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2Q Pricing Delay Is An Air Pocket, Not A Black 
Hole; Maintain Neutral 
In our view, TreeHouse’s earnings miss in second quarter reflects a temporary 
mismatch between rising commodity costs and their efforts to raise prices.  We 
do not think it represents a structural problem with TreeHouse’s ability to 
manage commodity cost volatility or its negotiating power with customers.  
However, despite the stocks’ tempting sell-off, it is still too expensive for us to 
recommend given that it is trading in-line with our 12-month target price of 
$53/share and a P/E multiple of 15.5x our 2012 EPS estimate.   

■ Retailer pushback. We expect packaged foods companies like General 
Mills, Campbell, Kraft, and Kellogg to echo the same theme that TreeHouse 
and ConAgra struck today about pricing delays.  Wal-Mart publicly stated 
that they were requiring more documentation from their customers before 
allowing a second round of pricing to go through.  But unlike TreeHouse, 
investor expectations for the large cap stocks aren’t particularly high.  In 
addition, we believe that the branded companies have more cushion in their 
budgets to mitigate the pressure from higher commodity costs by cutting 
advertising or shifting the timing of trade funds.   

■ Visibility for 3Q is good. The main reason for the negative surprise in 2Q 
was that packaging costs spiked rapidly almost immediately after TreeHouse 
announced their first round of pricing.  The second round of pricing covered 
these problems.  Going forward, the company is vulnerable to big spikes in 
oil, resin, and tinplate if they occur. 

■ Revising estimates. We are lowering our 2011 EPS estimate by $0.10 to 
$2.95 (versus new guidance of $2.90-$3.10) and our 2012 EPS estimate to 
$3.40.  Recall that 2011 includes $0.15 of incrementally higher information 
systems spending that will decline in 2012.  

 

  

  

 Financial and valuation metrics
 

Year 12/10A 12/11E 12/12E 12/13E
EPS (CS adj.) (US$) 2.78 2.95 3.40 3.65
Prev. EPS (US$) — 3.08 3.50 3.75
P/E (x) 21.0 19.8 17.2 16.0
P/E rel. (%) 160.3 172.0 165.1 173.6
Revenue (US$ m) 1,817.0 2,042.5 2,138.5 2,224.0
EBITDA (US$ m) 264.0 302.7 335.1 352.9
OCFPS (US$) 6.81 5.10 5.64 6.02
P/OCF (x) 7.5 11.5 10.4 9.7
EV/EBITDA (current) 11.5 10.1 9.1 8.6
Net debt (US$ m) 971 971 971 971
ROIC (%) 6.60 6.82 7.19 7.15
  

Source: Company data, Credit 
S

35.50 IC (current, US$ m) 1,949.07
BV/share (current, US$) 27.5 EV/IC (x) 1.4
Net debt (current, US$ m) 950.5 Dividend (12/10A, US$) —
Net debt/tot. cap. (current, %) 45.8 Dividend yield (%) —
Source: Company data, Credit Suisse estimates. 

 

Rating NEUTRAL* 
Price (22 Jun 11, US$) 58.50 
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■ Signs of encouragement. Despite their complaints about price increases, the grocers 
continue to avidly buy TreeHouse’s wares.  Management said that volume growth 
improved to 5.0% in North American retail stores compared to 4.3% in 1Q.  In addition, 
the company has secured distribution of “Big Win,” value-added new products valued 
at $125 million.  The company’s R&D capabilities are a competitive advantage.   

■ Maintaining target price at $53/share.  Our $53/share implies a large-cap packaged 
food group forward P/E multiple of 15.5x against our 2012 estimate.  While private 
label is a structurally lower margin business than branded foods where pricing tends to 
lag commodity costs, we think TreeHouse merits an in-line valuation multiple due to its 
effective acquisition strategy and management team.  In addition, we believe 
TreeHouse may itself become a take-out target in the coming years. 

 

Exhibit 1: THS Quarterly Earnings 
Q1 10A Q2 10A Q3 10A Q4 10A 2010A Q1 11A Q2 11E Q3 11E Q4 11E 2011E 2012E 2013E

Net Sales 397.1 446.2 464.2 509.5 1,817 493.5 488.6 515.3 545.1 2,043  2,138 2,224
  % Sales Growth 11.7% 19.8% 22.5% 25.9% 20.2% 24.3% 9.5% 11.0% 7.0% 12.4% 4.7% 4.0%
COGS 308.3  337.3  354.0  383.7  1,383  372.6  378.7  395.5  407.9  1,555  1,621  1,675  
Gross Profit 88.8    108.9  110.2  125.7 434   120.9 109.9 119.8 137.2 488     518   549   
Gross Margin 22.4% 24.4% 23.7% 24.7% 23.9% 24.5% 22.5% 23.2% 25.2% 23.9% 24.2% 24.7%
Selling and Distribution 26.8    30.9    28.7    33.7  120   36.3  
G&A 20.0    23.2    25.6    28.0  96.7  29.2  
Management fee to Parent (PF) -      
Other operating ex/(inc) 0.1      (0.3)     (0.4)     (3.1)   (3.7)   0.3    
Amortization of intangibles 4.4      7.3      7.0      7.6    26.4  8.0    
  Total SG&A 51.3    61.1    60.9    66.2    239.5  73.8    71.7    59.2    60.5    265.1  266.4  284.2  
   as % of sales 12.9% 13.7% 13.1% 13.0% 13.2% 15.0% 14.7% 11.5% 11.1% 13.0% 12.5% 12.8%
Operating Income 37.5    47.8    49.3    59.5  194.0 47.1  38.2  60.6  76.8   222.7  251.3 265.2
   Operating Income Growth 40.5% 70.8% 56.7% 46.1% 53.0% 25.8% -20.0% 23.0% 29.0% 14.8% 12.8% 5.5%
   Operating Margin 9.4% 10.7% 10.6% 11.7% 10.7% 9.5% 7.8% 11.8% 14.1% 10.9% 11.8% 11.9%
Interest Expense 6.8      11.8    12.9    14.2  45.7  13.9  13.8  13.8  13.8   55.1    54.9  54.9  
Other Expense (0.0)     (1.4)     (0.9)     (0.2)     (2.5)     0.2      0.2      -      -      
Pre Tax Income 30.7    37.4    37.3    45.5  150.9 33.0  24.5  46.9  63.0   167.4  196.4 210.3
Income Taxes 10.3    12.3    12.1    16.1  50.9  11.2  8.4    16.2  21.7   57.5    68.8  73.6  
  Tax Rate 33.7% 32.9% 32.4% 35.5% 33.7% 33.8% 34.5% 34.5% 34.5% 34.4% 35.0% 35.0%
Net Income from Continuing Ops 20.3    25.1    25.2    29.3  100.0 21.9  16.0  30.7  41.3   109.9  127.7 136.7
(Loss) from Discontinued Ops -      -      -      -    -    -    -    -    -     -      -    -    
Diluted Shares Outstanding 34.6    36.0    36.4    36.7  35.9  36.8  37.2  37.5  37.5   37.2    37.5  37.5  
EPS from Continuing Ops 0.59$  0.70$  0.69$  0.80$  2.78$  0.59$  0.43$  0.82$  1.10$  2.95$  3.40$  3.65$  

1498%
Q1 10A Q2 10A Q3 10A Q4 10A 2010A Q1 11A Q2 11E Q3 11E Q4 11E 2011E 2012E 2013E

Volume 3.1% -0.7% 2.9% 0.6% 1.5% 1.0% 0.9% -1.4% 0.0% 0.1% 2.0% 2.0%
Acquisitions 6.7% 20.9% 22.7% 24.1% 18.9% 23.3% 6.6% 6.4% 0.0% 9.1% 0.0%
Price -0.3% -1.8% -3.1% 0.6% -1.1% 0.0% 2.0% 6.0% 7.0% 3.8% 2.8% 2.0%
Mix/other -0.1% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Currency 2.3% 1.4% 0.0% 0.5% 1.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Sales Growth 11.7% 19.8% 22.5% 25.9% 20.2% 24.3% 9.5% 11.0% 7.0% 12.9% 4.8% # 4.0%

Source: Company data, Credit Suisse estimates 
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Exhibit 2: THS Quarterly Value Drivers 
Q1 10A Q2 10A Q3 10A Q4 10A 2010A Q1 11A Q2 11E Q3 11E Q4 11E 2011E 2012E 2013E

Cash 4         3         4        6       6       2       4       4       6        6         6       6       
Inventory 299     296     313     287   287   299   324   347   323    323     338   354   
A/R 102     107     125     127   127   129   118   139   142    142     149   156   
A/P 170     181     119     202   202   196   199   132   228    228     238   249   
Working Capital 231     222     320     212   212   233   243   355   238    238     249   261   
Capital Expenditures 7         10       14      31     62     11     21     21     32      85       53     56     
Depreciation + Amortization 14       18       18      19     70     20     20     20     20      80       84     88     
Intangibles 1,357  1,341  1,342  1,540 1,540 1,511 1,978 1,959 2,025 2,025  2,092 2,178
Total Assets 2,173  2,168  2,202  2,391  2,391  2,397  2,423  2,450  2,496  2,496  2,586  2,694  
Total Current Liabilities 172     183     207     203   203   197   200   133   228    228     239   250   
Total Liabilities 1,275  1,266  1,265  1,413 1,413 1,385 1,363 1,340 1,323 1,323  1,285 1,255
Shareholder's Equity 898     902     937     978   978   1,012 1,061 1,110 1,174 1,174  1,301 1,439
Current Debt 1         1         1        1       1       1       1       1       1        1         1       1       
Total Debt 922     887     877     978   977   953   953   953   977    977     977   977   
Net Debt 918     884     873     971   971   950   949   949   971    971     971   971   
Operating Cash Flow 54       62       34      95     245   33     28     53     76      190     211   226   
Free Cash Flow 48       52       20      64     183   21     15     29     39      105     158   170   
Dividends/Share -$    -$    -$    -$   -$   -$   -$   -$   -$    -$    -$   -$   

Invested Capital 1,998 1,983 1,993 2,183 2,183 2,199 2,221 2,314 2,262 2,262 2,341 2,439
NOPAT 25       32       33      38     129   31     25     40     50      146     163   172   
ROIC 5.0% 6.5% 6.7% 7.0% 5.9% 5.7% 4.5% 6.9% 8.9% 6.5% 7.0% 7.1%
EBITDA 52       66       67      79     264   67     58     80     97      303     335   353   
Source: Company data, Credit Suisse estimates 
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Exhibit 3: THS Annual Earnings 
2004 (PF) 2005 2006 2007 2008 2009 2010 2011 (e) 2012 (e) 2013 (e)

Net Sales 694.6       707.8     939.4   1,157.9 1,500.7 1,511.7 1,817.0 2,042.5  2,138.5 2,224.0
   Sales Growth -0.2% 1.9% 32.7% 23.3% 29.6% 0.7% 20.2% 12.4% 4.7% 4.0%
COGS 538.0       560.1     736.9   913.6   1,205.9 1,185.3 1,383.4 1,554.6  1,620.7 1,674.6
Gross Profit 156.6       147.7     202.5   244.3   294.7   326.4   433.6   487.9     517.8    549.4   
Gross Margin 22.6% 20.9% 21.6% 21.1% 19.6% 21.6% 23.9% 23.9% 24.2% 24.7%
Selling and Distribution 61.5         61.0       74.9     94.6     115.7   107.9   
G&A 19.6         32.1       59.9     54.0     61.7     78.6     
Management fee to Parent 6.3           2.9        -       -       -       -       
"Other" operating expense/(income) -           14.1       (21.8)    (0.1)      1.0       -       
Amortization of intangibles 1.5           1.7        3.3       7.2       13.5     13.4     
  Total SG&A (ex "other") 88.9         97.8       138.0   155.8   192.0   199.6   239.5   265.1     266.4    284.2   
  As % of Sales 12.8% 13.8% 14.7% 13.5% 12.8% 13.2% 13.2% 13.0% 12.5% 12.8%

Operating Income 67.8         49.9       64.5     88.5     102.7   126.8   194.0   222.7     251.3    265.2   
   Operating Income Growth -34.0% -30.3% -4.9% 37.4% 16.1% 23.4% 53.0% 14.8% 12.8% 5.5%
   Operating Margin 9.8% 7.0% 6.9% 7.6% 6.8% 8.4% 10.7% 10.9% 11.8% 11.9%
Interest Expense, Other 1.6           1.0        12.3     21.7     30.1     15.5     43.2      55.3       54.9      54.9     
Pre Tax Income 66.2         48.9       52.1     66.8     72.6     111.3   150.9   167.4     196.4    210.3   
Income Taxes 24.4         19.7       20.0     25.6     21.6     38.4     50.9      57.5       68.8      73.6     
  Tax Rate 36.9% 40.3% 38.3% 38.3% 29.8% 34.5% 33.7% 34.4% 35.0% 35.0%
Net Income 41.8         29.2       32.2     41.2     51.0     72.9     100.0   109.9     127.7    136.7   
EPS 1.35$       0.94$     1.02$    1.32$    1.62$    2.23$    2.78$     2.95$     3.40$    3.65$    
    % Change -30.4% 9.2% 28.7% 23.2% 37.7% 24.7% 6.0% 15.4% 7.1%
Diluted Shares Outstanding 31.1 31.1 31.4 31.3 31.4 32.6     35.9      37.2       37.5      37.5     
Discontinued Ops earnings (0.7)        

Depreciation 14.9         16.9       24.6     33.9     45.9     46.0     69.8      72.0       72.0      72.0     
EBITDA 82.6         66.8       89.0       122.4     148.6     172.8     263.8     294.7     323.3     337.2     
Source: Company data, Credit Suisse estimates 

 

 

Companies Mentioned  (Price as of 22 Jun 11) 
Campbell Soup Company (CPB, $33.98, NEUTRAL, TP $35.00) 
ConAgra Foods, Inc. (CAG, $25.42, RESTRICTED) 
General Mills (GIS, $37.93, OUTPERFORM, TP $40.00) 
Kellogg Company (K, $54.67, NEUTRAL, TP $64.00) 
Kraft Foods, Inc. (KFT, $34.66, OUTPERFORM, TP $37.00) 
TreeHouse Foods (THS, $58.50, NEUTRAL, TP $53.00) 
Wal-Mart Stores, Inc. (WMT, $53.01, NEUTRAL, TP $58.00) 
 

 
Disclosure Appendix 

Important Global Disclosures 
I, Robert Moskow, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and 
securities and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in 
this report. 

See the Companies Mentioned section for full company names. 
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3-Year Price, Target Price and Rating Change History Chart for THS 
THS Closing 

Price 
Target 

Price 
  

Initiation/ 
Date (US$) (US$) Rating Assumption 
7/21/08 27.49 30   
11/25/08 23.25  N  
2/13/09 27.97 29   
8/9/09 37.89 36   
11/4/09 36.34 38   
12/21/09 37.7 40   
5/7/10 44.42 45   
8/6/10 43.68 42   
11/7/10 49.82 50   
5/6/11 56.81 53    
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 O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated; NC=Not Covered

 

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows: 
Outperform (O): The stock’s total return is expected to outperform the relevant benchmark* by at least 10-15% (or more, depending on perceived 
risk) over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the relevant benchmark* (range of ±10-15%) over the next 12 months. 
Underperform (U): The stock’s total return is expected to underperform the relevant benchmark* by 10-15% or more over the next 12 months. 
*Relevant benchmark by region: As of 29th May 2009, Australia, New Zealand, U.S. and Canadian ratings are based on (1) a stock’s absolute total 
return potential to its current share price and (2) the relative attractiveness of a stock’s total return potential within an analyst’s coverage universe**, 
with Outperforms representing the most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. 
Some U.S. and Canadian ratings may fall outside the absolute total return ranges defined above, depending on market conditions and industry 
factors. For Latin American, Japanese, and non-Japan Asia stocks, ratings are based on a stock’s total return relative to the average total return of 
the relevant country or regional benchmark; for European stocks, ratings are based on a stock’s total return relative to the analyst's coverage 
universe**. For Australian and New Zealand stocks a 22% and a 12% threshold replace the 10-15% level in the Outperform and Underperform stock 
rating definitions, respectively, subject to analysts’ perceived risk. The 22% and 12% thresholds replace the +10-15% and -10-15% levels in the 
Neutral stock rating definition, respectively, subject to analysts’ perceived risk.  
**An analyst's coverage universe consists of all companies covered by the analyst within the relevant sector. 
Restricted (R): In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
performance of an analyst’s coverage universe* versus the relevant broad market benchmark**: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  48% (62% banking clients) 
Neutral/Hold*  40% (56% banking clients) 
Underperform/Sell*  10% (51% banking clients) 
Restricted  3% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 
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Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (THS) 
Method: Our $53/share implies a large-cap packaged food group forward P/E multiple of 15.5x against our 2012 estimateof $3.37 
Risks: Risks to our $53/share target price on THS are that branded competitors in the highly competitive pickle category out-promote private label or 
that THS loses bid business to discount competitors.  In addition, rising energy costs would harm profit margins as they flow through packaging and 
distribution costs and acquisition integration could fall short of management's targets 
Please refer to the firm's disclosure website at www.credit-suisse.com/researchdisclosures for the definitions of abbreviations typically used in the 
target price method and risk sections. 
 

See the Companies Mentioned section for full company names. 
The subject company (THS) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of Credit Suisse. 
Credit Suisse provided investment banking services to the subject company (THS) within the past 12 months. 
Credit Suisse has received investment banking related compensation from the subject company (THS) within the past 12 months. 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (THS) within the next 3 
months. 
As of the date of this report, Credit Suisse Securities (USA) LLC makes a market in the securities of the subject company (THS). 
Important Regional Disclosures 
Singapore recipients should contact a Singapore financial adviser for any matters arising from this research report. 

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (THS) within the past 12 
months. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
Taiwanese Disclosures: Reports written by Taiwan-based analysts on non-Taiwan listed companies are not considered recommendations to buy or 
sell securities under Taiwan Stock Exchange Operational Regulations Governing Securities Firms Recommending Trades in Securities to 
Customers. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
Disclaimers continue on next page. 
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG, the Swiss bank, or its subsidiaries or its affiliates 
(“CS”) to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of 
the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All 
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. 
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any particular investor. CS will not treat recipients as its customers by virtue of their receiving the report. The investments or services contained or referred to in this report may not be 
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constitutes a personal recommendation to you. CS does not offer advice on the tax consequences of investment and you are advised to contact an independent tax adviser. Please 
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CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the report 
were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available upon 
request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises 
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