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EXECUTIVE SUMMARY 

 
As of late 2008, Pilgrim’s Pride is the largest poultry producer in the world. The Company is a 

vertically integrated producer of both fresh and prepared chicken that controls the processing, 

preparation, packaging, and sale of its product lines. Its products are sold primarily to 

foodservice customers (chain restaurants, food processors, and foodservice distributors), and 

retail customers (grocery store chains and wholesale clubs) in two primary regions – the United 

States, including Puerto Rico, and Mexico  – and export customers, who purchase the products 

for export to Eastern Europe, the Far East, and other world markets. 

 

Over the previous two years, Pilgrim’s Pride has gone from generating a profit of $47 mm in 

FY07 to a net loss of $193 mm in YTD 2008. The change in operating performance can be 

attributed to both the difficult macroeconomic environment facing the entire industry, as well as 

the impact of a questionable acquisition. The industry as a whole has experienced drastically 

different unit economics whereby rises in inputs costs have outpaced price increases. 

Compounding this issue is the Company’s $1.1 billion acquisition of Gold Kist, Inc., which was 

largely financed through debt. The result is that the Company is experiencing significant margin 

compression that no longer provides sufficient contribution margin to support its fixed operating 

costs and large debt service payments. 

 

Based on the deterioration in operating and financial performance the Company filed for 

bankruptcy on December 1, 2008. At this point, the Company and its constituents need to 

consider all available options and their eventual impact on the business. The three primary 

options are: 

1. Continue operating as a going concern – maintain existing assets and business 

operations and modify the capital structure based on the current valuation of the firm 

2. Partial liquidation  - complete the sale of some assets to reduce the debt burden and 

refine the business model 

3. Complete liquidation – sell all assets and use the proceeds to pay off debt holders, with 

any remaining proceeds going to the equity holders. 
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After evaluating each option the best option for the Company and its constituents is to complete 

a partial liquidation. Under this plan the Company will exit the fresh chicken business to 

concentrate on the prepared foods market. This market is both more profitable and growing 

faster than the fresh chicken market. Specifically, the Company will sell 34 of their 46 plants and 

the related inventory for cash, generating proceeds of $1.0 billion. These proceeds will be used to 

pay off the secured debt holders ($850 mm in claims). The remaining $150 mm of proceeds plus 

$537 mm of proceeds from the issuance of new debt will be used to pay down the unsecured debt 

holders. Additionally, previous equity holders will own the rights to the equity in the new 

company. The new company can rely on previous relationships and contracts to maintain sales, 

while still achieving higher margins as a result of focusing on value-added products. As a result 

the new, smaller company will be valued at $970 mm and can service the $537 mm of debt when 

it exits bankruptcy. There are several risks involved in this strategy (e.g. transitioning supply to 

third parties and loss of control in the supply chain), but this option provides the best opportunity 

for the Company to remain an independent and profitable entity well into the future and gives its 

stakeholders the highest financial returns.   
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INDUSTRY 

 
Overview 

Unlike producers and processors of other proteins (like beef or pork), the chicken industry is 

vertically integrated with processors involved in all stages of production. Over the last 50 years, 

the industry has evolved from fragmented, locally oriented businesses into an industry where 

production is centered upon a few large producers and a contract growing system. The top three 

producers (Pilgrim’s Pride, Tyson, Perdue) account for 55% of all production today – in 1994, 

the top six accounted for 52%1. The top two producers, Pilgrim’s Pride (PPC) and Tyson, have 

collectively increased their share by 25 percentage points in the past ten years, as the industry 

has consolidated rapidly2. 

 

Market segments 

The three largest market segments in the chicken industry are: (1) big bird deboning; (2) chill 

pack/retail market; (3) small birds. Dark meat is sold as frozen leg quarters to the export market 

or as fresh whole legs to further processors. The meat is typically sold at spot commodity prices 

– leg quarter prices have been strong due to significant export demand. 

 

The white meat produced at big bird deboning plants is typically sold as fresh deboned white 

meat and whole or cut wings. The meat is also sold at spot commodity prices – wings pricing has 

recently increased in October and is now running higher than 2005 and 2006 levels. 

 

The chill pack/retail market product is cut and packaged in individual trays, according to 

customer specifications. The trays are labeled and priced ready for retail outlets. The pricing of 

retail product is generally based on a formula using the Georgia Dock whole bird as the base. 

Though there may be long-term contracts in the chill pack segment, the link to market pricing 

serves as an important point of difference with the fast food/small bird segment.  

 

                                                 
1 Poultry 101, December 2007 (Merrill Lynch)  
2 National Chicken Council 
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While most products from the big bird deboning segment are under pressure, except for leg 

quarters owing to strong export demand, the Georgia Dock whole bird price is stronger than the 

prior three years. While it is not high enough for producers to be profitable, it is holding up better 

than the foodservice-related products from big birds as consumers shift from away-from-home to 

at-home eating.  

 

In the small bird segments, the finished product is marketed to fast food and foodservice 

companies. This market is typically based on longer-term contracts negotiated as flat prices or 

cost-plus formulas. Given the inability to move pricing in line with the underlying commodity in 

the case of fixed contracts, processors with exposure to this market segment have had more 

difficulty than those concentrated on fresh markets.  

 

Recently, PPC and Tyson have both indicated they are taking steps to shorten their fixed price 

sales contract to 90-day previous (versus the prior one-year standard). Typically, the majority of 

these contracts are negotiated in the fall. While PPC and Tyson’s stance should have a major 

influence over negotiations, given the fragmented nature of the industry, the result will depend 

on the actions of smaller players.  

 

Chicken processing - steps in the process 

A typical large processor consists of several production stages combined under one company. 
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Competitive landscape 

Tyson Foods: 

Tyson Foods is a meat protein and food production company. The Company produces, 

distributes and markets chicken, beef, pork, prepared foods and related allied products. The 

Company’s integrated operations consist of breeding stock, contract growers, feed production, 

processing, further-processing, transporting and marketing chicken and related allied products, 

including animal and pet food ingredients. Through its wholly owned subsidiary, Cobb-Vantress, 

Inc., the Company also operates as a poultry breeding stock supplier, supplying Tyson, as well as 

a number of other poultry production companies. It processes live fed cattle and hogs and 

fabricate dressed beef and pork carcasses into primal and sub-primal meat cuts, and case-ready 

and fully-cooked meats. The Company produces a range of frozen and refrigerated food 

products.  

 

In June 2008, the Company acquired a 51% stake in Godrej Foods Ltd, a poultry processor in 

India. Godrej Foods is a subsidiary of Godrej Agrovet Ltd. In October 2008, the Company 

purchased three poultry companies in southern Brazil, each vertically integrated. These 

companies include Macedo Agroindustrial, Avicola Itaiopolis and Frangobras. 
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The Company’s chicken operations include breeding and raising chickens, as well as processing 

live chickens into fresh, frozen, and value-added chicken products and logistics operations to 

move products through the supply chain. Products are marketed domestically to food retailers, 

foodservice distributors, restaurant operators and noncommercial foodservice establishments 

such as schools, hotel chains, healthcare facilities, the military and other food processors, as well 

as to international markets throughout the world. It also includes sales from allied products and 

its chicken breeding stock subsidiary.  

 

The Company markets its products to national and regional grocery retailers, regional grocery 

wholesalers, meat distributors, warehouse club stores, military commissaries, industrial food 

processing companies, national and regional chain restaurants, international export companies 

and domestic distributors, and foodservice operations, such as plant and school cafeterias, 

convenience stores, hospitals, and other vendors. 

 

Perdue Farms:  

Perdue Farms offers poultry and agricultural products and services in the Eastern United States. 

It offers chicken, turkey, and eggs, as well as processed grain, edible oils, lecithin, soy, protein, 

and oilseed products. The Company also converts surplus poultry litter into organic pellets and 

granular fertilizer products for the agricultural and horticultural customers. Perdue Farms serves 

restaurant chains, the United States military, distributors, and food manufacturers. The Company 

sells its products through grocery, club, and warehouse stores.  

 

Perdue continues to strengthen its position in the consumer poultry market with new product 

innovations such as frozen and full-cooked poultry products designed for busy families. It has 

also responded to consumer concerns about food quality, trumpeting its "Farm-to-Fork" 

production and processing capabilities, as well as its antibiotic-free products. 

 

The Company is a private company. 
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Sanderson Farms: 

Sanderson Farms is a fully integrated poultry processing company engaged in the production, 

processing, marketing and distribution of fresh and frozen chicken products. The Company’s 

operations are conducted via three divisions: Production, Processing and Foods. Sanderson 

Farms sells ice pack, chill pack, and frozen chicken, in whole, cut-up, and boneless form under 

the Sanderson Farms brand name to retailers, distributors, and casual dining operators in the 

southeastern, southwestern, and western United States. The segments of the Company include 

big-bird deboning, chill pack, and small birds.  

 

The production division is engaged in the production of chickens to the broiler stage, while the 

processing division is engaged in the processing, sale, and distribution of chickens. The foods 

division is engaged in the processing, marketing, and distribution of over 100 processed and 

prepared food items.  

 

During the fiscal year ended October 31, 2007, the Company processed 343.6 million chickens. 

Sanderson Farms has seven hatcheries, six feed mills and eight processing plants. The products 

of the Company are sold to retailers (including national and regional supermarket chains and 

local supermarkets) and distributors. 

 

Industry economics 

The success of the chicken processing business, like many other agriculturally related businesses, 

depends significantly upon the gross margin earned.  As demonstrated in the graph below, the 

stock price of Pilgrim’s Pride (and likely other chicken processors) is very closely related to the 

gross margin earned.   
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PPC’s Share Price vs. Poultry Commodity Margin 

 

 

In order to better understand this industry, it is helpful to break down the specific market forces 

that impact performance.  The following is a simple representation of the components that affect 

gross margin in the chicken processing industry: 

 

Components of Revenue – Overall Demand 

Over the last 40 years, demand for chicken has been increasing relative to other proteins (beef, 

pork, turkey and fish).  Chicken is perceived in the market as a healthy choice among the protein 

group.  In the US, annual per capita consumption of chicken has more than doubled since 1970, 

Gross Margin ($) = Revenue Minus Direct Input Costs
Quantity X Price Quantity X Price

• US population growth • Supply vs. demand • Feed technology • Soybean meal price
• Per capita consumption • Demand components • Feed conversion efficiency • Corn acreage

• Consumer tastes • Domestic demand • Chicken size/weight • Corn price
• Distribution channel • Exports • Ethanol acreage

• Foodservice • Supply leading indicators
• Same store sales • Egg set in incubators

• Retail • Broiler chickens placed
• New product innovation • Pullets hatched

• Pullets in inventory
• Eggs/100 layers

• Overall industry production
• Price by chicken part

• Boneless skinless breast
• Whole breast
• Leg
• Wing
• Whole broiler
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from 36.6 pounds per person to 85.4 pounds per person in 2007.  Beef, on the other hand, has 

become less popular, with per capita consumption decreasing by 23% between 1970 and 2007.  

The increase in the popularity of chicken means that chicken now comprises over 35% of the 

average person’s protein diet.   

          Per Capita Consumption of                                              Share of Chicken of All 
                  Major Proteins            Proteins Consumed            

Proportion of Protein by Meat Type (2007) 
               Source for all graphs: National Chicken Council 

 

In addition to consumer tastes, chicken is much cheaper, on a per unit basis, compared to beef 

and pork.  At the end of 2007, the retail costs per pound of beef, pork and chicken were $4.16, 

$2.87 and $1.13, respectively; chicken is almost four times cheaper than beef and 2.5 times 
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cheaper than pork.  This suggests that during an economic downturn, sales of chicken should 

hold up relatively well compared to other protein substitutes.   

 

Retail Price of Leading Proteins 
Source: National Chicken Council 

 

Components of Revenue – End User Types 

There are a number of end users that chicken producers sell their products to.  Chicken is sold to 

the retail grocery channel (this is measured by fresh unprocessed chicken), the foodservice sector 

(which includes restaurants and institutional foodservice such as hospitals and universities), and 

to other food manufacturers for further processing.  The number of chickens sold for further 

processing has increased dramatically over the last decade.   

 

Sales of Chicken by Market Segment 
Source: National Chicken Council 
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With the recent downturn in the economy, consumers are more price-conscious and have been 

choosing to cook at home as opposed to eating out at restaurants.  As expected, same store sales 

at restaurants have declined over the last few quarters.  This translates into lower demand for 

chicken from the foodservice/restaurant segment. 

 

US Restaurant Same Store Sales 

 

Components of Revenue – Chicken Supply 

As demand for chicken is relatively stable over time, the price of chicken is substantially driven 

by overall industry supply.  Over the last 20 years, overall industry supply of chicken has 

increased at a faster pace than industry demand, leading to higher ending inventory of chicken 

and lower prices.  For total industry supply to decrease (which would lead to higher prices and 

healthier margins), the majority of producers must cut production.  However, due to various 

competitive reasons and internal operational issues, this has not been the case.  Ending chicken 

stocks have increased from 110,000 metric tones in 1990 to 326,000 metric tones at the end of 

2007.  Inventories, on an annual year basis, have declined from the peak in 2005; however, 

inventory remains at historically high levels.   
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US Chicken Industry Supply and Demand 
Source: USDA – Foreign Agricultural Service 

There are also a number of indicators of the future short-term industry supply of chicken.  The 

chart below indicates the typical timeline from a pullet hatched to broiler slaughter.  A pullet (or 

young female hen) that is born in October 2008 will be ready to lay eggs approximately six 

months later in late April 2009.  The eggs that are laid in April will then hatch broilers, which 

will be mature enough for slaughter and processing, in early July 2009, or approximately 32 

weeks (~ four months) from original pullet hatching.   

 

Typical Timeline of Chicken Production 

 

Due to the relatively short timeline from initial pullet hatching to ready-to-slaughter supply, 

various monthly indicators are followed closely to predict short-term future supply.  These 

indicators include the number of pullets hatched, number of pullets in inventory, number of eggs 

per pullet, number of broiler eggs in inventory and number of broiler chicks hatched.  Over the 

last few months, all of these indicators have been trending down, which is good news for 
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industry supply and ultimately prices.  For example, as of October 2008, the number of broiler-

type eggs in inventory (which will lead to future chicken supply) has declined for five 

consecutive months and there have been year-over-year decreases – which takes into account 

seasonality – in inventory for seven consecutive months.  Further, the number of broilers hatched 

has also decreased, year-over-year, for the seven consecutive months ending October 2008.  

Based on this information, year-end 2008 overall chicken supply should be lower as compared to 

last year and previous months. 

 Broiler-Egg Inventory  Number of Broilers Hatched  

Source: USDA 

 

Components of Revenue – Chicken Prices 

There are a number of different components of the chicken and each garners a different price in 

the market.  Each “cut” of meat has different characteristics and consumer tastes drive the 

perceived value and price of each chicken part.  Historically, boneless/skinless chicken breasts 

sell for the highest price and the leg sells for the lowest price.  There is currently an oversupply 

of breast meat on the market, which has caused the lower prices.  With improved feeding 

technology, broiler weights have increased and breast yields have improved, contributing to 

greater supply.  As well, there are certain financially distressed industry players that are selling 

breast meat at below market prices.    
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Source: Bloomberg for all graphs 
Note 1: Composite price comprised of 27.8% b/s breast, 53.6% leg, 6.2% whole breast, and 12.5% wing price. 
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There is also some seasonality in chicken prices.  Chicken demand is higher during the summer 

grilling season, especially boneless/skinless breast meat.  Prices for most cuts are highest during 

the summer and lower during the winter.   

Source: Bloomberg 

 
Over the last year, the wholesale price of chicken has not kept pace with the corresponding retail 

price.  This means that the spread earned by retailers has increased and chicken processors, who 

sell at the wholesale price, have not benefited.    

Source: USDA 
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Components of Input Costs – Commodity Prices 

On the cost side, chicken processors are vulnerable to certain commodity prices, especially corn 

and soybean meal prices, as these two grains comprise the majority of poultry feed.  The 

approximate composition of poultry feed consists of 70% corn by weight and 30% soybean meal 

by weight.   

 

The prices of both soybean meal and corn are driven by supply and demand, like any other 

commodity product.  Weather, allocation of crop acreage, crop yields, and end user demand all 

influence grain prices.  Over the last year, both soybean and corn prices have increased 

dramatically.  Much of the increase in the price of corn has been due to increased demand from 

ethanol producers.  This increase in corn demand has increased allocation of acreage to corn, 

which in turn has reduced soybean acreage and supply, leading to an increase in soybean prices 

as well.  The prices of both commodities have fallen significantly from their summer 2008 peaks, 

as the global economic slowdown has reduced overall commodity demand. 

Source: Bloomberg 

 
Components of Input Costs – Feed Efficiency 

The price of the commodity inputs is the major force behind input costs for the chicken 

processors.  However, through better feed technology and blending, producers can reduce the 

amount of feed required to produce a pound of poultry.  Historically, the amount of feed (or feed 

conversion) that is required to nourish a broiler to maturity has declined with improved 

technology.  Over the last decade, feed conversion levels have stabilized.  Another consideration 
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for the quantity of feed purchased by the processors is the average size of bird produced.  Over 

time, the average weight of broilers has increased, from 5.0 pounds in 2000 to 5.5 pounds today.  

Source: Bloomberg 

 

Current situation 

The chicken industry is currently in a state of overcapacity. This year, the fragmented industry 

has had difficulty in achieving adequate production cuts to meet falling demand levels. A 

combination of excess supply, high feed costs, reduced foodservice demand, incremental breast 

meat supply, and tight credit conditions have caused chicken processors to experience reduced 

levels of profitability.  

 

Demand and supply effects – exogenous and endogenous 

In the past, demand shocks such as the Russian chicken ban in 2002 (in retaliation for US steel 

tariffs) and the avian flu outbreak in Europe, the Middle East, and Africa in the spring and fall of 

2006, caused supply-demand imbalances in the industry. Because the demand shocks had 

roughly the same impact across all chicken processors, the industry was relatively quick to 

respond by cutting production to align supply with the drop in demand that occurred following 

the events.  

 

However, given the different impacts on chicken processors depending on product mix and/or 

operating efficiency and balance sheet strength, the industry has been much slower to cut back 

than in the past. While some processors were actually earning profits through 1H08, others may 
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have assumed that a typical seasonal pick-up in demand in the late spring/early summer would 

lead to adequate pricing, so production cuts were held off. However, producers were surprised 

when pricing of selected chicken parts actually went counter to seasonal trends and fell in July 

and August.  

 

At the same time, foodservice demand weakened significantly and incremental chicken supply 

came on to the market. Deutsche Bank notes that the casual dining sector is underperforming the 

restaurant industry in total, while Quick Service Retail (QSR) is performing better than other 

concepts. Fine dining restaurants have also shown a decline in traffic. 

 

Based on weekly slaughter data, until recently, higher production has been driven by both an 

increase in heads slaughtered as well as higher bird weights, relative to 2007. September is the 

first month where there has been a decrease in heads slaughtered versus a year ago. In the first 

week of October, bird weights were flat to slightly below last year. However, data for the second 

week of October shows production ticking up relative to last year.  

 

Additionally, on the supply front, Tyson announced that it would have 10% of its product mix in 

big birds by the end of 2008 by converting three poultry complexes to bigger birds, with plans 

for more in 2009. Big birds parts are sold into the foodservice channel, while tray pack/chill pack 

items are sold into the retail channel. The rationale behind the shift in mix is due to the fact that 

operating profit per head has been highest for big bird deboning operations, according to Agri 

Stats.  

 

Capacity changes alter competitive landscape 

There has been a marked difference in reaction to the current excess supply between the two 

major chicken producers. Specifically, PPC announced production cuts totaling 6.25%3 of its 

capacity. However, Tyson announced no cuts. The reaction of other chicken producers to the last 

round of cuts in 2006 (they increased output to take advantage of the price increase as a result of 

undersupply that, in turn, resulted in a fall in prices4), as well as a strong balance sheet and the 

fact that Tyson’s beef and pork processing operations have served to subsidize losses in chicken 
                                                 
3 F3Q08 Analyst call, July 2008 
4 WATT Poultry USA 
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processing has allowed Tyson to maintain production levels while PPC has been forced to make 

cuts. Tyson’s CFO, Dennis Leatherby, stated in its most recent analyst call, “As of right now, we 

still believe that demand supply balance for us is still reasonably good… I still believe that the 

improvements that we've put in place and what we are doing to match demand with supply is the 

right thing for Tyson Foods.  I would also tell you that we are a diversified portfolio company in 

terms of participating in all three of the major proteins and believe that's a very imperative part 

of our overall company position. We have a strong balance sheet, and we will continue to be a 

leader in the protein industry and feel very confident about our future.” 

 

The change in production has narrowed the gap between PPC and Tyson’s market share with the 

two major players now less than 3% apart. Meanwhile, Sanderson’s share is now close to 7%, up 

from 5.25% prior to the ramp up in Waco. Analysts expect further capacity closures, production 

cuts and facility sales to be announced by PPC, potentially bringing its market share below that 

of Tyson’s.  
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COMPANY 

 
Overview 

Pilgrim’s Pride, which started out in 1946 as a private partnership between two brothers, has 

grown, as of 2007, into the world’s largest chicken company. Its main products include both 

prepared and fresh chicken, with its distribution encompassing two main geographic regions—

the United States, including Puerto Rico, and Mexico. Its chicken and turkey products are sold 

primarily to foodservice customers (chain restaurants, food processors, and foodservice 

distributors), retail customers (grocery store chains and wholesale clubs), and export customers, 

who purchase the products for export to Eastern Europe, the Far East, and other world markets. 

Source: 2007 10-K 

 

As of November 2007, Pilgrim’s Pride employed approximately 55,000 people and operated 37 

chicken processing and 12 prepared-foods facilities, with operations in 18 states, as well as 

Puerto Rico and Mexico.  

 

History 

In 1968, Lonnie “Bo” Pilgrim incorporated the retail feed, egg-hatching, and broiler-processing 

partnership he had held with his brother as Pilgrim Industries, Inc. Up through the 1980s, the 

Company’s sales increased by 20 percent annually on average. This growth was supported 

primarily by large debt-to-equity ratios, usually exceeding 4-to-1. It was also during this time 

that major consolidation in the broiler industry took place, shrinking the number of broiler 
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producers by 80 percent between 1960 and 1984. By the end of the 1980s, there were only 45 

broiler producers in the country. 

 

The 1980s also saw the start of Pilgrim’s Pride’s trademark ad campaign, which saw Bo Pilgrim 

wearing a Pilgrim’s hat on TV commercials as he promoted his products. In 1984, Pilgrim’s 

Pride became the ninth largest U.S. chicken producer and the first to offer whole, fresh, boneless 

chickens. However, the business was far from stable – a Forbes article about Pilgrim’s Pride 

wrote that “the Company was almost entirely dependent on highly cyclical commodity chicken 

sales. Twice over the years, commodity chicken down-cycles had almost bankrupted Pilgrim’s 

Pride.”5 The Company went public in November 1986, although Bo Pilgrim maintained control 

by retaining 80 percent of the Company’s shares.  

 

In late 1987, Pilgrim’s Pride entered the Mexican market by acquiring four fully integrated 

poultry operations for $15.1 million. From 1987 to 1991, the Company tripled the size of its 

Mexican operations, built up a solid presence in frozen retail, established its export business, and 

witnessed enormous increases in output for its further processed and prepared divisions. 

Additionally, it entered into a number of joint marketing and advertising arrangements that kept 

costs down while increasing market share.  

 

The 1990s saw Pilgrim’s Pride undertake its first debt restructuring which allowed it much-

needed leeway in repaying its short-term obligations. However, as a result of the deal, Bo 

Pilgrim’s share in the Company was reduced from 80 percent to 65 percent. Yet despite reporting 

net losses, canceling its common stock dividend, and battling lawsuits brought by the Texas 

Workers’ Compensation Commission and the Texas Natural Resource Conservation 

Commission, Pilgrim’s Pride continued to expand throughout the 1990s, especially in Mexico 

where it spent $32 million for five additional chicken operations. By 1997, it had entered every 

major Mexican market and achieved a 19 percent share of the poultry market. 

 

Significant Recent Acquisitions 

                                                 
5 Mack, Toni, “Pilgrim’s Progress,” Forbes, June 25, 1990. 
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On January 27, 2001, Pilgrim’s Pride acquired WLR Foods, Inc. for approximately $239.5 

million and the assumption of $45.5 million of indebtedness. At the time, WLR Foods was the 

seventh largest poultry company in the country. The acquisition provided Pilgrim’s Pride with: 

·  Chicken processing facilities in the eastern United States, where they previously had 

no facilities, enabling them to deliver poultry products within one day to markets 

accounting for approximately 40% of the U.S. population 

·  Diversification of their revenue stream into the $8 billion turkey industry 

 

However, a major setback occurred almost immediately afterwards. In March 2002, an outbreak 

of low-pathogenic avian influenza surfaced in Virginia, negatively impacting fiscal 2002 and 

2003 operating income by $26 million and $7 million, respectively, although 80% of that loss 

was subsequently recovered in federal compensation. Almost 50% of the turkeys and 75% of the 

chickens destroyed in Virginia as a result of the virus belonged to Pilgrim’s Pride.  

 

On November 23, 2003, Pilgrim’s Pride purchased all of ConAgra Foods’ chicken division for 

$635.2 million, instantly doubling PPC’s sales and making it the second largest domestic chicken 

producer behind Tyson. PPC also expected to achieve $50-$100 million in cost efficiencies due 

to greater scale and operational efficiency6.  The ConAgra purchase enabled Pilgrim’s Pride to: 

 

·  Expand their reach across the southeastern U.S., complementing their existing central and 

mid-Atlantic regional operations 

·  Access supermarkets and other retail customers throughout the southeastern and 

Midwestern portions of the U.S. through ConAgra’s fresh chicken products 

·  Establish a solid foothold in the profitable Puerto Rican poultry market, as ConAgra’s 

chicken division was the largest distributor of chicken products in that market 

 

On January 9, 2007, Pilgrim’s Pride finished its acquisition of Gold Kist, Inc. for $1.1 billion, in 

another attempt to add scale and generate operating efficiencies, as well as diversify its sales into 

the retail channel where Gold Kist had a significant presence. At the time, Gold Kist was the 

third largest chicken company in the United States, accounting for more than nine percent of 

                                                 
6 Pilgrim’s Pride Company Update, August 2008 (Lehman Brothers) 
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chicken produced in the U.S. in the last few years. This acquisition resulted in the positioning of 

Pilgrim’ Pride as the world’s leading chicken producer. 

Pilgrim's Pride Revenue ($mm)
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Strategy 

In addition to the general objectives of increasing sales and earnings and maintaining its 

leadership position while outpacing the growth of the chicken industry, Pilgrim’s Pride’s main 

long-term business strategy is to focus its growth efforts on higher-value, higher-margin 

prepared foods products. This segment is one of the fastest growing and most profitable in the 

poultry industry. To this end, Pilgrim’s Pride’s sales efforts have been targeted to the foodservice 

industry, chiefly chain restaurants and food processors, and have more recently been targeted to 

retailers seeking value-added products. 

 

Aside from the growth and higher margins present in this market segment, one of its other major 

benefits is the reduction of feed ingredient costs as a percentage of total production costs. Since 

these products require further processing, the feed ingredient costs drop from approximately 

33%-49% of total production cost for fresh chicken products to approximately 17%-24% for 

prepared chicken products. As feed is not only the most expensive but also the most volatile 

component of input costs, any strategy to reduce their weight in the overall production cost 

contributes both to higher and more stable profitability. 

 

However, although Pilgrim’s Pride has managed to achieve a 28.3% CAGR for the 2003-2007 

time period in its prepared chicken products segment, this segment has actually fallen as a 
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percentage of total U.S. chicken sales in these years (Pilgrim’s Pride does not sell prepared 

chicken products outside of the U.S.), from 53% to 39%. This is due to Pilgrim’s Pride’s fresh 

chicken sales achieving a 47.0% CAGR for the same time period, primarily as a result of the 

Gold Kist acquisition. Along those lines, Pilgrim’s Pride is looking to focus on value-added, 

higher-margin products even in its fresh chicken segment. These products include fixed weight 

packaged products and marinated chicken and chicken parts.  

 

Other components to Pilgrim’s Pride’s strategy include exploiting economies of scale due to its 

leading industry rank and brand recognition. Before the troubles encountered in 2008, Pilgrim’s 

Pride (including the Gold Kist acquisition) commanded 25% of the U.S. market share, which 

was almost 20% higher than the second largest competitor in the chicken industry. With growing 

nationwide demand for price competitive standard and specialized products, Pilgrim’s Pride aims 

to continually capitalize on its position as one of only two single source suppliers that can supply 

this demand.  

 

These economies of scale also translate to the cost side, where they are able to standardize 

lowest-cost production processes across the various facilities, centralize purchasing and other 

services, and standardize and upgrade technology. Upgrading the technology will take on an 

increasingly important role as Pilgrim’s Pride looks to automate more of its facilities in response 

to labor shortages at some of its facilities in the past few years. Due to new federal immigration 

restrictions along with substantial changes in production volumes designed to stabilize supply 

and demand trends, the inability to maintain optimum labor levels has been a major component 

in lower-than-expected recent earnings, which the introduction of automated technology hopes to 

rectify. 

 

Finally, Pilgrim’s Pride continues to search for international opportunities to expand their export 

business. The USDA predicts U.S. chicken exports will continue to grow as worldwide demand 

increases for high-grade, low-cost meat protein sources. International markets have been the 

perfect complement to U.S. markets with their higher demand for dark chicken meat, which is a 

by-product of Pilgrim’s Pride’s domestic operations given its concentration on prepared foods 

products and U.S. customers’ general preference for white chicken meat. 
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Contracts 

Typically poultry producers will have contracts with their customers.  These contracts stipulate a 

fixed price for the products or set a price according to formulas based on an underlying 

commodity market, subject in many cases to minimum and maximum prices.  On some 

occasions volume may also be stipulated in the agreements.   

 

Historically, the overwhelming majority of the Company’s fixed price contracts set prices 

annually, usually at the beginning of the calendar year.  The result is that the Company is not 

able to pass on rising input costs.  This increases Pilgrim’s Pride’s exposure to changes in 

commodity prices.  In situations with rising commodity prices, Pilgrim’s Pride is forced to sell at 

the negotiated price, thus reducing margins.  In the current environment where commodity prices 

are increasing 40% a year, these annually negotiated fixed price contracts can force the Company 

to sell at negative gross margins.   

 

In order to combat rising costs, the Company is shortening the duration – typically 90 days – of 

sales contracts.  As a result, prices are being renegotiated higher.  Currently 35 to 40% of the 

Company’s contracts stipulate a fixed price, 17% of which are negotiated annually and the 

balance are shorter-term.  In the remaining contracts, prices are set based on market indices.  Part 

of the Company’s success in altering the contract terms is that most other industries (e.g. milk) 

do not set long-term fixed prices.   

 

Renegotiating its contracts to mitigate exposure to commodity prices is a significant long-term 

initiative.  The CEO has stated the Company will “walk away from unprofitable sales or from 

accounts that wanted multi-year fixed pricing.  We will let others assume those losing 

propositions.  This approach may hurt in the short-term, but we are more focused on the long-

term health and profitability of our business.  We can make a bad sale any day we want; there is 

no sense committing to a long-term agreement to do so.” 

 
Management & Governance 
 
Pilgrim’s Pride is very much a family owned and run business. Started in 1946 by Lonnie “Bo” 

Pilgrim, Mr. Pilgrim still maintains majority voting control of the Company, served as Chief 
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Executive Officer from 1968 to 1998 and Chairman of the Board from 1968 until July 2007 

when his son, Lonnie Ken Pilgrim, took over. He now holds the title of Senior Chairman of the 

Board and is a member of the Compensation Committee.  

 
In addition to his son Lonnie Ken, his other son, Pat Pilgrim, and his daughter, Greta Pilgrim-

Owens, also work for Pilgrim’s Pride. The total compensation to his three children totaled 

approximately $1.3 million in fiscal 2007. 

 

Aside from Lonnie “Bo” Pilgrim’s compensation related to his duties at Pilgrim’s Pride, there 

are also numerous related party transactions between himself and the Company, including the 

rental of facilities owned by Mr. Pilgrim to Pilgrim’s Pride, the holding of depository accounts at 

a financial institution owned by Mr. Pilgrim, the leasing of an airplane owned by Mr. Pilgrim, 

and the guaranteeing by an entity owned by Mr. Pilgrim of a portion of the Company’s debt 

obligations, for which the Company pays this entity a fee. This fee totaled $3.6 million in fiscal 

2007. 

 

Additionally, former Vice Chairman of the Board Clifford E. Butler’s son, Shane Butler, is 

Senior Vice President, Prepared Foods Regional Operations, and three children of former 

President and CEO O.B. Goolsby Jr. also work for Pilgrim’s Pride.  

 

Key Executive Officers 

 

Recent Personnel Changes 

On October 10, 2007, Clifford E. Butler announced his retirement from his position as Vice 

Chairman of the Board effective December 31, 2007, and that he will not stand for re-election as 

a director. Mr. Butler joined Pilgrim’s Pride as Controller and director in 1969. 
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On March 5, 2008, J. Clinton Rivers, former chief operating officer, was elected president and 

chief executive officer, replacing O.B. Goolsby Jr. who had died unexpectedly of a massive 

stroke on December 17, 2007. Mr. Goolsby served as president and CEO since September 2004. 

Prior to that, he was president and chief operating officer for two years. He joined the Company 

in 1969. 

 

On November 10, 2008, William K. Snyder was appointed Chief Restructuring Officer. He was 

brought in to assist Pilgrim’s Pride in capitalizing on cost reduction initiatives, developing 

restructuring plans and exploring opportunities to improve its long-term liquidity. He has 

participated in the restructuring of more than 50 companies over his professional career. 

 

Board of Directors 

The twelve member Board of Directors of Pilgrim’s Pride includes its four top key executive 

officers and six independent directors. 
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SWOT Analysis 

Strengths 

Pilgrim’s Pride position as the largest poultry producer in the US is the Company’s primary 

benefit.  As a result of its size, the Company is diversified in terms of poultry products, customer 

types, and markets.  The Company sells to both fresh and prepared poultry products to food 

service customers (chain restaurants, food processors, and foodservice distributors), and retail 

customers (grocery store chains and wholesale clubs) in two primary regions – the United States, 

including Puerto Rico, and Mexico  – and export customers, who purchase the products for 

export to Eastern Europe, the Far East, and other world markets.   

 

Furthermore, the Company’s size enables it to operate at a high utilization.  In FY07, the 

hatcheries, feed mills, and rendering plants operated at 85%, 84%, and 76% utilization, whereas 

the chicken processing operations operated at 92.8% of capacity.  By reaching worldwide 

markets and operating at a high utilization, the Company is also able to achieve economies of 

scale, which increase operating efficiencies and drive down operating costs.   

 

Weaknesses 

Despite its position as the market share leader, the Company has several weaknesses: lack of 

protein diversification, high debt burden, and customer concentration.   The primary weakness 

the Company has is their vulnerability to cyclicality in the poultry market.  Because the 

Company only produces poultry, it is susceptible to large decreases in profitability if poultry 

prices decline.  Compounding this problem is that its two largest competitors – Tyson and 

Sanderson – are diversified in other proteins.   

 

Another weakness is the significant debt burden brought about by the acquisition of Gold Kist in 

December 2007.  As a result of this acquisition, the Company added $1.0 billion of debt and 

dramatically increased the Company’s vulnerability to adverse economic conditions and limits 

its ability to invest in the business.   
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Beyond that, the Company’s two largest customers account for 18% of net sales in FY07, with 

Wal-Mart single-handedly accounting for 12%.  If Pilgrim’s Pride loses these customers sales 

would be significantly impacted.   

 

Opportunities 

Once again, the Company’s size provides two primary opportunities: well positioned to increase 

penetration in prepared foods and ability to move market prices.  As a nationwide poultry 

producer, the Company’s distribution network gives them access to the entire US market.  In 

fact, as of the end of 2007, they were only 1 of 2 chicken producers capable of supplying brand 

name products on a nationwide basis.  Because many of the prepared food customers are national 

or regional, Pilgrim’s Pride is able to leverage their footprint to compete for large contracts.   

 

A second opportunity for the Company is to use its size to move the market prices of chicken.  

Chicken prices are a function of market supply and demand.  Because Pilgrim’s Pride controls 

25% of the market, they are able to impact total market supply by changing their production 

rates.  However, it appears the Company may no longer have the same power to move the 

market.  Over the previous year, the Company has cut production by 5% in the hopes that the rest 

of the industry would follow suit and overall supply would decrease.  However, competitors did 

not follow Pilgrim’s Pride lead, so prices did not fall as dramatically as Pilgrim’s Pride intended. 

 

Threats 

The biggest threat to the Company is the cyclical nature of the business.  The poultry industry is 

highly dependent on macroeconomic forces that determine both feed costs (the largest cost 

component) and chicken prices.  In both cases, Pilgrim’s Pride is a price taker with limited 

ability to impact them.  Therefore, the Company’s profits are vulnerable to shocks in commodity 

prices or consumer demand for chicken, both of which are out of the Company’s control.   



HISTORICAL FINANCIAL OVERVIEW  

 

Summary of Recent Financial Performance (Before FY2008) 

PPC’s revenues, cost of goods sold, and profitability are ultimately dependent upon commodity 

prices.  Despite expanding into prepared foods and other higher margin retail products, 

approximately 50% of PPC’s revenues are generated by selling fresh chicken at a price 

determined by supply and demand in an international market.  Feed ingredient costs, principally 

soybean and corn, are similarly set in the international commodity market and represent PPC’s 

most significant cost at 33-49% of total fresh chicken production costs7.  As discussed earlier, 

the supply, demand, and price of these commodities cycle in sometimes unpredictable patterns 

and have a significant impact on PPC’s profitability.  The price of chicken and feed are also 

susceptible to political factors influencing tariffs and quotas and thereby the supply and demand 

for chicken in specific international markets. 

 

In FY2006, chicken inventories spiked as fears over avian influenza significantly reduced 

international demand.  Due to this negative demand shock, sales volume declined by 2.3% and 

the average market price for leg quarters and breast meat declined by approximately 19.7% and 

15.8%, respectively8.  These factors combined to cause a 7.6% decline in FY2006 revenue and a 

550 bps decline in gross profit margin.  Given the fixed nature of PPC’s overhead, SG&A 

remained relatively constant and operating income fell $430 million (nearly 100%) due to this 

demand shock. 

                                                 
7 2007 10-K 
8 2007 10-K 
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Year Ended September, 
Income Statement 2002 2003 2004 2005 2006 2007

Revenue $2,533.7 $2,619.3 $5,363.7 $5,666.3 $5,235.6 $7,598.6 
Cost Of Goods Sold   (2,369.3)    (2,465.3)    (4,794.4)    (4,921.1)    (4,938.0)    (7,007.1)  
  Gross Profit $164.4 $154.0 $569.3 $745.2 $297.6 $591.5 

Selling General & Admin Exp. ($135.3) ($136.9) ($255.8) ($309.4) ($294.6) ($359.0)
  Operating Income $29.1 $17.1 $313.5 $435.8 $3.0 $232.5 

Add Back: D&A $71.0 $74.2 $111.8 $132.6 $132.5 $198.3 
  EBITDA $100.1 $91.3 $425.3 $568.5 $135.5 $430.8 

Growth
Revenue 3.4% 104.8% 5.6% (7.6)% 45.1%
EBITDA (8.8)% 365.8% 33.6% (76.2)% 217.9%
Operating Income (41.2)% 1729.7% 39.0% (99.3)% 7646.1%

Margins
Gross Profit 6.5% 5.9% 10.6% 13.2% 5.7% 7.8%
SG&A 5.3% 5.2% 4.8% 5.5% 5.6% 4.7%
EBITDA 4.0% 3.5% 7.9% 10.0% 2.6% 5.7%
Operating Income 1.2% 0.7% 5.8% 7.7% 0.1% 3.1%  

  

In response to declining demand and rising inventories, PPC and other chicken producers 

reduced production in late 2006 and 2007.  This supply rationalization led to a 7.8% increase in 

selling prices in FY20079.  Unfortunately, the price of corn and soybean began to rise in August 

2006 as a result of increased world-wide demand for these commodities for consumption and use 

in the production of alternative fuels.  As a result, PPC’s feed ingredient costs rose 38.2% in the 

U.S. chicken division10.  While gross profit and operating income margin increased in FY2007, 

increased feed costs kept these metrics from reaching the levels experienced in FY2004 and 

FY2005. 

 

FY 2008 Year to Date Financial Summary 

Feed ingredient prices continued to have a significant impact on PPC’s profitability during the 

first nine months of FY 2008 (October 2007-June 2008).  Over this period feed ingredient costs 

rose 32.6% in the U.S. compared to the same period in FY 200711. Feed costs represented 42.4% 

of the cost of sales for the 3rd quarter 2008.  This is up from 36.5% and 35.8% for the first 

                                                 
9 2007 10-K 
10 2007 10-K 
11 3Q 08 10-Q 
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quarter of fiscal 2008 and the 2007 fiscal year.  Total feed ingredient costs in the most recent 

quarter climbed $266 million or 41% when compared to the same period a year ago.  Projecting 

the feed costs from the first three quarters of the fiscal year, total feed ingredient costs for the 

entire year are estimated to be up $900 million from last year. While this cost increase was 

partially offset by an increase in the U.S. average chicken selling price by 3.2%12, gross profit 

margin fell precipitously from 7.8% in FY 2007 to 2.1% in FY 2008 YTD.  As illustrated in the 

chart on the next page, PPC did not generate operating income in any quarter in FY 2008. 

 

FY 9 Months Ended LTM
Income Statement 2007 June 2007 June 2008 June 2008

Revenue $7,598.6 $5,383.6 $6,355.6 $8,570.6 
Cost Of Goods Sold   (7,007.1)    (5,002.5)    (6,220.7)    (8,225.2)  
  Gross Profit $591.5 $381.1 $134.9 $345.4 

Selling General & Admin Exp. ($359.0) ($259.8) ($299.3) ($398.5)
  Operating Income $232.5 $121.3 ($164.3) ($53.1)

Add Back: D&A $198.3 $145.7 $176.8 $229.4 
  EBITDA $430.8 $267.0 $12.5 $176.3 

Growth
Revenue 45.1% 18.1% 12.8%
EBITDA 217.9% (95.3)% (59.1)%
Operating Income 7646.1% (235.5)% (122.8)%

Margins
Gross Profit 7.8% 7.1% 2.1% 4.0%
SG&A 4.7% 4.8% 4.7% 4.6%
EBITDA 5.7% 5.0% 0.2% 2.1%
Operating Income 3.1% 2.3% (2.6)% (0.6)%  

 

                                                 
12 3Q 08 10-Q 
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PPC Quarterly Revenue, Gross Margin and EBIT Margin
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In response to the challenging cost environment described above, the Company has taken a 

number of actions in an attempt to improve profitability.  To continue to try to drive price 

increases to keep up with cost increases, PPC is in the process of implementing a 5% reduction 

of production for the second half of FY 2008.  In an attempt to reduce overhead costs, PPC 

closed a processing plant, administrative office and six distribution centers, and consolidated its 

tray-pack chicken business into six other existing facilities.  The Company is also aggressively 

trying to shorten the duration of its fixed price contracts in order to reserve price flexibility when 

commodity prices escalate rapidly.   



 35 

Capitalization 
 
The table below summarizes PPC’s capitalization as of June 28, 2008. 

Interest Total 
As of June 28, 2008 Rate (a) Maturity Security Outstanding Available Facility

Convertible Revolving Loan & Term Loan

Revolving Term/Credit Facility (b) (c) L +300 2016 Fixed Assets $175,000 $375,000 $550,000

Term Loan (c) 7.3400% 2016 Fixed Assets 98,500 98,500

Term Loan (c) 7.5600% 2016 Fixed Assets 108,625 108,625

Voluntary Converted Loans (c) L +300 2016 Fixed Assets 269,925 269,925

Term Floating Loan (b) (c) L +275 2016 Fixed Assets 143,725 143,725

Total Convertible Revolving Loan & Term Loan $795,775 $375,000 $1,170,775

Other Revolving Credit Facilities

Mexico Revolving Credit Facility L +275 2011 Mex Sub Equity $54,120 $0 $54,120

Domestic Revolving Credit Facility L +275 2013 Inventory 0 213,400 300,000

Total Other Revolving Credit Facilities $54,120 $213,400 $354,120

Total Secured Debt $849,895 $588,400 $1,524,895

Senior Notes 7.6250% 2015 None $400,000 $400,000

Senior Subordinated Notes 8.3750% 2017 None 250,000 250,000

Other Notes Payable Various Various None 21,379 21,379

Total Unsecured Debt $671,379 $0 $671,379

Total Debt $1,521,274 $588,400 $2,196,274

Less: Cash & Equivalents (64,861)

Net Debt $1,456,413

Market Value of Equity (November 28, 2008) 74,056 $1.15 $85,164

Total Enterprise Value $1,541,577

(a)  Temporary interest rates reflecting 50bps increase through FY2009 as described in 8th Amendment to PPC's Credit agreement.
(b)  Interest varies based on leverage ratio.  Given current financial condition, assumed to accrue at highest rate.
(c)  Fifty percent (50%) of obligation guaranteed by Pilgrim Interests, a company owned and controlled by PPC's founder.  
 
In September 2006 in anticipation of funding the Gold Kist acquisition, PPC entered into an 

amended and restated revolver/term credit facility agreement.  This agreement provided for 

$1.171 billion of debt financing consisting of a $550 million revolving/term loan commitment 

and $621 million in various term loans.  As of June 28, 2008, $175 million of the revolving 

facility had been drawn and $375 million remained available.  Borrowings under the 

revolving/term loan commitment are available on a revolving basis until September 2011, at 

which time the outstanding balance will be converted to a term loan maturing September 2016.  

This facility is secured by PPC’s fixed assets and 50% of the obligation is guaranteed by Pilgrim 

Interests, Ltd., an entity related to PPC’s Senior Chairman, Lonnie “Bo” Pilgrim.   
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In January 2007, the Company funded its $1.1 billion acquisition of Gold Kist through 

borrowings under its revolving credit facility and the sale of $400 million of 7 5/8% Senior 

Notes and $250 million of 8 3/8% Senior Subordinated notes.  The Senior Notes and Senior 

Subordinated Notes are unsecured and were syndicated widely.   

 

The Company has two additional revolving credit facilities, (i) a $300 million undrawn domestic 

facility secured by domestic chicken inventories, of which $213.4 million is available, and (ii) a 

$54 million fully drawn Mexican facility secured by all capital stock and other equity interests of 

the Company’s Mexican subsidiaries.  The Company can sell up to $300 million of trade account 

receivables to third parties under a Receivable Purchase Agreement on a revolving basis.  As of 

June 28, 2008 $269 million of receivables were outstanding under this Agreement.  PPC also has 

$85 million in letters of credit outstanding related to normal business activities. 

 

The Company significantly increased its indebtedness in order to complete the Gold Kist 

acquisition.  The table below summarizes the recent increase in PPC’s total debt. 

PPC Total Debt
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Liquidity 
 
PPC’s sources and uses of cash for FY 2005-FY 2008 YTD are illustrated in the table below. 

Year Ended September, 9 Months Ended LTM
Cash Flow Summary 2005 2006 2007 June 2007 June 2008 June 2008
Net Income $265.0 ($34.2) $47.0 $14.4 ($193.1) ($160.4)
Depreciation and Amortization          132.6          132.5          198.3          145.7          176.8          229.4 
Deferred Income Tax Provision              2.2            20.5            83.8              1.4        (87.5)           (5.0)  
Other Non-Cash Expenses              6.6              1.0            15.7              6.1              4.4            14.0 
Change in Working Capital:

Accounts Receivable            21.2            31.1          247.2        (58.1)             12.1          317.4 
Inventories            82.7        (58.6)       (129.6)       (112.4)       (175.5)       (192.8)  
Income Taxes (Payable)/Receiv.        (38.3)         (55.4)               5.6            32.5          (5.1)         (32.0)  
Prepaid Expenses and Other            20.8          (6.6)           (3.0)           (8.0)         (30.2)         (25.2)  
AP and Accrued Expenses          (0.6)           (3.5)           (5.1)         (16.0)         (37.7)         (26.8)  

Net Change in Working Capital $85.8 ($92.9) $115.1 ($161.9) ($236.3) $40.7 
Other, net              0.8              3.6              4.0              9.0        (16.1)         (21.1)  

Cash Flow from Operations $493.1 $30.4 $464.0 $14.6 ($351.8) $97.6 

Capital Expenditures ($116.6) ($143.9) ($172.3) ($135.0) ($97.6) ($135.0)
Dividends Paid          (4.0)         (72.5)           (6.0)           (4.5)           (4.7)           (6.2)  
Financing Gap $372.5 ($186.0) $285.6 ($124.8) ($454.1) ($43.6)

Proceeds from Property Disposals $5.0 $4.1 $6.3 $5.2 $19.2 $20.3 
Net Proceeds from Sale of Inv. (305.5) 172.5            83.6            81.5          (6.7)  (4.6)
Borrowings net of Retirements (16.8) 33.8      (593.8)       (182.0)           252.3 (159.5)
Sale of Stock net of Repurchases 39.7 0.0 0.0 0.0          177.2 177.2 
Business Acquisitions 0.0 0.0   (1,102.1)    (1,108.8)  0.0 6.7 
Borrowings for Acquisitions 0.0 0.0       1,230.0       1,230.0 0.0 0.0 
Other Investing Activities (0.5) (0.5) 0.0 0.0 0.0 0.0 
Increase / (Decrease) in Cash $94.9 $24.4 ($90.3) ($99.0) ($12.1) ($3.4)

Select Balance Sheet Data
Total Cash $132.6 $156.4 $66.2 $57.4 $54.1 $54.1 
Total Debt 527.5 565.2 1,321.4 1,721.9 1,521.3 1,521.3 

Book Accounts Receivable $288.5 $263.1 $130.2 $110.5 
Securitized Accounts Receivable 0.0 0.0 300.0 269.0 
Total Accounts Receivable $288.5 $263.1 $430.2 $379.4 
Inventory 527.3 585.9 961.9 1,103.2 
Accounts Payable 281.9 293.7 402.3 466.1 

Days Book Accounts Receivable 18.6 18.3 6.3 4.7 
Days Total Accounts Receivable 18.6 18.3 20.7 16.2 
Days Inventory 39.1 43.3 50.1 49.0 
Days Payable 20.9 21.8 29.8 34.6  

In FY2007, strong funds from operations and the sale of $300 million of accounts receivable 

accounted for the majority of PPC’s cash flow from operations.  This cash inflow was partially 

offset by an increase in inventory due to higher feed ingredient costs.  Cash flow from operations 

was used (i) to fund capital expenditures for acquiring / expanding facilities and for the routine 

replacement of equipment and (ii) to retire pre-acquisition indebtedness.  As previously 
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discussed, the Company raised $1.2 billion of debt to fund its acquisition of Gold Kist and repay 

existing debt. 

 

In the first nine months of FY 2008, the combination of (i) the debt Pilgrim’s Pride issued to 

complete its acquisition of Gold Kist and (ii) the decline in profitability due to the challenging 

commodity environment put a strain on PPC’s liquidity.  As illustrated below, quarterly interest 

expense exceeded EBITDA in both Q2 and Q3. 

 

PPC EBITDA vs. Interest Expense
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Year to date, funds from operations (NI + D&A + Deferred Tax Benefit) were -$104 million and 

inventory increased by $175 million due to higher feed ingredient costs.  These factors, in 

addition to other increases in working capital accounts, led to negative cash flow from operations 

of -$352 million.  PPC reduced capital expenditures by $35 million compared to the first 9 

months of FY2007 to $98 million, creating a funding gap (FFO-capex) of approximately $450 

million.  To meet its funding requirements in FY2008, PPC increased its borrowings by $252 

million, raised $177 million through a common stock offering and divested its Turkey operation 

for $19 million.   



 39 

Covenant Amendment and Temporary Waiver 

In recognition of the negative impact the challenging commodity environment was anticipated to 

continue to have on PPC’s profitability, the Company worked with its lenders to reset its 

financial covenants on April 30, 2008.  In exchange for a 50bps increase in interest rates, the 

holders of the convertible revolver and term loan facility agreed to the following temporary 

(through 3QFY09) covenant reductions: 

Original Actual Amended
Covenant Definition Requirement Q3 FY2008 Requirement(a)

Fixed Charge Coverage Ratio
=(EBITDA + Rent Expense) / (Interest 
Expense + Rent Expense + Fixed Amort) 150.00% 190.47% 125.00%

Leverage Ratio =Net Debt / (Net Debt + Book Equity) 65.00% 56.12% 70.00%
Tangible Net Worth =(Book Equity - Intangible Assets) $423,508 $577,469 $250,000
Net Tangible Assets to Total 
Liabilities

=(Total Assets - Intangible Assets) / Total 
Liabilities

112.50% 121.39% 105.00%

Current Ratio =Current Assets / Current Liabilities 1.35 1.58
Net Working Capital =Current Assets - Current Liabilities $250,000 $535,666

Source: PPC Fiscal 2008 3rd Quarter Presentation
(a) Amended requirements applicable from Q3 FY 2008 - Q3 FY 2009.  Requirements reset to original levels Q1 FY 2010.  

On September 26, 2008, PPC announced that it expected to record a loss for the fourth quarter of 

FY2008 due to continued fluctuations in feed costs and weak demand for breast meat.  The 

Company reported that it would not be in compliance with its fixed charge coverage ratio as of 

the end of FY2008 and that it had successfully negotiated a waiver of this covenant with its 

lenders through October 28, 2008.  The lenders agreed to continue to provide liquidity under the 

credit agreement during this time.  PPC retained Lazard as its restructuring advisor and hired 

Bain to help it analyze cost reduction opportunities.  On October 27, 2008 PPC reached another 

agreement with its lenders to waive the fixed charge covenant through November 26, 2008 as the 

Company began to see positive effects from easing feed prices and a decline in chicken supply.  

PPC exercised its 30-day grace period for making its $26 million quarterly interest payment and 

the Company reached an agreement with its lenders to hire a chief restructuring officer.  On 

November 26, 2008 PPC was granted a third waiver through December 1st and announced that it 

would need to delay releasing its FY2008 annual report. Unable to make its interest payment or 

meet its fixed charge covenant, PPC filed for Chapter 11 bankruptcy protection on December 1, 

2008. 

 

Moody’s put PPC’s corporate family rating under review for possible downgrade from Ba3 on 

April 16, 2008 and downgraded its ratings to B1 on July 10, 2008.  Moody’s again downgraded 

PPC to B2 on September 25, 2008 and to Caa1 on October 27, 2008.  S&P downgraded PPC 
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four notches from BB- to CCC+ on September 25, 2008, to CC on October 27, 2008, and to D on 

November 6, 2008. 

 

Stock Price Performance 

After trading in line with its peers (TSN = Tyson Foods, SAFM = Sanderson Farms) for FY 

2006 and FY 2007, PPC’s stock price underperformed in FY2008 as its gross profit margin fell 

further than its peers and its leverage multiple (Debt / EBITDA) increased to a significantly 

higher level.  As of November 28, 2008, PPC’s stock price was $1.15 reflecting the market’s 

belief that there is a strong chance PPC will enter bankruptcy protection. The stock traded down 

to $0.33 after PPC filed for bankruptcy on December 1, 2008. 

 

 Relative Stock Price Performance
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TURNAROUND PLAN – OPERATING INITIATIVES 

 

From an operational standpoint, Pilgrim’s Pride can improve its performance by moving more of 

its product mix from fresh chicken to prepared foods products and by refocusing their customer 

mix to better profit from both short-term and long-term macroeconomic trends as they relate to 

people’s eating habits. While focusing its growth efforts on higher-value, higher-margin 

prepared foods products is already the main component in Pilgrim’s Pride’s long-term business 

strategy, the weighting away from fresh products towards prepared foods products is especially 

necessary given the failure of the industry as a whole to reduce production levels to the point 

where the price is raised to sustainable profitable levels. 

 

In considering tactical shifts in their customer mix, Pilgrim’s Pride should take into account the 

ramifications of the current economic downturn. In the short-term, as consumers opt to save 

money by cooking meals at home rather than eating out at restaurants, Pilgrim’s Pride should 

focus on the retail portion of its customer base as demand is likely to weaken in the 

foodservice/restaurant portion. However, current economic situation aside, there is an overall 

long-term trend towards eating more meals outside of the home. Therefore, it is imperative that 

Pilgrim’s Pride maintain the flexibility to switch its focus back to the foodservice/restaurant 

segment in order to capitalize on the projected growth in that industry once the current economic 

troubles have abated.   

 

Beyond modifying the product and customer mix, Pilgrim’s Pride has few additional levers to 

improve business operations and financial performance.  Not only are the most pressing 

problems facing the Company caused by external macroeconomic forces outside of the 

Company’s control, but the Company has consistently been one of the lower-cost producers of 

chicken.  These remaining options are further reducing production, increasing or improving their 

hedging strategy, ringing out additional efficiencies, and closing or selling facilities.  

 

During their most recent conference call Pilgrim’s Pride stated they have taken steps to reduce 

their production by 5% during the second half of 2008.  As the market leader with approximately 

25% market share, Pilgrim’s Pride’s production cuts can be expected to reduce industry-wide 
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supply and therefore prices.  However, in previous periods of oversupply in the poultry market, 

most players acted in unison by cutting production.  In this time, it appears Tyson’s management 

– the second largest poultry producer – and others take a different view of the market and have 

stated they are planning on maintaining production levels.  A likely reason for this policy is that 

Tyson feels they are financially stronger and more diversified that Pilgrim’s Pride, so they can 

withstand a temporary reduction in poultry prices if it means a chance to weaken or eliminate 

their largest competitor.  Whatever the reason, Pilgrim’s Pride is facing a scenario where their 

ability to move market prices is limited.  Therefore, production cuts only produce marginal 

increases in prices.   

 

A second option for Pilgrim’s Pride is to modify their hedging strategy.  In the fourth quarter the 

Company ironically recorded a $156 mm pre-tax or $1.31 per share loss on hedging contracts as 

corn prices decreased.  This demonstrates the risks of derivative contracts.  It appears the 

Company began hedging too late to benefit during rising prices and just in time to be burned by 

their hedges as prices declined.  The Company needs to set a policy that spells out their hedging 

and derivative strategy.  First, they should only use derivatives as a tool to diversify risk and 

never as a speculative instrument.  Second, individual derivative contracts should be aligned with 

their sales contracts.  Since Pilgrim’s Pride is trying to reduce the duration of sales contracts to 

90 days, the Company should attempt to lock in feed costs over these same periods.  This will at 

least provide stable and predictable earnings over the life of the contract.  Finally, the Company 

should only use hedges in periods of great uncertainty.  Under normal conditions where 

commodity prices fluctuate in a more narrow range, the Company should be able to absorb any 

loss on moderate commodity price increases or recognize gains in the opposite scenario.  

 

Another area companies typically try to improve during a restructuring is their operating 

efficiency.  However, Pilgrim’s Pride does not appear to have much room for improvement.  

Over the past 3 years, the Company’s SG&A was only 5.5%, 5.6%, and 4.7% of gross sales. 

Furthermore, after removing depreciation and amortization, SG&A accounted for only 3.1%, 

3.1%, and 2.1%, respectively.  The Company should not overlook operating efficiencies, but it 

should also not expect to uncover significant gains either.  Beyond SG&A, it appears the 

Company is carrying a lot of inventory and could free up some working capital by improving 
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inventory management controls.  As of June 28, 2008 the Company was carrying $1.1B in 

inventory, which is made up of $407 mm in live chickens, $417 mm in finished chickens and 

$258 mm in feed.  When compared to the LTM costs of goods sold this means the Company has 

approximately 18 days worth of live chickens and 18 worth of fresh chickens, which does not 

appear to be unreasonable especially in a period where they are actively managing supply.  

Therefore, it is unlikely that the Company has significant room for improvement in inventory 

management.  

 

The most drastic option the Company has is to continue closing facilities.  Over the previous 

year, the Company has exited the turkey business, closed 6 distribution centers, and a processing 

plant.  However, it still has over 40 facilities.  There are both financial and operational benefits 

of closing a plant.  From a financial perspective plant sales generate immediate cash and reduce 

production, which lowers the investment in working capital.  From an operational perspective, 

they reduce production without impacting utilization and enable the Company to modify product 

mix by exiting the lower margin fresh chicken products.  But clearly deciding about closing 

plants needs to part of a much larger decision as to what the Company wants to be and can afford 

to be when the restructuring is complete.   

 

In addition to these levers, management has identified and is in the process of executing several 

additional operational improvements to increase operating efficiencies.  These initiatives include: 

·  Control Capital Expenditures - over the last twelve months the Company has reduced cap 

ex to $135.2 mm from $185.1 mm in 2007 

·  Standardize processes across facilities and upgrade technology – increased automation 

and standardization increases efficiency and reduces processing costs 

·  Centralize purchasing – strategic sourcing increases purchasing power, reducing input 

costs 
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DISCUSSION OF VALUATION 

 

Liquidation value 

Below is a balance sheet liquidation estimate of PPC, with simplifying assumptions used in the 

recovery values of its most significant asset: PP&E. Our analysis suggests a liquidation value of 

between $1.5 bn to $2.2 bn – with the lenders able to extract the full value of the debt even at the 

low end of the range.  

 

We adjust down the recovery rates assigned to the finished chicken products inventory to 

account for the perishable nature of the product. PPC can liquidate this inventory in an orderly 

fashion in the space of a few weeks – much like it does in its ordinary course of business. Live 

chicken and hens, as well as feed and eggs command reasonably high recovery rates as these can 

be sold over time to competitors, food markets, retail and wholesale grocery stores as well as 

restaurants.  

 

In considering asset sales in the US, PPC owns 34 poultry complexes – of these, one was 

recently closed, one was idled and one was converted into a feeder plant for further processed 

Liquidation Analysis:

As of
Jun-08 Low High Low High

Cash And Equivalents                 54.1 100% 100% 54.1 54.1
Short Term Investments                 10.8 90% 100% 9.7 10.8
  Total Cash & ST Investments                 64.9 $63.8 $64.9

Accounts Receivable                110.5 50% 80% 55.2 88.4
Other Receivables                 23.0 50% 80% 11.5 18.4
  Total Receivables               133.5 $66.7 $106.8

Inventory            1,103.2 722.8 985.2
Deferred Tax Assets, Curr.                 25.5 0% 0% 0.0 0.0
Other Current Assets               127.0 20% 60% 25.4 76.2
  Total Current Assets            1,454.0 $878.7 $1,233.0

Gross Property, Plant & Equipment            2,730.5 
Accumulated Depreciation         (1,014.9)  
  Net Property, Plant & Equipment            1,715.6 $578.9 $858.5

Long-term Investments                 54.3 70% 90% 38.0 48.9
Goodwill               499.7 0% 0% 0.0 0.0
Other Long-Term Assets               123.5 0% 25% 0.0 30.9
Total Assets            3,847.2 $1,495.6 $2,171.3

See below (a)

Recovery Rates Proceeds

See below (b)

Low High Low High
Chicken:
   Live chicken & hens                407.9 75% 95% 305.9              387.5              
   Feed & eggs                258.6 75% 95% 194.0              245.7              
   Finished chicken products 417.2 50% 80% 208.6              333.8              
Other products:
   Commercial feed, table eggs 13.7 75% 95% 10.3                13.0                
   retail farm store & other
   Distribution inventories 5.8 70% 90% 4.1                  5.2                  
Total inventories 1103.2 722.8              985.2              

Recovery Rates Proceeds
(a) Inventory Liquidation Calculation:
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facilities. In addition to these poultry complexes, the Company also operates 12 further 

processing facilities (that can be sited contiguous to a slaughter facility or sited independently) 

and a Mexican division with three poultry complexes. 

 

The question regarding the above mentioned assets is: what are they worth? How much value 

can the bank group extract if it forced PPC to sell assets to pay down its outstanding debts? 

 

There have been a few transactions in the poultry processing industry in the past few years that 

can be used to help determine the re-sale value of PPC’s assets. For example, Tyson sold two 

plants to Koch a few years ago for roughly $50 mm13. PPC also purchased a further plant in 

Louisiana for roughly $20 mm.  

 

We felt that perhaps the most accurate indication of the value of PPC’s asset base is to consider 

its own acquisition of Gold Kist two years ago. As the table below indicates14, PPC paid roughly 

$1.1 bn, net of cash, for GKIS and in the process incurred about $500 mm in goodwill. If we 

consider the $600 mn to be the “fair purchase price” of the assets and in the process it acquired 

roughly $271 mn in working capital, then the fixed assets, which include 10 poultry complexes 

had a fair value of roughly $350 mn – or an “average” of $35 mn per plant. We realize this is a 

somewhat simplistic analysis, but our intent is to make an assessment about average values and 

are therefore willing to give up some specificity to gather a general value of PPC’s assets. 

 

 

In any event, the $35 mn per plant value that we calculate in the GKIS transaction is somewhat 

higher than the figures cited in the smaller deals noted above. This makes sense as we assume 

that the single plants put on the market in the past few years were sold because they were simply 

                                                 
13 Taking PPC to No Rating, November 2008 (Merrill Lynch) 
14 Ibid 

Price Per Share $21.0 Tangible Value $618.6 Total Asset Value $347.6
GKIS Shares Outstanding x 50.1 Working Capital - $271.0 Total Poultry Facilities / 10
Total Equity = $1,052.1 Asset Value = $347.6 Value Per Poultry Facility = $35

GKIS Debt + $144.0 Working Capital (@ acquisition)
GKIS Cash - $77.5 Accounts Receivable $115.0
Total Price Paid = $1,118.6 Inventory + $226.0

Accounts Payable - $70.0
Goodwill - $500.0 Working Capital = $271.0
Tangible Value = $618.6

GoldKist Facility Value Calculation:
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“worse than average.” If we assume that each of PPC’s US complexes is worth something close 

to the average of the lowered value of sales ($25 mn per complex) and what PPC itself paid for 

each GKIS complex ($35 mn per complex) – then each complex is worth roughly $30 mn15. 

 

However, any asset sales would be done in a difficult credit environment and more importantly 

be executed in a market in which PPC’s troubles are widely known – thus asset sales are likely to 

come at lowered prices. Additionally, the poultry complexes are highly specialized assets that 

would only have value to another poultry producer - reducing the universe of potential buyers to 

whom the assets could be sold – driving the asking price down further.  

 

Therefore, as the table below highlights, we assume:  

1. On the low end, all 46 US plants are sold at $10 mn each – a 66% haircut to the average 

value. As discussed above, we appreciate that selling all 46 plants is a difficult 

proposition, however we adjust the selling price down to price in this difficulty. 

2. On the high end, all 46 US plants are sold at $15 mn each – a 50% haircut to the average 

value. 

3. The Mexican operation would be worth less than this on a per-plant basis, given there are 

fewer buyers interested in Mexican chicken plants. That industry is fairly fragmented and 

thus there are fewer potential players that are large enough to buy the operations. In 

addition with the strengthening of the US$ over the past few weeks, US$ based assets are 

now more expensive to foreign buyers. We therefore believe the Mexican operations 

could be worth between $15-30 mn.  

 

                                                 
15 Taking PPC to No Rating, November 2008 (Merrill Lynch) 

B/S (Sep-08) Low High Low High
Land               108.9 60% 80% 65.3 87.1
US P&E

Facilities Sold 46 46 46
Price per Facility $10 $15 460.0 690.0

Mexico P&E 3
Facilities Sold 3 3
Price per Facility $5 $10 15.0 30.0

Autos & Trucks 64.2 60% 80% 38.5 51.4

Total 578.9 858.5

(b) PP&E Liquidation Calculation:

ProceedsRecovery Rates / Asset Values
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The low end of the liquidation value ($1.5 bn) implies that the lenders will be made whole on the 

debt outstanding – furthermore, the current market value of the equity seems to imply that the 

market does not recognize the viability of PPC as a going-concern, and therefore perhaps an 

orderly liquidation of its balance sheet, to extract maximum value, would be the best option.   

 

Valuation – No Asset Sale Scenario 

 

To determine the value of Pilgrim’s Pride, assuming the Company does not sell any of its assets 

we applied the discounted cash flow model.  First, it is critical to determine the free cash flows of 

the firm going forward.  To forecast the cash flows, we had to determine the growth in demand 

for chicken (consumption), chicken production (supply) and market prices.  Our model forecasts 

cash flow for five years and then applies a multiple to determine the terminal value.   

 

The USDA produces a ten-year forecast of chicken consumption, production, supply and prices.  

The latest forecast was released in February 2008.  We used this forecast for indications of long-

term growth rates.  According to this forecast, chicken prices will increase annually by 

approximately 2.7% (the 12-city market price).  Supply is forecasted to increase by 1.1% per 

year over the next ten years.  However, over the next year, production is expected to decline by 

1.1%.  Per capita consumption is forecasted to remain fairly stable, increasing slightly from 85.4 

pounds per person in 1997 to 88.1 pounds per person in 2017.  Aggregate demand, as measured 

by consumption, is forecasted to grow by approximately 1.0% per year.  Demand is typically 

very stable.  Consumption of chicken can by impacted by broader economic growth and changes 

in consumer tastes, however, we believe that over the long-term, growth in demand will be very 

stable.   

USDA Forecast (Released Feb. 2008)
CAGR

2006 2007 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 06-17

Per capita broiler consumption (lbs) 87.1 85.4 86.8 87 86.4 85.9 85.6 85.7 86.2 86.8 87.4 88.1
Broilers, dollars per person $136.78 $139.45 $145.06 $153.46 $154.92 $158.31 $160.99 $164.17 $167.42 $169.51 $171.18 $174.38

Percent of income 0.42% 0.41% 0.41% 0.41% 0.40% 0.39% 0.38% 0.37% 0.36% 0.35% 0.34% 0.33%
Percent of meat expenditures 24.7% 24.3% 25.1% 25.4% 25.0% 25.2% 25.4% 25.6% 25.7% 25.7% 25.7% 25.9%

Chicken prices ($ per pound) $1.82 $1.91 $1.95 $2.03 $2.06 $2.11 $2.14 $2.18 $2.20 $2.21 $2.22 $2.24 1.9%
% change in price 5.1% 1.6% 4.4% 1.6% 2.2% 1.7% 1.5% 1.1% 0.6% 0.3% 1.1%

Federally inspected slaughter (MM lbs) 35,752 35,825 36,850 37,144 37,279 37,465 37,727 38,129 38,699 39,281 39,883 40,503 1.1%
Production (MM lbs) 35,369 35,442 37,142 36,740 36,906 37,090 37,350 37,748 38,312 38,888 39,484 40,098 1.1%
Total supply (MM lbs) 36,340 36,251 37,191 37,582 37,71637,900 38,160 38,558 39,122 39,698 40,294 40,908 1.1%
Consumption (MM lbs) 30,390 30,108 30,876 31,232 31,302 31,388 31,568 31,876 32,355 32,842 33,348 33,893 1.0%

Prices ($ per pound)
Broilers, farm $0.39 $0.39 $0.39 $0.38 $0.39 $0.40 $0.40 $0.41 $0.42 $0.43 $0.44 $0.45 1.4%
12-city market price $0.64 $0.76 $0.75 $0.73 $0.75 $0.76 $0.78 $0.80 $0.81 $0.83 $0.84 $0.87 2.7%
Deflated wholesale price $0.32 $0.37 $0.35 $0.34 $0.33 $0.33 $0.33 $0.33 $0.33 $0.33 $0.32 $0.33 0.2%
Composite retail broiler price $1.57 $1.63 $1.67 $1.76 $1.79 $1.84 $1.88 $1.92 $1.94 $1.95 $1.96 $1.98 2.1%

 Total costs                $0.67 $0.71 $0.75 $0.77 $0.78 $0.77 $0.77 $0.78 $0.79 $0.80 $0.81 $0.83 1.9%
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The other component to determine revenue growth is the price of chicken.  The market price of 

chicken has declined significantly over the last month as the global credit crisis expanded.  

However, the market price of chicken is expected to increase fairly significantly as the supply of 

chicken is reduced.  The USDA expects year-over-year production of chicken to decline by 

1.1%; this would be the first annual decline in production since 1973.  With lower production in 

2009, the supply of chicken will be reduced.  As mentioned earlier, the market price of chicken is 

closely tied to the industry supply.  A measure of chicken supply is inventory of chicken in cold 

storage.  This is chicken that has been produced and is left over after shipments for domestic and 

export consumption.  The following scatter plot displays the strong negative relationship (a 

correlation coefficient of -0.80) between cold storage inventory and chicken prices.   The data 

utilized is the year-over-year change in inventory and prices (to take into account seasonality).   

Source: USDA 

 

The calculated historical relationship between chicken supply and prices is y = 0.0981 – 1.0779x, 

with y representing the year-over-year percentage change in chicken prices and x representing 

the year-over-year change in chicken inventory.  Assuming a decline in chicken inventory of 

1.0%, the market price of chicken is predicted to increase (based on the regression formula) by 

approximately 11%.  Most industry experts are also predicting higher market prices next year.  

However, we believe that due to the current economic crisis, demand could be weaker than 

expected, which would translate into higher supply.  To be conservative, we assumed a market 

price increase from 2008 to 2009 of 6% rather than 11%.  From 2010 onwards, we assumed the 

Relationship Between Chicken Supply and Prices

y = -1.0779x + 0.0981

R2 = 0.6339
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annual growth in the market price of chicken to be 2.7%, which is the long-term 10-year 

compound annual growth rate from the USDA forecast.   

 

The next critical piece of the cash flow forecast is to determine future gross profit margins for 

the business.  We determined a relationship between gross profit margins and both feed costs and 

market prices of chicken.  We performed a multiple regression analysis on Pilgrim’s Pride’s 

quarterly gross margin to see what impact feed costs and chicken prices have on gross margin.  

We used quarterly gross margin data from the financial statements and average feed costs and 

chicken prices over the corresponding quarters.  The results of the regression demonstrate the 

strong relationship (R squared of 0.54 and p-values for both independent coefficients of 0.000) 

between the independent variables (feed and chicken prices) and the dependent variable (gross 

margin).   

 

The function derived from the regression output is x = 0.034 + -0.623*feed cost + 0.197*chicken 

price.  To demonstrate, if we input the average feed cost since 2000 of $0.164 per pound and the 

average composite chicken price over the same period of $0.758 per pound into the regression 

formula, Pilgrim Pride’s predicted gross margin percentage is 8.1%.  This calculated relationship 

can be utilized to determine future gross margins based on forecasts of corn and soybean meal 

prices and chicken prices.   

 

The forecasted market price of chicken is as discussed above.  For the forecasted prices of feed, 

we referenced the futures contract prices for both corn and soybeans from Bloomberg.  Corn is 

expected to increase by 11.3%, 10.8% and 3.3% over the next three years.  Soybean prices are 

expected to be much stable more with increases of 1.2%, 0.1% and -0.1% over the next three 

Regression Statistics
Multiple R 0.733
R Square 0.537
Adjusted R Square 0.508
Standard Error 0.027
Observations 35

Coefficients Standard Error t Stat P-value
Intercept 0.034 0.027 1.292 0.206
Feed Cost -0.623 0.109 -5.730 0.000
Chicken Price 0.197 0.041 4.825 0.000
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years.  After three years, feed prices are forecasted to increase by the USDA long-term forecast 

for annual cost increases of 2.0%.   

 

Inputting these increases for feed costs and market prices into the regression formula, we can 

determine forecasted gross profit margins.  Based on the results of the regression analysis, gross 

profit margins are expected to be between 5.0% and 5.6% over the next five years.  Historical 

gross profit margins have averaged 7.9% since 1998 and 7.6% over the last five years.  We 

believe that due to structural forces in the industry, especially the increased price of feed, the 

commodity chicken business will sustain lower gross margins going forward and our forecasted 

value of approximately 5% versus the historical average of approximately 8% supports this 

thesis.   

 

Other inputs into the cash flow forecast include SG&A expenses, depreciation and amortization, 

capital expenditures and working capital.  To determine forecasted levels for these inputs, we 

relied upon historical ratios and carried those forward.   

 

 

 

 

 

% Expected % Expected 
Price Change Feed Blend Price Change

Year Corn Soybean Corn Soybean Feed Chicken
2009 11.3% 1.2% 70.0% 30.0% 8.2% 6.0%
2010 10.8% 0.1% 70.0% 30.0% 7.6% 2.7%
2011 3.3% -0.1% 70.0% 30.0% 2.3% 2.7%
2012 2.0% 2.7%
2013 2.0% 2.7%

Chicken Predicted
Feed Price Price Gross

Year per Pound per Pound Margin
2008 $0.200 $0.750 5.7%
2009 $0.216 $0.795 5.6%
2010 $0.233 $0.816 5.0%
2011 $0.238 $0.839 5.1%
2012 $0.243 $0.861 5.3%
2103 $0.248 $0.884 5.4%
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To determine the weighted average cost of capital (“WACC”), we first had to settle upon the 

capital structure of the Company going forward.  Through an iterative process, we determined 

that the capital structure would have a total debt to capitalization of 80%.  At this capital 

structure, we calculated various credit statistics and established credit ratings based on the S&P 

Corporate Ratings criteria.  We determined that the business risk profile for the chicken 

processing industry is “weak”.  We considered certain industry characteristics including growth 

and profit potential, degree of cyclicality competitive position of its existing players, barriers to 

entry, regulation, and capital intensity.  The chicken processing business is a mature, slow 

growth business with risks to profit potential due to the low margin nature of the industry.  As 

well, the industry is very cyclical due to its exposure to the commodity markets.  These factors 

led us to our conclusion to characterize the business risk profile for Pilgrim’s Pride to be “weak.”  

The debt in this capital structure is comprised of two separate pieces: senior debt of $850 mm 

rated BB+ with an interest rate of 8.3% and subordinated debt of $250 mm rated B with an 

interest rate of 10.8%.  The weighted average of these interest rates is the cost of debt of 8.9%.   

 

 

 

Historical Projected
($ millions) Year Ended September, LTM FY Year Ended September, 
Summary Income Statement 2005 2006 2007 June 08 2008E 2009E 2010E 2011E 2012E 2013E
Revenue $5,666 $5,236 $7,599 $8,571 $8,483 $9,096 $9,363 $9,642 $9,959 $10,328
Cost of Sales (4,921) (4,938) (7,007) (8,225) (8,486) (8,587) (8,894) (9,150) (9,431) (9,770)
Gross Profit $745 $298 $592 $345 ($2) $509 $468 $492 $528 $558
SG&A (309) (295) (359) (398) (399) (428) (441) (454) (469) (486)
Operating Income $436 $3 $233 ($53) ($402) $81 $27 $38 $59 $71

Industry Price Growth (a) NM NM NM NM NM 6.0% 2.7% 2.7% 2.7% 2.7%
Chicken Consumption 30,876 31,232 31,302 31,388 31,568 31,876
Industry Volume Growth (a) NM NM NM NM NM 1.2% 0.2% 0.3% 0.6% 1.0%
Industry Revenue Growth NM NM NM NM NM 7.2% 2.9% 3.0% 3.3% 3.7%
Change in PPC Market Share NM NM NM NM NM 0.0% 0.0% 0.0% 0.0% 0.0%
PPC Revenue Growth 5.6% (7.6)% 45.1% NM 11.6% 7.2% 2.9% 3.0% 3.3% 3.7%

Regression Gross Margin (b) 5.6% 5.0% 5.1% 5.3% 5.4%
Actual Variance 0.0% 0.0% 0.0% 0.0% 0.0%
Gross Profit Margin 13.2% 5.7% 7.8% 4.0% 0.0% 5.6% 5.0% 5.1% 5.3% 5.4%
SG&A % Sales 5.5% 5.6% 4.7% 4.6% 4.7% 4.7% 4.7% 4.7% 4.7% 4.7%
EBIT Margin 7.7% 0.1% 3.1% (0.6)% (4.7)% 0.9% 0.3% 0.4% 0.6% 0.7%

Unlevered Free Cash Flow
NOPAT @40% $261 $2 $140 ($32) ($241) $49 $16 $23 $35 $43
Plus: D&A 133 133 198 229 236 236 236 236 236 236
Less: Maintenance Capex NA NA (104) (68) (66) (70) (73) (75) (77) (80)
Less: Growth Capex NA NA (68) (67) (64) 0 0 0 0 0

Total Capex (117) (144) (172) (135) (130) (70) (73) (75) (77) (80)
Less: Increase in NWC 86 (43) 77 (148) (20) (9) (24) (20) (22) (27)
Unlevered Free Cash Flow $363 ($53) $243 ($86) ($155) $134 $83 $89 $94 $92

Present Value of UFCF $123 $69 $68 $66 $59
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The cost of equity was determined using the capital asset pricing model (“CAPM”).  The beta of 

Pilgrim’s Pride is based upon the beta of two of its peers: Tyson Foods and Sanderson Farms.  

We found the beta of each company based on returns over the last three years; these are levered 

betas.  We then calculated the unlevered betas of each using the average debt/equity ratio over 

the same period.  The average levered beta was 1.02 and the average unlevered beta was 0.75.  

The unlevered beta of 0.75 was then 

relevered based on our new capital 

structure.  The resulting levered beta for 

Pilgrim’s Pride was 3.72, mainly due to 

the highly levered capital structure of the 

Company (debt to capitalization of 80%).    

This beta translates into a cost of equity 

of 24.5%.  With a cost of debt of 8.9%, 

cost of equity of 24.5% and a debt to 

capitalization ratio of 80%, the WACC 

for Pilgrim’s Pride for the “no asset sale” 

scenario is 9.2%. 

WACC
Debt / Total Capitalization 80.0%

Cost of Debt 8.9%
Tax Rate 40.0%
After Tax Cost of Debt 5.3%

Risk Free Rate 4.1% 10yr Treas on Jan 2
Market Risk Premium 5.5%
Levered Beta 3.7
Cost of Equity 24.5%

WACC 9.2%

Unlevered Beta Tyson SAFM Avg
Levered Beta 0.89 1.14
Debt / Total Capitalization 0.35 0.20
Debt / MV Equity 0.54 0.25
Unlevered Beta 0.58 0.91 0.75

Pro Forma Capital Structure
($ millions)
Enterprise Value $1,375.8
Total Debt $1,100.0
Implied Equity Value $275.8

Pro Forma Senior Debt $850.0
Senior Debt Interest Rate BB+ 8.30%
Senior Debt Interest Expense $70.6

PF FY08 2009 2010 2011 2012 2013
EBIT / Senior Interest  (5.7)x 1.3x 0.5x 0.9x 1.8x 3.2x
EBITDA / Senior Interest  (2.4)x 4.9x 4.9x 6.2x 8.8x 13.9x
Senior Debt / EBITDA BBB-  (5.1)x 2.2x 2.3x 1.7x 1.1x 0.6x
Cash from Ops % Sr. Debt BB+  (9.9)% 31.5% 30.2% 41.3% 62.9% 113.6%
Debt % of Capital B 61.8% 50.9% 43.1% 34.4% 24.5% 14.2%

Pro Forma Junior Debt $250.0
Senior Debt Interest Rate B 10.80%
Senior Debt Interest Expense $27.0

PF FY08 2009 2009 2009 2009 2009
EBIT / Total Interest  (4.1)x 0.9x 0.3x 0.5x 1.0x 1.5x
EBITDA / Total Interest  (1.7)x 3.5x 3.3x 3.8x 4.9x 6.3x
Total Debt / EBITDA BB+  (6.6)x 3.0x 3.2x 2.6x 2.0x 1.5x
Cash from Ops % Total Debt BB-  (7.6)% 23.2% 21.3% 27.0% 36.1% 49.8%
Debt % of Capital B 80.0% 69.0% 61.3% 52.5% 42.7% 32.4%
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The terminal value of the Company is determined using an EV/EBITDA multiple on five-year 

forward EBITDA.  To choose an appropriate EV/EBITDA multiple for the Pilgrim’s Pride 

business, we analyzed historical LTM EV/EBITDA multiples of comparable companies.  The 

multiples, as shown in graph below, are significantly affected by the cyclicality of earnings.   

 

During the late 2006 to 2007 period, the denominator (EBITDA) was much lower for all of the 

chosen companies and therefore the multiples increased dramatically.  Excluding these outlier 

figures, the multiples for chicken processing companies during more “normal” operating periods 

range between 4x and 7x.  We chose 5x, as the terminal multiple for Pilgrim’s Pride under the 

base case.  In this scenario, the Company will still have significant exposure to the commodity 

chicken business (which would earn a lower multiple than the higher margin value added 

business).  As well, we chose a multiple at the lower end of the historical end based on the 

negative structural changes that have occurred in the industry.   

 

Our final enterprise value for Pilgrim’s Pride in this scenario is $1.376 bn, with the terminal 

value representing 72% of the total enterprise value. We performed sensitivity analysis on the 

major assumptions that drive value in the Company, including the terminal multiple and the 

gross margin.  Each 0.5x increase in the EV/EBITDA terminal multiple increase enterprise value 

Avg Quarterly LTM EV/EBITDA Multiple
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by approximately $100 mm.  Each 0.5% increase in the gross margin ratio increase enterprise 

value by approximately $300 mm.   

 

Sources and Uses – No Asset Sale Scenario 

 

As described above, under the no asset sale scenario we developed a new capital structure 

comprising of $1.1 bn new debt in two classes - $850 mm senior and $250 mm junior. In this 

section, we detail the uses of these new funds and how they flow through the waterfall of the 

existing debt structure. 

 

The existing capital structure contains several classes of debt, totaling $1.5bn. Clearly the $1.1 

bn of new debt raised will be insufficient to make whole all the existing debt and therefore some 

of the junior lenders will have to accept a partial payout along with a debt to equity swap to 

offset the principal loss from their investment.  

 

In our analysis, we apply the new issued debt (net of fees) to fully pay out the Convertible 

Revolving Loan & Term Loan (“Revolver / Term Credit Facility”) and the Other Revolving 

Credit Facilities. We then proceed to provide a cash recovery of 51% on the $203.1 mm class of 

Senior notes and 10% on the $25 mm class of Senior Subordinated notes, alongside a 

commensurate debt to equity swap on both classes of impaired notes. We provide a modest level 

of cash payment to the Senior Subordinated noteholders to increase the probability that the 

reorganization plan is approved.  Other Notes Payable constituents get no proceeds of the new 

debt, rather only an equity stake in the restructured company. 

Enterprise Value Sensitivity
GM % Variance from Regression Output

$1,376 (1.0)% (0.5)% 0.0% 0.5% 1.0%
5.0x $812 $1,094 $1,376 $1,658 $1,940
5.5x $878 $1,176 $1,475 $1,773 $2,072
6.0x $944 $1,259 $1,574 $1,889 $2,204
6.5x $1,009 $1,341 $1,673 $2,005 $2,336
7.0x $1,075 $1,423 $1,772 $2,120 $2,469T
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DCF Valuation ($ millions)
Total Present Value of UFCF $386
Terminal EBITDA $307
Terminal EBITDA Multiple 5.0x
Terminal Value $1,536
PV of Terminal Value $990
Enterprise Value $1,376

TV% of EV 72.0%

Sources & Uses ($ millions)
Percent

Sources of Funds Uses of Funds Recovery
New Senior Debt $850.0 Revolver / Term Credit Facility $795.8 100%
New Junior Debt $250.0 Other Revolving Credit Facilities $54.1 100%

Senior Notes $203.1 51%
Senior Subordinated Notes $25.0 10%
Other Notes Payable $0.0 0%
New Sr. Facility Expenses 2.0% $22.0 NM

Total Sources $1,100.0 Total Uses $1,100.0
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The existing equity holders will see their value more or less wiped out – for the purpose of our 

analysis, we grant them a token 1% share in the new equity of the Company. Currently, the 

Pilgrim family (“Pilgrim Interests”) own 29.87% of the economic rights to the Company, while 

funds such as Fidelity, State Street, Vanguard and Wellington (“Other Equity Holders”) own the 

remaining 70.13%. In the restructured company, Pilgrim Interest and Other Equity Holders will 

account for 0.3% and 0.7% respectively.  The Senior Note, Senior Subordinates Note and Other 

Notes Payables holders will ownership that is pro-rata with their class’ share of total unrecovered 

claims. For illustration, the total unrecovered claims amount to $443mn - of which Senior 

accounts for 44% ($197 mm), Senior Subordinated accounts for 51% ($225 mm) and Other 

Notes Payable account for 5% ($21 mm). 

 

The table below summarizes each stakeholder’s recovery – be it in cash as a result of the new 

debt proceeds or equity of the new company. The Senior and Senior Subordinates Notes are 

trading at 25% and 2% implying a market value of $100 mm and $5 mm, respectively. The 

combination of cash and equity yield a recovery of 81.1% on the Senior and 65.4% on the Senior 

Subordinated.  

 
Stakeholder Recovery Summary

($ millions) Market Recovery
Class of Security BV Price MV Cash Cash % Equity Equity % Total Total %
Senior Notes $400.0 25% $100.0 $203.1 50.8% $121.3 30.3% $324.4 81.1%
Senior Sub Notes $250.0 2% $5.0 25.0 10.0% $138.6 55.4% $163.6 65.4%
Other Notes Payable $21.4 NA NA 0.0 0.0% $13.2 61.6% $13.2 61.6%
Total Debt $671.4 NA $228.1 34.0% $273.1 40.7% $501.2 74.7%
Pilgrim Interests NM $7.3 0 0.0% $0.8 11.3% $0.8 11.3%
Other Equity NM $17.1 0 0.0% $1.9 11.3% $1.9 11.3%
Total Equity NM $24.4 0 0.0% $2.8 11.3% $2.8 11.3%  

 

$ % Ownership
Pilgrim Interests $0.8 0.3%
Other Equity Holders $1.9 0.7%
Senior Notes $121.3 44.0%
Senior Sub Notes $138.6 50.3%
Other Notes Payable $13.2 4.8%
Total Equity Value $275.8 100.0%
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Valuation – Prepared Foods Scenario 

 

The second scenario that we considered was the liquidation of all of the fresh chicken production 

facilities, the Mexican facilities and the inventory of the export business and the retention of all 

of the US prepared foods facilities.  This scenario is based upon the premise that the fresh 

chicken business is much more of a low-margin commodity business than the higher margin 

value-added prepared foods business.  With feed costs comprising a smaller portion of the cost of 

goods sold for the prepared foods business, this new business model partially mitigates the 

effects of higher and more volatile corn and soybean prices.  As well, the prepared foods 

business is a branded value added business model where the Company can charge prices based 

on customer perceived brand value rather than commodity market chicken prices plus a markup.  

Therefore, we thought it would be useful to see the results of a stand-alone prepared foods 

business.   

 

To determine the value of the prepared foods business, we used the same valuation process as 

described above for the “no asset sale” scenario.  The major differences between the two 

analyses are the partial liquidation and the application of the proceeds to repay certain amounts 

of debt and the change in cost structure of a prepared foods business.  The partial liquidation 

analysis performed here is similar to the full liquidation analysis described earlier.  Now, instead 

of selling all 49 facilities, the Company sells the 34 fresh chicken facilities, the three Mexican 

facilities and the $125 mm in inventory for the export and other business.  We used the same 

liquidation values as in the full liquidation scenario (ex. $10 mm to $15 mm for the US fresh 

chicken facilities).  The liquidation of the selected assets generates proceeds ranging from $827 

mm at the low end to $1.183 bn at the high end.  The proceeds from liquidation are used to repay 

Pilgrim’s Pride’s creditors. 
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After the partial liquidation, Pilgrim’s Pride operates solely in the prepared foods business.  It 

would operate 12 facilities producing value added branded chicken products.  In fiscal 2007, the 

Company generated sales of $2.409 bn from the prepared foods business.  This represented 

32.2% of the overall revenue of the Company.  We decided that the revenue growth of the value 

added business would be similar to the entire existing Pilgrim’s Pride business.  While the long-

term trends for the prepared foods business are more favorable, with the trend towards the 

population eating more away from the home and the foodservice industry desiring pre-prepared 

food products, the short-term trend for the prepared foods business is negative.  The current 

economic downturn negatively affects the foodservice sector (especially restaurant business) and 

therefore the prepared foods business is also affected. 

 

Important to this scenario is the assumption for the gross margin and EBIT margin of a pure-play 

prepared foods company.  Pilgrim’s Pride does not disclose the costs of each product category, 

but rather only separates the revenues of fresh and prepared foods.  To estimate appropriate 

margins, we analyzed the margins of other branded prepared foods companies.  These companies 

all produce protein-based products.  The gross margins for these companies are, as expected, 

much higher than the chicken processors (22.4% vs. 5.2%).  As well, since these companies sell 

branded products that require a large marketing and sales infrastructure, the average SG&A 

margin for the branded prepared foods companies is higher than the average for the chicken 

processor companies (16.2% vs. 3.8%).  The cost structure of the branded prepared foods 

companies results in an EBIT margin of approximately 6%.   

FY2007  Revenue June 08 (a)
($ millions) $ % Facilities Inventory
Prepared Foods $2,409 32.2% 12 $383
Fresh Chicken 3,256 43.5% 34 518
Export & Other 664 8.9% 0 105
Total U.S. Chicken $6,328 84.6% 46 $1,006
Mexico Chicken 488 6.5% 3 78
Total Chicken $6,817 91.2% 49 $1,084
Other Products 659 8.8% 0 20
Total Current Operations $7,476 100.0% 49 $1,103
Discountinued Ops (Turkey) 122

Proceeds from Liquidation of:
Facilities Inventory (b) Total Proceeds

Low High Low High PF Revenue PF Inventory
Divest $10 $15 66% 89% Low High $ %'07 $ %

Prepared Foods No 0 0 0 0 0 0 2,409 32.2% 383 35%
Fresh Chicken Yes 340 510 339 462 679 972 0 0.0% 0 0%
Export & Other Yes 0 0 69 94 69 94 0 0.0% 0 0%
Total U.S. Chicken $340 $510 $408 $556 $748 $1,066 $2,409 32.2% $383 35%
Mexico Chicken (c) Yes 15 30 51 69 66 99 0 0.0% 0 0%
Total Chicken $355 $540 $459 $626 $814 $1,166 $2,409 32.2% $383 35%
Other Products Yes 0 0 13 17 13 17 0 0.0% 0 0%
Total Current Operations $355 $540 $472 $643 $827 $1,183 $2,409 32.2% $383 35%

(a)  Facility and inventory divisional breakout based on revenue % in FY2007.
(b)  Based on the expected recovery detailed in "Liquidation Analysis".  Recovery % weighted based on inventory category (e.g. finished goods).
(c)  Assumes proceeds from sale of Mexican facilities of $5 to $10 million.
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For the prepared foods only Pilgrim’s Pride business, we assumed a gross profit margin of 8% in 

the first year, increasing to 11% in five years.  We assumed lower gross margins for the 

Company initially and increase them over time as the Company gains expertise in the branded 

product segment.  We recognize that the Company already operates in this segment, however, 

the Company will likely create new brands that will need time to gain customer loyalty and be 

proven in the marketplace.  For the forecast, we assumed an SG&A margin of 6% in the first 

year, with the margin increasing to 8% in year five as increased sales and marketing expenses are 

required to support additional brands.  Pilgrim’s Pride’s current SG&A margin of 4.6% is lower 

than our assumed margins due to the lower cost structure for a more commodity-focused 

company. 

Company Name
LTM Gross 

Margin

LTM 
EBITDA 
Margin

LTM EBIT 
Margin

SG&A 
Margin

LTM Net 
Income 
Margin

Sara Lee Corp. 38.1% 11.9% 8.1% 30.0% -0.4%
Smithfield Foods Inc. 9.1% 4.3% 2.0% 7.1% 0.5%
Specialty Foods Group Income Fund 15.2% 5.9% 3.9% 11.2% 1.3%
ConAgra Foods, Inc. 22.3% 10.7% 8.2% 14.2% 9.9%
Hormel Foods Corp. 22.5% 9.4% 7.5% 15.0% 4.2%
Premium Brands Income Fund 27.0% 9.2% 7.1% 19.9% 4.9%

Average "Branded Prepared Foods" 22.4% 8.6% 6.1% 16.2% 3.4%

Tyson Foods Inc 4.7% 3.3% 1.5% 3.3% 0.3%
Sanderson Farms Inc. 6.9% 5.8% 3.5% 3.4% 1.9%
Pilgrim’s Pride Corporation 4.0% 2.1% -0.6% 4.6% -1.9%

Average "Chicken Processors" 5.2% 3.7% 1.4% 3.8% 0.1%

Historical & Adjusted Projected
($ millions) FY Divest FY Year Ended September, 
Summary Income Statement 2008E Adj. 2008PF 2009E 2010E 2011E 2012E 2013E
Revenue $8,483 ($5,750) $2,734 $2,931 $3,017 $3,107 $3,209 $3,328
Cost of Sales (8,486) 5,751 (2,734) (2,697) (2,761) (2,827) (2,888) (2,962)
Gross Profit ($2) $2 ($1) $234 $256 $280 $321 $366
SG&A (399) 271 (129) (176) (196) (217) (241) (266)
Operating Income ($402) $272 ($129) $59 $60 $62 $80 $100

Industry Price Growth (a) 6.0% 2.7% 2.7% 2.7% 2.7%
Industry Volume Growth (a) 1.2% 0.2% 0.3% 0.6% 1.0%
Industry Revenue Growth 7.2% 2.9% 3.0% 3.3% 3.7%
Change in PPC Market Share 0.0% 0.0% 0.0% 0.0% 0.0%
PPC Revenue Growth 7.2% 2.9% 3.0% 3.3% 3.7%

Base Gross Profit Forecast 8.0% 8.5% 9.0% 10.0% 11.0%
Variance 0.0% 0.0% 0.0% 0.0% 0.0%
Gross Profit Margin 0.0% 0.0% 8.0% 8.5% 9.0% 10.0% 11.0%
SG&A % Sales 4.7% 4.7% 6.0% 6.5% 7.0% 7.5% 8.0%
EBIT Margin (4.7)% (4.7)% 2.0% 2.0% 2.0% 2.5% 3.0%

Unlevered Free Cash Flow
NOPAT @40% ($241) ($78) $35 $36 $37 $48 $60
Plus: D&A 236 (160) 76 76 76 76 76 76
Less: Maintenance Capex (66) 45 (21) (23) (23) (24) (25) (26)
Less: Increase in NWC (20) (9) 3 (6) (6) (6) (7)
Unlevered Free Cash Flow ($91) ($32) $91 $83 $83 $94 $103

Present Value of UFCF $84 $70 $64 $67 $67
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To determine the WACC for the prepared foods business, we followed the same iterative process 

of first determining the debt capacity of the Company and the credit rating that would result from 

a certain capital structure.  We capped the debt amount at the difference between existing 

indebtedness and the proceeds generated from facility and inventory liquidations.  This debt 

rating implies a certain interest rate, which factors into the cost of capital.  In this scenario, we 

determined that the Company’s debt, capitalized with $550 mm of senior debt, would be rated 

BB-.  With this credit rating, the interest rate on the debt would be 9.0% (a slight premium to the 

8.3% chosen for a BB+ credit rating in the “no asset sale” scenario). 

 

For cost of equity, we used the same unlevered beta, based on the comparable companies, of 

0.75.  In this scenario, the debt to capitalization ratio is 56%, the relevered beta is 1.6 and the 

cost of equity is 13.1%.  This cost of equity, combined with the after-tax cost of debt results in a 

WACC of 8.9%. 

Pro Forma Capital Structure
($ millions)
Enterprise Value $983.3
Total Debt $537.0
Implied Equity Value $446.3

Pro Forma Senior Debt $537.0
Senior Debt Interest Rate BB- 9.00%
Senior Debt Interest Expense $48.3

PF FY08 2009 2010 2011 2012 2013
EBIT / Senior Interest  (2.7)x 1.3x 1.5x 1.8x 2.8x 4.8x
EBITDA / Senior Interest 2.2x 3.0x 3.4x 4.0x 5.5x 8.5x
Senior Debt / EBITDA BB- 5.1x 3.5x 3.0x 2.5x 1.8x 1.0x
Cash from Ops % Sr. Debt BB- 20.3% 18.3% 19.9% 24.6% 37.0% 63.6%
Debt % of Capital BB- 54.6% 48.1% 42.1% 35.7% 27.9% 18.7%

WACC
Debt / Total Capitalization 54.6%

Cost of Debt 9.0%
Tax Rate 40.0%
After Tax Cost of Debt 5.4%

Risk Free Rate 4.1% 10yr Treas on 1/2
Market Risk Premium 5.5%
Levered Beta 1.6
Cost of Equity 13.1%

WACC 8.9%

Unlevered Beta Tyson SAFM Avg
Levered Beta 0.89 1.14
Debt / Total Capitalization 0.35 0.20
Debt / MV Equity 0.54 0.25
Unlevered Beta 0.58 0.91 0.75
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In this scenario, we used a slightly higher EV/EBITDA terminal multiple of 5.5x instead of 5.0x 

because other comparable higher margin value added food businesses tend to trade at higher 

multiples.  At this multiple, our terminal value comprises 64.2% of the total enterprise value of 

$983 mm.  We again performed sensitivity analysis on the major assumptions that drive value in 

the Company.  Each 0.5x increase in the EV/EBITDA terminal multiple increase enterprise value 

by approximately $60 mm.  Each 0.5% increase in the gross margin ratio increase enterprise 

value by approximately $100 mm.  

 

Sources and Uses – Prepared Foods Scenario 

 

As described above, under the partial asset sale scenario we developed a new capital structure 

comprising of $537 mm of senior debt. Furthermore the sale of the fresh chicken, export, 

Mexican and other products operations and liquidation of related inventory yield total proceeds 

of between $0.8 bn to $1.2 bn (expected proceeds of $1 bn).  

 

The total proceeds ($1.5 bn) are enough to pay down all existing classes of debt (and pay 

relevant expenses) as shown in the table below. 

 

 

 

DCF Valuation
Total Present Value of UFCF $352
Terminal EBITDA $176
Terminal EBITDA Multiple 5.5x
Terminal Value $967
PV of Terminal Value $631
Enterprise Value $983

TV% of EV 64.2%

Sources & Uses ($ millions)
Percent

Sources of Funds Uses of Funds $ Recovery
Sale of Facilities (a) $447.5 Revolver / Term Credit Facility $795.8 100%
Liquidation of Inventory (a) $557.5 Other Revolving Credit Facilities $54.1 100%
New Senior Debt $537.0 Senior Notes $400.0 100%
New Junior Debt $0.0 Senior Subordinated Notes $250.0 100%

Other Notes Payable $21.4 100%
New Sr. Debt Facility Expenses 2.0% $10.7 NM
Facility/Inventory Liquidation Fee 1.0% $10.1 NM

Total Sources $1,542.1 Total Uses $1,542.1

(a)  Based on midpoint of liquidation analysis.

Enterprise Value Sensitivity
Gross Profit Margin Variance from Plan

$983 (1.0)% (0.5)% 0.0% 0.5% 1.0%
5.0x $735 $830 $924 $1,019 $1,113
5.5x $783 $883 $983 $1,083 $1,183
6.0x $831 $937 $1,042 $1,148 $1,254
6.5x $879 $990 $1,101 $1,213 $1,324
7.0x $927 $1,044 $1,160 $1,277 $1,394T
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This scenario also results in an implied equity value for the restructured company of $446 mm, 

which is now divided up as follows: 

 

The table below summarizes each stakeholders’ recovery: 
Stakeholder Recovery Summary

($ millions) Market Recovery
Class of Security BV Price MV Cash Cash % Equity Equity % Total Total %
Senior Notes $400.0 25% $100.0 $400.0 100.0% $0.0 0.0% $400.0 100.0%
Senior Sub Notes $250.0 2% $5.0 250.0 100.0% $0.0 0.0% $250.0 100.0%
Other Notes Payable $21.4 NA NA 21.4 100.0% $0.0 0.0% $21.4 100.0%
Total Debt $671.4 NA $671.4 100.0% $0.0 0.0% $671.4 100.0%
Pilgrim Interests NM $7.3 0 0.0% $133.3 1826.1% $133.3 1826.1%
Other Equity NM $17.1 0 0.0% $313.0 1826.1% $313.0 1826.1%
Total Equity NM $24.4 0 0.0% $446.3 1826.1% $446.3 1826.1%  

 

Pro Forma Ownership Table

$ % Own
Pilgrim Interests $133.3 29.9%
Other Equity Holders $313.0 70.1%
Senior Notes $0.0 0.0%
Senior Sub Notes $0.0 0.0%
Other Notes Payable $0.0 0.0%
Total Equity Value $446.3 100.0%
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RECOMMENDATION 

 
To evaluate which of these restructuring plans to pursue, Pilgrim’s Pride’s advisors, board of 

directors, creditors, and equity holders must weigh the probability of realizing the total proceeds 

from each scenario outlined in the previous analysis.  Since the lower tier estimate of liquidation 

value exceeds the discounted cash flow valuation of Pilgrim’s Pride (without asset sales), we 

believe that it would be difficult for all parties to vote against liquidation compared to operating 

the business in its current form going forward.  If PPC is successful in generating the lower tier 

of liquidation value ($1.5 billion), debt holders would achieve a 98% recovery.  If PPC is able to 

generate the higher tier of proceeds in liquidation ($2.2 billion), debt holders would achieve a 

100% recovery and equity holders would receive a distribution of $650 million ($8.78 per share).  

The proceeds generated through liquidation in both scenarios exceed the discounted cash flow 

valuation of $1.4 billion.  While there are risks to the liquidation value (the ability to sell 46 

plants in a reasonable time frame), there are similar risks to the profitability of operating PPC as 

a going concern given the volatility of commodity prices which determine both feed costs and 

market sale prices.  

 

When comparing these two alternatives we believe the debt holders would prefer liquidation due 

to the greater certainty of receiving full recovery and equity holders would prefer liquidation due 

to the probability of receiving cash in liquidation compared to having their equity retired in 

Chapter 11.  The Pilgrim family may prefer to not liquidate, but they will not be able to force 

their plan to the creditors and other equity holders as they only represent 30% of the equity 

value. 

 

The more challenging decision is between full liquidation and the combination of (i) divesting all 

the fresh chicken, Mexican and “other” plants and (ii) running the prepared foods business as a 

going concern (the “Partial Asset Sale Plan”).  The senior creditors should be indifferent between 

the two options because (i) both provide for 100% cash recovery and (ii) both involve a similar 

risk of generating proceeds through facility and inventory liquidation.  If creditors were to prefer 

either option, it would likely be the Partial Asset Sale Plan since it would be marginally easier to 

sell 34 facilities than all 46 facilities. 
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The unsecured creditors must weigh the probability of receiving 100% recovery ($650 million) 

in liquidation to the Partial Asset Sale Plan, which would also provide them with 100% recovery 

in the form of $130 million through asset sales and $537 million through the debt issuance 

Pilgrim’s Pride’s would need to emerge from bankruptcy and operate the prepared foods division 

as a standalone business.  The unsecured lenders should be mostly indifferent between these two 

scenarios as they can require the Company to produce a commitment letter for the full amount of 

the exit financing before agreeing not to liquidate. 

 

Whether Pilgrim’s Pride is liquidated or the Partial Asset Sale Plan is implemented will therefore 

be determined by (i) the board of directors and management’s assessment of the operational 

restructuring plan and (ii) the ability of the Company to raise the $537 million of exit financing.  

All parties will evaluate the potential benefits and risks of operating Pilgrim’s Pride’s prepared 

foods business as a standalone entity.  Potential benefits include the fact that (i) prepared food is 

a higher margin business with a cost of sales that is less impacted by swings in commodity prices 

than the fresh chicken business, (ii) Pilgrim’s Pride already has the sales, marketing, and 

distribution infrastructure required to operate the prepared foods business, (iii) Pilgrim’s Pride 

has an established brand with retail and foodservice customers, and (iv) prepared food companies 

trade at higher market multiples due to their higher margins and partial insulation to variances in 

commodity prices.  The most significant risks to the Partial Asset Sale Plan (aside from 

liquidation risks inherent to both options) are (i) execution risk during the transition period as 

supply is moved from owned facilities to third party suppliers and (ii) long-term risk of not 

controlling its supply of chicken. 

 

These risks are significant and it will be critical for Pilgrim’s Pride to secure chicken supply such 

that its production and sales to its retail and food service customers will not be interrupted during 

the transition.  Despite this challenge, management and the board of directors are likely to 

conclude that the benefits of operating as a smaller entity outweigh those of liquidating the 

Company.  The midpoint of expected proceeds in liquidation provides a lower cash return to 

equity holders ($312 million) than the projected market value of the equity post bankruptcy 

($450 million).  The liquidation value has the potential to be as high as $650 million, but the 
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going concern value could rise to the same level if gross margins are improved by 100bps, a 

conservative level that would still leave PPC lagging its processed foods comparables.  Given the 

Pilgrim family’s involvement, we believe that they, management, and the board would fight hard 

to have the opportunity to continue to operate this business as a going concern.  Given normal 

debt markets, it seems likely that the Company could secure a $537 million debt commitment at 

9% interest with 3.4x Debt / EBITDA and 3.1x Debt / Interest Expense. 

 

Based on the analysis above there is a strong likelihood that, given operating assumptions are 

verified in due diligence, the Partial Asset Sale Plan is implemented and Pilgrim’s Pride emerges 

from bankruptcy as a going concern. 

 


