“Big Food’s” Impact on the Investor

by Brent Wilsey

On the heels of the “Big Food” movement that ensued after “Big Tobacco”, some publicly traded companies have strategically responded to our nation’s highly publicized “epidemic of obesity” by integrating healthier selections among their packaged and fast food options.  

But, with these changes now implemented, how have public companies fared? What’s needed is a financial "temperature check" on how some of the nation's leading brands had responded to the obesity controversy omnipresent in the news last year, which has most definitely had an impact - some good, some bad - on investors nationwide relative to their financial health.

Here’s a glimpse at how receptive, or not, the street has been to some “Big Food” inspired changes:
1) Pepsico, Inc. (NYSE:PEP)

**Changes: To help consumers identify their healthiest products, the company has introduced a “Smart Spot” symbol to help consumers. They offer many nutritious products including baked varieties of Sun Chips and Lays chips. 
**Financial Impact:  Positive. This stock is a little pricey based on a PE of 22.4 and price to cash flow of 17.2, but year over year sales were up 8.5% and earnings were up 18.4% for the same period. The company also delivers a respectable return on equity of 32.8%
**Recommendation = BUY

2) Kraft Foods, Inc. (NYSE:KFT)

**Changes: Most don’t know that the company owns Boca Foods, makers of tasty soy-based meatless alternatives to burgers, pizza, chicken nuggets lasagna, and more. Also the parent company of Post, which offers an array of healthy breakfast options.  Self proclaimed “vanguard of removing trans fats from food products.” 

**Financial Impact:  Indifference.  PE & price to cash flow are too high, and the company is experiencing declines in both sales and earnings. Return on equity is only 9.3%, which is far below the industry at 23.5%.  
**Recommendation = NOT BUY
3) McDonald’s Corp. (NYSE:MCD)
**Changes: With the option to “Super Size” having gone by the wayside, this fast food haven is among the top five food-service buyers of grape tomatoes and spring mix lettuce, and the largest purchaser of apples.  Parents can encourage sliced “Apple Dippers,” a healthy alternative to fries, which are now offered as part of a Happy Meal or alone.  Their selection of “premium” salads are another healthy option.

**Financial Impact: These initiatives have helped establish a desirable PE of only 19, with that reduced to 15.2 based on future earnings; price to cash flow is 12.4. Net profit margin is a super-sized 12%, which is 50% greater then the industry average of 8.3%. Year over year, sales also increased 11.2% and earnings were up 52%.  
**Recommendation = BUY

4)  Kellogg Company (NYSE:K)

**Changes: They’ve been smart enough to reduce the sugar in their most popular kid’s breakfast cereals, Fruit Loops and Frosted Flakes.  Their reduced sugar cereals also now have more grain per ounce.    

**Financial Impact:  Not so gr-r-reat.  Price to tangible book is not material, meaning without the intangible assets there is no equity in the company. Year over year earnings increased at only 1.9%; debt to equity is 2.2 including all intangible assets, which is well above the industry average of 0.95.
**Recommendation = NOT BUY

5) General Mills, Inc. (NYSE:GIS)

**Changes: No change here.  This company has been offering healthy breakfast options for generations.  Their regular Cheerios boast 3 grams of fiber per serving and only 1 gram of added sugar.

**Financial Impact:  No change here, either.  Sales growth of only 4.4%; debt to equity is high at 1.56 and the company carries a lot of intangible assets on the balance sheet, which would negate all of the equity if these were removed from the balance sheet.
**Recommendation = NOT BUY
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