
Current Environment
Nominal food spending increased in 1Q10. Based on Bureau
of Economic Analysis (BEA) data, personal consumption
expenditures (PCE) on food grew 2.8% year over year in 1Q10.
This is slightly higher than the 2.1% year over year growth 
in 1Q09. While consumers remain focused on value shopping,
they are gradually increasing food spend.

Bureau of Labor Statistics’ (BLS) Consumer Price Index (CPI)
data for food and beverages remained flat year over year in
1Q10. Food processors and retailers are offering promotional
pricing to attract value conscious consumers and gain market
share in a highly competitive environment.

Consumer Expenditures on Food vs. Food Inflation

Industry Headlines
• Gulf of Mexico oil spill threatens fishing industry. Crews

are working to contain an oil spill from an exploded oil 
rig off the coast of Louisiana. NOAA is collaborating with
the FDA and the States to ensure the safety of the
fisherman and their catch.  

• Consumers choose organic. According to the latest 
study from the Organic Trade Association, organic food
sales increased 5% year over year in 2009, reaching 
$25B, despite economic conditions.

• Rationalization in the protein sector leads to increased
prices. Protein processors have decreased supply,
supporting higher prices. Processors are in a favorable
position as the summer grilling season approaches. 

• Capacity utilization rates in the food industry improve.
Based on Federal Reserve data, capacity utilization
reached 78.9%, up 1.1% from the prior period.  Food
manufacturers are slowly increasing production as the
economy recovers.  

• Global food, beverage and agribusiness loan volume was
reported at $19 billion for 1Q10. Syndicated non-
investment grade food sector loan issuance remained flat
compared to the same period in 2009.
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Consumer Confidence Index

Recent Industry News &
Developments

Oil Spill Threatens Gulf Coast Fishing
Industry
The Gulf Coast crisis began with a fire and explosion on the
Deepwater Horizon oil rig in the Gulf of Mexico on April 20th.
As of May 10th, crews continue working to contain the oil spill,
a potential environmental disaster with wide spread
implications.  

NOAA is working with the FDA and the affected states to
ensure the safety of the fishermen and their catch.
Commercial fishermen harvested over 1 billion pounds of fish
and shellfish in 2008 from the region. On May 2nd, NOAA
instituted a 10-day restriction on fishing in the Gulf between
Louisiana state waters at the mouth of the Mississippi 
River to the waters off Pensacola Bay. On May 10th, this was
extended 5 days when efforts to contain the leak were
unsuccessful.  

According to NOAA, $639 million of the $3.85 billion US
seafood market comes from the Gulf Coast. Farm raised
seafood and seafood from other regions may be able 
to partially fill the shortage. This disruption in production is
already resulting in higher prices and lower availability. 
If prices remain elevated for a long period, restaurants will
have to pass the higher seafood costs on to consumers.
Restaurants may also face a decrease in business if the spill
affects tourism in the region.  

Retail food sales and foodservice sales increase
According to the U.S. Census Bureau, retail food store 
sales increased 2.7% year over year in 1Q10. During the same
period, foodservice sales improved 1.3%. Consumers 
are increasing their food expenditures alongside the gradual
economic recovery. Retail food stores and foodservice 
are investing in promotional programs and offering deep
discounts to increase market share. Margins have compressed
in this intensely competitive environment.  

Y/y Change in Retail Food Stores Sales vs Foodservice

Restaurant industry outlook improves 
The Association’s RPI (Restaurant Performance Index) tracks
the current situation and outlook for the U.S. restaurant
industry. A steady state is represented by an index value of
100. Index values greater than 100 represent a period of
expansion, while values less than 100 represent a period of
contraction.   

The Restaurant Performance Index was 100.5 in March, up
1.4% from February and its highest level since September
2007. This was the first time in 29 months that the RPI rose
above 100, signifying a period of expansion. Sentiment among
restaurant operators has improved due to increasing sales
and customer traffic, even though they continue to report a
net decline in same-store sales and customer traffic.

Many restaurant owners report an increase in capital
spending. 36% of restaurant operators have made a capital
expenditure within the past three months, the highest level in
five months.

Consumer Confidence Board Index Improves
The Consumer Confidence Board Index was reported at 57.9
(1985 = 100) in April, up from 52.3 in March. The survey is
based on a representative sample of 5,000 U.S. households.
Consumers are more positive about the current situation 
and have a more optimistic outlook, expecting improvements
in economic conditions and the number of jobs available.
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Consumers Choose Organic 
According to the Organic Trade Association (OTA), U.S. organic
food sales reached $24.8 billion, up 5% year over year, despite
recessionary economic conditions. In terms of the food
segment, dairy and packaged foods each accounted for 15%
of organic food sales, beverages 13% and 5% snack foods.  

Organic food sales represented 3.7% of total food sales in the
U.S. in 2009. Growth in this category is expected to continue,
representing an opportunity for food manufacturers. For
example, in General Mills’ recent quarterly earnings report,
the company reported double digit growth in their Small
Planet Foods organic products. 

The global organic market is expected to continue to grow.
The Organic Trade Association in Canada recently announced
a strategic partnership with the Canadian government to
expand the country’s organic sector. According to the OTA,
organic product sales in Canada are currently approximately
$2 billion per year. It is a fast growing segment, with 20%
average annual growth over the past few years.

Rationalization in Protein Sector
Domestic protein supplies have declined as processors
decreased production. By bringing supply in line with demand,
processors have supported higher pricing for 2010. On their
2Q10 earnings call, Tyson explained that they are focusing on
operational efficiencies and making their facilities more
competitive. All of their operating segments were profitable,
with pork and beef above their historic normalized ranges.  

Feed prices are expected to remain favorable for processors.
The corn and soybean outlook for 2010 is positive, as supply
is expected to increase again this year. According to the
USDA’s March 2010 Prospective Plantings Report, soybean
plantings are expected to increase 1% from last year’s record
crop, and corn planted acreage is expected to increase 3%.

As global economic conditions strengthen, so will international
protein demand, particularly in emerging markets. However,
U.S. chicken exports continue to be hindered as Russia’s ban
on U.S. chicken remains unresolved. The chicken ban is due to
chlorine levels used by U.S. processors. The ban primarily
impacts dark meat — the country has typically been a large
importer of chicken quarters.  

Fruit Update
Florida experienced a deep freeze for eight consecutive days
in January, damaging the citrus crops. As of March, the 
USDA Agricultural Statistics Board has predicted a 19%
decrease in the orange crop as compared to last season. With
most of Florida’s oranges being used for juice, orange juice
processors face increased input costs that they will likely pass
on to the consumer in the form of higher prices and/or

smaller containers. For example, PepsiCo announced a price
increase for its Tropicana orange juice — they are shrinking
the 64 oz carton to 59 oz while maintaining price and
increasing the price of the gallon size by 5 to 8%.

This fall, the U.S. may experience increased fruit prices as a
result of the 8.8 magnitude earthquake that struck Chile on
February 27th. Chile exports many fruits to the U.S. including
grapes, apples and pears. The impact remains to be seen as
most of the fruit was already harvested at the time.  Any
damage to the trees will affect the November 2010 through
March 2011 crop — twenty-five percent of U.S. fruit imports
during that timeframe come from Chile.  

Capacity Utilization 
Food industry capacity utilization based on Federal Reserve
data reached 78.9% in 1Q10, up 1.1% from 77.8% in 4Q09.
This is a positive sign that food manufacturers are beginning
to increase production as the economy gradually improves.
Utilization rates increased during the few years prior to the
economic recession, but dropped significantly in 2009,
averaging 76.7%.

Food Industry Capacity Utilization 
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In Focus: U.S. Chain Restaurant
Industry

Foodservice Industry
The restaurant industry comprises 67.2% of all foodservice.
Real/adjusted sales in the restaurant industry declined 3.6% in
2009 while foodservice fell 2.9%. Foodservice also declined
nominally, by 0.7% in 2009. Declines in both real and nominal
sales have not occurred since data has been tracked (1971).  

Restaurant Industry & The Economy
Growth of the restaurant industry, like the broader economy,
is inextricably linked to consumer behavior.  Over the course
of this recession, consumers have been pressured in ways 
not seen for decades. The past year was arguably harder for
consumers than 2008, although the stock market recovery
restored some net worth. Disposable personal income
increased 1.1% (nominally), the slowest rate since 1949.
Reduced income growth, paired with high unemployment,
caused real consumer expenditures to decline 0.6% in 2009,
the steepest drop since –0.8% in 1974. Consumer spending
comprises ~70% of GDP; the overall economy shrunk 2.4% in
2009, with gains only observable in government spending.
Just as the federal government acted to stimulate economic
growth through tax incentives and rebates, operators acted to
maintain revenue and margins by improving operations,
slowing expansion and implementing value meals and menu
promotions. 

Segment Trends
QSR (Quick Service Restaurants)
QSRs comprised $160B in 2009 foodservice sales and are
expected to improve 3% in 2010 to $164.8B. These chains
have made it their primary goal to be all things to all people —
meeting the craving for large portions on a small budget for
18-24 year old males, while promoting healthier items for
women and families. Many QSR companies with high
concentrations of company-owned units re-franchised to
mitigate risk, while others remodelled units to fit a more
contemporary look and added new equipment to support
menu upgrades.

QSR Same-Store Sales

QSR Strategies
• Yum! Brands, Inc. re-franchised 54 Taco Bell units, 60 KFC

units and 427 Pizza Hut units in 2009.
• Burger King completed the rollout of its new batch broiler

to introduce new, premium menu items.
• Domino’s Pizza launched a new pizza recipe 12/09; 1Q10

SSS lift of 14.3%.
• McDonald’s plans to remodel 400-500 U.S. units and scrape

& rebuild ~150.
• Panera began posting calorie information on menu boards

at all company-owned locations 04/10.

FSR (Full Service Restaurants)
FSRs posted sales of $182B in 2009 and are projected to
increase 1.2% nominally to $184.2B in 2010. A lack of
association with convenience made it easier for consumers to
curtail FSR meals when the economic situation grew
worrisome. FSRs were the first to feel the pinch of the
economy and were arguably those that felt it most. To draw
traffic, these concepts used nearly every strategy at their
disposal: updating menus, offering bundled meals at value
prices; closing underperforming units or units in overbuilt
markets; and improving supply chain management to lower
food costs. By 4Q09, results at FSRs started showing signs of
improvement.

FSR Same-Store Sales

FSR Strategies
• Applebee’s “2 for $20” menu offers 12 entrées. 
• BJ’s Restaurant & Brewhouse introduced Snacks and Small

Bites menu with items $2.95-$3.95.
• Chili’s Grill & Bar announced several improvement

initiatives, including a $100MM kitchen upgrade and a
major remodeling program.

• Denny’s launched a nationwide value menu with 16 items
for $2, $4, $6, or $8.

• Bob Evans introduced a new Fit from the Farm menu with
items <650 calories.

Contributed by Lauren Millikin, GE Capital Franchise Finance.  
For more information, and to download the GE Capital,
Franchise Finance 2010 Chain Restaurant Industry Review,
visit www.gefranchisefinance.com
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Recent M&A Activity

• April 29 – Diamond Ranch Foods, Ltd., a meat and poultry
processing and foodservice distribution company, has
announced that it has executed a Letter of Intent to
acquire the business operations and customer accounts of
seafood wholesaler Executive Seafood, Inc.

• April 13 – ConAgra Foods, Inc. has announced that it has
acquired Elan Nutrition, a formulator and manufacturer of
snack and nutrition bars, from an affiliate of Sun Capital
Partners, Inc. 

• April 7 – Schmid Inc., based in Orrville, Ohio announced
that it has acquired Pacific Valley Dairy, a Pacific, Missouri
based maker and distributor of ice cream, frozen desserts
and soft-serve products. 

• April 6 – Groeb Farms Inc., an Onsted, Michigan based
portfolio company of Horizon Partners, has acquired
Miller’s American Honey, a California-based honey
producer. 

• April 1 – New York–based private equity firm Lee Equity
Partners have announced that they have signed a
definitive agreement to purchase the nearly 1,200-unit
Papa Murphy’s Take ‘N’ Bake pizza chain from its majority
owner, Charlesbank Capital Partners. 

• April 1 – Sterling Foods II, Inc., a portfolio company of TGF
Management Corp. and Austin Ventures, has announced
that they have acquired Caravan Trading Company.
Caravan, a large wholesale bakery located in California,
produces baked goods for retail, wholesale and
foodservice. 

• March 31 – Premium Brands Holdings Corporation, a
producer, marketer and distributor of branded specialty
food products, announced today the acquisition of an 80%
interest in Duso’s Enterprises Ltd. for approximately
$5.6m. Duso’s is a specialty pasta manufacturer based in
Vancouver, British Columbia.

• March 26 – The Bongards Creameries of Bongards,
Minnesota, announced that it has acquired a food
processing production plant in Humbolt, Tennessee from
ACH Foods. 

• March 19 – JBS S.A. has announced its plans to acquire
New South Wales, Australia-based Rockdale Beef, making
it part of the JBS Swift Australia operation. 

• March 15 – The J. M. Smucker Company and Basic
American Foods announced the sale of and a licensing
agreement for Hungry Jack brand potato products that
will allow Basic American Foods to expand its retail
presence in the potato business. 

• March 10 – Viterra Inc. and Dakota Growers Pasta
Company, Inc. have announced that they have signed a
definitive merger agreement for Viterra to acquire all of the
outstanding shares of Dakota Growers. Dakota Growers 
is a leading producer and marketer of dry pasta products
in North America. 

• March 9 – Reed’s Inc. has announced that it has made an
offer to acquire Jones Soda Co. for a combination of $2.56
million in cash and 4.5 million shares of Reed’s common
stock. 

• March 9 – Supervalu Inc. announced the sale of Payson
Store Fixtures, located in Salt Lake City, Utah, to DGS
Retail.

• March 8 – H.I.G. Capital, LLC, the global private equity
investment firm headquartered in Miami, Florida, has
announced that it has acquired Albertville Quality Foods
and Southern Quality Meats. 
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Loan Market Trends

The chart below shows average LIBOR pricing spreads for
leveraged institutional term loans since 2000. Spreads 
on BB rated credits were 345 bps in 1Q10 versus 416 bps at
year end 2009. Spreads on B rated credits declined from 
517 bps in 4Q09 to 425 bps in 1Q10, and are significantly
lower than the levels reached in 3Q09. The continued
narrowing of the spread between BB and B to pre-recession
levels reflects improved investor sentiment in the leveraged
loan market.

Spreads on Leveraged Institutional Term Loans 

Debt structures in the middle market remain tight in LSM
1Q10.  The average maximum total debt to EBITDA covenant
level was 3.52x, up slightly from 3.48x in 2009, and 3.32x in
2008.

Average Middle Market Maximum Debt to EBITDA
Covenants 

1Q10 YTD institutional term loan issuance was $37B, 
a dramatic increase as compared to $3B in 1Q09 YTD.
Increasing issuance for the last two quarters reflects
improving market conditions.

U.S. Quarterly Institutional Term Loan Issuance 

Global food, beverage and agribusiness loan volume in 1Q10
was flat as compared to 1Q09. Syndicated non-investment
grade food sector loan issuance was $19B for both periods.

Global Food, Beverage & Agribusiness Loan Volume 

Global Food, Beverage and Agribusiness 1Q10 YTD M&A
activity was $16B, significantly higher than $7B in 1Q09 YTD.  

Global Food, Beverage & Agribusiness M&A Deal Volume 
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$18.8 Billion in Commitments Across the Value Chain*
*GE Capital as of October 2009

Recent GE Food Financings

Provided to a leading frozen foods manufacturer for 
recapitalization and working capital needs

Provided to a natural and specialty foods distributor to 
support their acquisition strategy

$300 Million Credit Facility

Provided to a deli meat company for acquisition financing

$160 Million Credit Facility

$195 Million Credit Facility

Provided to a vertically integrated pork company for working
capital needs

$150 Million Senior Credit Facility

Provided for leveraged buyout of a specialty foods contract
manufacturer

$115 Million Senior Credit Facility
Provided to a vertically integrated poultry producer to
finance an acquisition 

$15 Million IRB and Lease

Provided to a dairy processor

$18 Million Equipment Lease

Provided to a processor of Mexican foods

$35 Million Credit Facility

Provided to a wholesale baker and distributor of bread and
snack cakes to exit debtor in possession financing

Provided for a horticultural company

Provided to support the acquisition of a leading private label
manufacturer and fund working capital needs

$100 Million Senior Credit Facility

$110 Million Senior Credit Facility

$105 Million Senior Credit Facility

Provided to a danish manufacturer for refinancing

$140 Million Senior Credit Facility

Provided to a farmer-owned agricultural cooperative for
working capital needs

C$65 Million Senior Credit Facility

Provided to a canned vegetable producer to finance new
can manufacturing lines 

$13 Million Tax Equipment Lease

Provided to a beef processor

$8 Million Equipment Lease
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