 37%| 335%| 226%]|Jun07|ON
EEY Glanbia Cheese Otherf/O| 1093|1074 1.8% 22 07| 2289%| 20%| 06% 1% |  21% | Deco6 |
E1Y 18] Tranfield Family 1092  519|  110.4% 29 29 03%| 26%| 55%| 14.2%| 274%|Mar07| O
100 Meliel?oodﬂoldir!_gf | Pe 108.8 n;’ﬂ_ _ r!,_fu_ 6.0 n,_ftl_ _ r_|_,~"u__ 5.5% _n{u_ nfa n;_’_tl Sep-06 Q}'I._

Methodology: The index is compiled by OC&C Strategy Consultants, using figures from the lotest annual accounts of the UK's leading monufacturers and processors. For groups with mojor subsidiaries, OC&C has listed,
where possible, details of the maojor operating companies. Some companies include returns from internationol operations, notably Cadbury Schweppes, ABF and Tate & Lyle.

Companies have been classified os B (branded), O/L (own-label) and € (commodity-based) occording to their main activity. Ple = UK ple, Family = Family or closely owned, UK sub = UK subsidiary of global company, Listed =
Other UK-listed, PE = Private equity, Other FfO = Other foreign-owned.
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ANNUALISED | TURNOVER|  OPERATING PROFIT OPERATING RETURN ON ACTIVITY
TURNOVER (€M) | GROWTH | PROFIT (€M) | GROWTH |  MARGIN CAPITAL (%)
Company & Rank current |previous| % | curment [previous| % | curren |pRevious | current | previous
T3] Branston Family 087 90|  195% 55 52 53%| sw%| s8w| a20%| 389%| wior]c
L7 Noon Products oter/0| 0a1] 915|138 61 n|  aae%| ss%| 78%| 268%| 31.0%|Decos|on
T Whitworths PE 1031 9| 107% 81 as|  mew| 7e%| aon| a3%| 264%| apro7|on
091 Fletchers Bakeries PE 07| 1050 3| @9 26 nfa|l as%| 25%| 93%| 53%|moro7|on
] B Brooks (Norwich) otherfo| 9s0| 869|  10.4% 02 03| -arax| o2%| o0a%| o7%| 15%|seposfon
{01} Fonterra (Logistics) Other F/O 952 137.4 -30.7% 0.2 (0.3) nfa 0.2% 0.2% 08% | -0.9% | May-07 | C
74 zetar Listed 99| 579  ear% 75 ag| ssom| 7o%| s3%| s02%| /o apro7|on
LY povecote Park Family 895 814 9.9% 32 34 58%| 36%| 42%| 308%| 320%|sepo7|of
Y] Lyndale Group Family 91 953|  65%| (e) 23 nfa| 1|  24%| 342%| 174%|sepos |8
2 Dairy Produce Packers Other F/0 sg1  758|  163% 27 13| wsex| 3me| |  sm|  25%|pecos|c
2 Lyons Seafoods oherfo| s8] | 1s% 76 60| ao%| s7%| 7| 336%| 205% | unor|s
i6F1 Wellness Foods PE 877 | n/fa nfa . 6.2 n/a nfa 71% n/o n/a | n/o| Dec06 | B
ReEY KTC (Edibles) Family 86.8 n7|  2.0% 13 |  sax| 15| 15| 60%|  54%|Decos|on
2% Walkers Shortbread Family 863| 798 sw| mol 08|  20%| 127%| 1Bs%| 209%| 237%|pecos|s
2 Serious Foods loteriio|  857] =08 6% 16 12| sax| 19|  1sx| e8|  73%|ecos|s
21 Fenmarc Produce Family 85| 939  -9.0% 34 39|  a22%| a0%| aw| 227%| 300%| juno7|on
' Lioyd Maunder Family gs1| ms| 2aex| (52 53 nfal 62%| a7%| -a80%| 441%|sep-0s|on
2] Recordiine Family 24 1| a3% 13 oo| asax| s%| 12%| 48%| 35%]|Decos|c
28 s Daniels oherf/0| 807 653  236% 6.9 so|  am3%| ssw|  77%| 36%| 23.2%)pecos|B
2% Tilda Family g01| 799 0.2% 22 23 35%| 27%| 28%| 4s%| 49%|D0ecos[s
P21 Marshall Bros (Holdings) Family 798| 8u 7% 09 07|  am| m| oo%| a9%| sow|pecos|c
P71 F smales & Son (fish merchants) | Fomily B1| 74 09%| (08| 03 ofa| 0% oax| mre|  asw|avgosc
2% punhills (Pontefract) Family 8| 70 am|  w2| 22 sa%| m2%| 1esk| 61|  167% | Decos [B
P91 Innocent Family 76 9|  e97% 93 42| wmex| 123%| x| 178w| 1315%| pecos|B
P51 HP Foods uksub | 754| 1264| w03%| 208 286| 2zax| 276%| 27%| 4s9%| 903%|moyor|B
P71 Campina UK UK sub 74.4 91|  -5.9% 38 32|  26%|  sm|  ao%| wsw| 156%|pecor|s
£ owes o Nortok fmy | 76| ess| sew| 38| w| wsr| saw| ase| sem| nm|weror|c
IPYY Natures Way Foods Family 21| 681 5.9% 30 29 23%|  a1%| a2%| 1a9%| 15.2%|maro7|on
PYY Kettle Produce Family ns|  mz 3.9% 18 04| 33| 25%| oex| 187%| as%|unorfc
LEM Typhoo Tea Other F/O 73| nfa nfa (01 n/a nfa -01% nfa n,fn: n/a | Mar-07 | B
L5 W Jordan (Cereals) UK sub 205 665 6% 53 37| as2m|  7s%|  sew| 220%| 16.4%| revo7|s
%74 Banham Poultry Family 701 ea| om%| 02 02 nfal  a7%| o2%| 39%| o0s8%|maro7]c
] Stubbins Marketing | Famiy 602 528 311% 27 05| aoex| 39%| o0o9w| 1as%|  25%| wno7|c
M Country Style Foods Family 683 67| 108% 21 26|  aeex| 3ox| a2x| nm| 155%| apror|on
] Worldwing Investments leamiy | eso| &8 99%| (3| (9 nfal 33%| 3m| 29%| q07%|seposle
BT North Downs Dairy Co otherfo| e68| 695 3.9% 30 29 56%| 4s5%| 41| 129%| 121%| Decos |B
674 Cuisine De France (UK) oher /0| 659 646 w9%| 1| 10|  esw| | e%| 39| e uros[s
€YY Kanes Foods Family 643| 622 3.4% 6] 22| ea%| aan| x| 169%| 230%|moro7|on
€Y Del Monte Europe oherf0| 628  663] 53%| (07) 23 na| 1% 34%| 04%| 1.4%|Decos|s
2T Bettys & Taylors Group Family 623 512 9.0% 6.4 6.5 am| 2% n3x| 100%| n7%|ocos|s
P80 Direct Table Foods otherf0| 620 582 6.6% 47 28| esax| 7s%| asw| 17%| 1ew|ocos|on
PP WT (Holdings) PE 619 09| =:ex| (7 51 nfa| 27%| sen| 125%| 222%|moro7|on
P%Y Wight Salads otherflo| 609 an|  20a%| 18] 10| s2an| 29%| 20%| e33%| s20%|pecos|c
P schwan's Consumer Brands UK | UK sub g1 7ns| e3x%| @e| ms nfal  77%| aeow| am%| 361%|pecos|s
P Headland Foods [fomiy | ss0 ees| msx| (4 15 | 23%| 23%| s2%| 56%|Decos|on
9% Bel UK otherfo| 588 577 18% 06 4| sse%| %] 25%| se%| 132%|pecos|s
24 Lindt & Sprungli (UK) otherio|  s87|  as1|  22a% 39 a8| ase%| 66%| 100%| 223%| 310%|Decos|s
P Glisten Listed 586 556 5.4% 61 sa|  wex| 10aw| omm| 38w 33.2%|uno7|on
P™Y The Chitty Food Group Family 586  467|  255% 08 20|  eams| 13%| aa%| 105%| 262%| ocos|c
T Armaghdown Creameries Family ss4| 21|  e0%| (2] (03 nla| 21| osu| s7%| 22%|sepos|c

* The specific accounts used for United Biscuits and Innocent are Regent Realm Ltd and Fresh Trading Ltd entities

Methodology: The index is compiled by OC&C Strategy Consultants, using figures from the lotest annual accounts of the UK's leading monufacturers and processors. For groups with major subsidiaries, OC&C has listed,
where possible, details of the maojor operating companies. Some companies include returns from international operations, notably Cadbury Schweppes, ABF and Tate & lyle.

Companies have been classified os B (branded), O/L (own-label) and € (commodity-based) according to their main activity. Ple = Ple, Family = Family or closely owned, UK sub = UK subsidiary of global company, Listed =
Other UK-listed, PE = Privote equity, Other FfO = Other foreign-owned.
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The year that
ethics arrived

2007 was the year when ethical
products entered the main-
stream. “Products sourced
ethically and sustainably are not
new and have been in growth
foralmostadecade,” argues
0C&C associate director Will
Hayllar. “What is new is the
scale and that’s the real story.”

Alook at the retail sales of
products under the Fairtrade
mark illustrates Hayllar’s point.
Fairtrade-certified producer re-
tail sales reached nearly £500m
in 2007, with volumes more
than doubling in a single year,
and awareness of the Fairtrade
scheme hit arecord 70%

One in four UK shoppers
regularly buy several products
bearing the Fairtrade mark ac-
cording to OC&C, atrend surely
helped by the adoption of the
scheme by heavyweights.

Sainsbury’s and Waitrose
both switched to 100%-Fairtrade
bananas in 2007 and Fairtrade
now accounts fora quarter of all
bananas sold in the UK. Tate &
Lyle launched its first Fairtrade

Awareness of the Fairtrade scheme hit a record 70% and Fairtrade-
certified producer retail sales reached nearly £500m in 2007

processes. Unilever approached
the Rainforest Alliance to certify
its tea brands, PG Tips and Lip-
ton. Elsewhere, McDonald’s has
reported a 22%increase in coffee
sales since its introduction of
Rainforest Alliance-certified cof-
fee in January 2007.

“The adoption of the ethical
stance of the global corpora-
tions in the past 18 monthsis of
realinterest,” says Hayllar. “But

retail product in February 2008  will the new ethical commit-
and plans forall its retail cane ments benefit sales long term?
sugar to be Fairtrade by 2009. Ethical and sustainable are at
It was the biggest-ever move the heart of what is happening
to Fairtrade by a UK company, in grocery but the questionis
increasing by tenfold the vol- how much of a premium the
ume of Fairtrade sugarin this consumer is willing to bear.”
country. He has a point. While retailers
Beyond Fairtrade other glo- are trying to keep prices low for
bal giants were exploringhow  consumers who are feeling the
they could alter parts of their squeeze, the premium on ethi-
business toadopt moreethical  cally sourced bananas canbe as

high as 15%, and that’s nothing
compared with the premium
paid for ethically produced choc-
olate and coffee.

For shoppers frustrated about
being priced out of buying ethi-
cally sourced goods, the move
towards certified schemes by
mainstream and global compa-
nies should be good news, says
Hayllar. “We think the premi-
ums charged by companies such
as Green & Black’s will come
down with more and more
mainstream products adopting
an ethical stance. For now, shop-
pers accept that buying Green &
Black’s will cost more as a Fair-
trade premium is bundled into
the price, but that won’t be the
case when arival chocolate pro-
duceris able to bring a product
with an ‘ethical plus value’ prop-

osition to market.”

Estimated UK Fairtrade sales

SALES S0AR

1998 £16.7m
2002 £63m
2003 £92.3m
2004 £140.8m
2005 £195m
2006 £286.3m
2007 £493m

Fairtrade frenzy: Sales of Fairtrade goods
rocketed as mainstream brands joined the fray

Fairtrade banana UK retail sales
FAIRTRADE’S BESTSELLER

2002 £17.3m
2003 £24.3m
2004 £30.6m
2005 £47.7m
2006 £65.6m
2007 £150m

Gone bananas: Accounting for 60% of all
Fairtrade product sales internationally by volume,
Fairtrade banana sales grew 128% in UK in 2007

The Rainforest Alliance

COFFEE VOLUMES ON RISE (TONNES)
2003 3,100
2004 6,000
2005 12,000
2006 24,800
2007 41,400

Coffee fix: The Rainforest Alliance aims to supply
10% of global coffee

CONTINUED FROM PAGE 5

And the last ‘champion’, also picked out by Hay-

healthy numbers”, says Hayllar.

The third leading light among our top 150 com-
panies may have grown its profits with a clever
restructuring of its UK operations but in reality it
has been pulled out of the list for honourable men-
tion for one main reason.

Mars’ ballsy bid for Wrigley has set the standard
for merger and acquisition activity in the coming
year. Other successes include FoodVest, the acquis-
itive arm of venture capital group CapVest, which
grew profits by 45% to £58.3m, and which has been
key to the resurgence of the frozen food category
and especially frozen seafood.

“The shrewd acquisition of Young’s and Findus
have both been integrated very effectively,” says
Hayllar. “Now the management is refocusing the
enlarged business to drive profitable growth.”

llar and co for its “on-message” acquisition pro-
grammes, is Wellness Foods.

Founded in the past few years and a newcomer
to our list, Wellness is building a scale business
of natural and ‘healthy’ brands, bolstered by the
acquisition of Dorset Cereals.

The £50m deal followed takeovers of similarly
‘now’ brands such as Orchard House fruit juice,
Rowse honey and organic juice provider Grove
Fresh. Wellness Foods projects sales in 2008 of
£220m and aims to more than double that turno-
ver to £500m in 2011.

What does the success of these champions prove?
Well, it shows that with the right focus and strat-
egy there is money to be made and growth to be
achieved no matter where the food and drinkindus-
try is in the economic cycle.

The trends that these five companies align them-
selves with such as health - Mars saw exactly why
gum has grown at a greater rate than the rest of the
confectionery category and made its move accord-
ingly - and premiumisation are long term and pre-
date both the credit crunch and the rise in food
inflation.

Taking advantage of such trends can help aman-
ufacturer build itself a robust market-leading posi-
tion. Everyone else it seems, must wait for their turn
in the sun. o
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