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THE EVOLUTION OF IRELAND'S KERRY GROUP/PLC—IMPLICATIONS FOR
THE U.S. AND GLOBAL DAIRY-FOOD INDUSTRIES

Jeffrey Wagner, Yane Chandera and W.D. Dobsoh

Executive Summary

Introduction

» Headquartered in Tralee, County Kerry Irelatige Kerry Group/PLC (PublicLimited
Company) is a diversified food ingredients and consuomis company with1998 sales
of U.S.$2.6 billion.

* The firm grew from a small dairy cooperative in the early 1970s to a multinationghétm
has operations in Irelanthe UK, theU.S., continentalEurope, Canada, Mexico, Brazil,
Argentina, Chile, New Zealand, Australia, and Malaysia.

* Asthe firm evolved into avorld leader infood ingredientsthe sales of Irish-basedairy
products declined to about 11% of the firm's overall revenues.

* This Discussion Paper describes hale firm developed corestrategies, adjusted
effectively to the economic and policy environméat surfaced inthe 1970sand1980s,
and foundinnovativeways tofinancegrowth. The papeialso analyze&erry's strategies
and discusses implications of tfiem's strategiedor U.S. and other dairy-food exporters
and investors.

Core and Supporting Strategies of the Kerry Group/PLC

» TheKerry Group/PLC'score strategy is to diversify ampow the businessemphasizing
differentiated (value-added) food ingredients and consumer food products.

» Kerry's implementation othis overall strateghas produced a strong emphasis on food
ingredients as noted in the firm's divisional sales figures for 1998: Kerry Ingredients (63%
of 1998 sales), Kerry Foods (34% of 1998 salaryl Kerry Agribusiness (3% of 1998
sales).

Origins of the Kerry Group/PLC
* The roots of the Kerry Group/PLC date back to a private company formed in 1972.
» Kerry Cooperative Creameries Ltd. began its legal existence in January 1974.

» A brucellosis eradication program reduced KeZigoperative'snilk supply byabout 20%
in the early1970s. This causedhe Kerry Cooperative'smanagement antboard of
directors torealize that if the firmwas to grow itneeded to reduce the reliance on
commodity dairy products and diversify into differentiated (value-added) products.

» Kerry Cooperative'diversification program began i6979-80 whenthe cooperative
bought 19 Irish firms that sold branded food products.

Financing Strategies of the Kerry Group/PLC

* InJune 1986, Kerry Cooperative exchanged its assetadfmrity shareholding in BLC,
mainly to obtain capital for growth.

* Jeffrey Wagner is an MBA in Agribusiness student and Profesgistant at the University of
Wisconsin-Madison (UW-Madison). Yane Chandera is a former MBA in Agribusiness student and
former Project Assistant at the UW-Madison. W.D. Dobson is Professor of Agricultufgpfied
Economics, Co-Director of the Babcock Institute, and Director of the Renk Agribusiness Institute at
the UW-Madison. This Discussion Paper is a joint product of the Babcock Institut&kemkl
Agribusiness Institute.
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* In October 1986, shares othe Kerry Group/PLC were offered tahe public and
subsequently listed on the Dublin and London stock exchanges.

* Kerry Group/PLC's shardnitially tradedfor about 52Irish pence (about).S.$0.70 per
share) when the firm's shares were first issued in 1986. In 11@98haredraded mostly
in the U.S.$11.00 to U.S.$12.50 range. The Price/Earmatgss for KerryGroup stock
in 1999 were approximately twice those for Irish dairy cooperative/PLCs, G@llerand
Glanbia.

* In 1996, KerryCooperative reduced its holdings Kerry Group/PLC belowthe 51%
level. This action allowed the Kerry Group/PLC to float additional sharebtéon needed
funds for expansiomrapital and increase the liquidity of trading in th&erry Group's
shares.

» Kerry Cooperative antkerry Group/PLChave effectively handled the conflicts between
farmers and non-farmer shareholders that sometimes arise wiagnicattural cooperative
converts to a PLC.

Kerry Group/PLC's Acquisitions

* The financing capacity gained i§erry, in part by the move to cooperative/Plstatus,
allowed the firm to accelerate its overseas acquisitions.

» Kerry Group/PLC opened its first overseas food ingredients plant in Jackson, Wisconsin in
1987 and in 1988 acquired Beatreme Food Ingredients, another U.S. firm.

* Kerry Group/PLC acquired DCA in 1994 from Allied Domecq for U.S.$402 million.

* By 1995, Kerry Group/PLC had made about 43 acquisitions, which had dheskun to
double in size in each of the previous five-year periods.

* Most of Kerry's recent acquisitions have befam food ingredientsirms, whichtypically
generate high profitmargins. The corporation'scapital investments have provided the
infrastructure(e.g., technology,R&D and distribution systems)eeded by the rapidly
growing firm.

* In 1998, 26% othefirm's sales and 38% dhe firm's operating profits wer@btained
from the Americas.

* While Kerry's early acquisitions were made in part wdbitalraised in theshare market,
the bulk of the Kerry Group/PLC'sacquisitions—especially thosmade before Kerry
Cooperative relinquished majority control in 1996—were made with debt.

Strategies and Practices that Underpin the Kerry Group/PLC's Financing,
Expansion, and Diversification Initiatives

» Knowledgeis the forerunnerof strateqy Mr. Denis Brosnan,the Kerry Group/PLC's
long-time Managing Director, contends that to make sound strategic decisions the firm must
know which sector it is in or wants to be the strengths and weaknesses of competitors,
the nature of the marketplacow consumer demandare changingand, for an
international business, which decisions can be made locally and which must be reserved for
the corporate office.

 R&D expendituresnustincrease According toBrosnan,the food ingredients sector is
somewhere between food engineering and pharmaceutical application; 2350%ct@f the
Kerry Group's turnover will continue to be spent on R&D because of its importance.

» Personnebnd marketingpracticesmustevolve Practices relating to thesgo functions
changed markedly aserry evolved from a dairy cooperative intof@od ingredients and
consumer foods company. Kerry stopped exporting through the Irish Dairy Board in about
1990.

2 Babcock Institute Discussion Paper No. 2000-2
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An Analysis of Kerry Group/PLC's Corporate Strategies

* The Collis-Montgomery "Triangle of Corporate Strategyds used toevaluateKerry's
corporate strategies.

» The firm appears to have a well-articulated vision, internally consistent strategies, strategies
that fit well with the external environment, and good risk management capabilities.

* It is unclear whether thérm's value creation processes—achieved in part by frequent
acquisitions of high profit margin foadgredient companies—will be sustainable over the
long-term.

» Kerry acquisitions have been, by most accounts, remarkably successful. Hawengsr,
and acquisition studies suggest that most firms should not expect to earn ecendsna
assets purchased in the mark&he Kerry Group/PLCmay confront thisreality in future
acquisitions.

Implications of Kerry Group/PLC's Strategies for U.S. and other Dairy-Food
Exporters and Investors

» Certain ideas flow from Kerry's strategies that hawglicationsfor U.S. and other dairy-
food exporters and investors.

» Ability to relate a company to its environment is important.

» Continuity in top management is important.

» Knowledge is a key forerunner to strategy.

» Early mover advantages are important.

» Latin America and Asia are growth markets for dairy and other food products.

* A firm's infrastructure must change substantialen it evolves asnuch asKerry
Group/PLC.

» Kerry Cooperative's conversion tacaoperative/PLGvas a necessatyut not sufficient
condition for success.

» Acquisitions possess inherent drawbacks.
» The Kerry Group/PLC model will not be easily replicated.

Babcock Institute Discussion Paper No. 2000-1 3
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THE EVOLUTION OF IRELAND'S KERRY GROUP/PLC—IMPLICATIONS FOR
THE U.S. AND GLOBAL DAIRY-FOOD INDUSTRIES

Jeffrey Wagner, Yane Chandera and W.D. Dobson

Introduction

Headquartered in Tralee, County Kerry Irelartde Kerry Group/PLC (public limited
company) is a diversified food ingredients and consuimetds company, whichhad sales of
U.S.$2.6 billion and 12,378 employees irl998 [13,31].The firm has operations in Ireland, the
UK, the U.S., continental Europe, Canada, Mexico, Brazil, New Zealand, Australil|agangia
[31]. It producesand markets specialtiood ingredients, food coatings, bakamjixes, fruit
preparations, flavorings, and proteins andnufactures consuméood products inthe dairy,
beef, pork, poultry, savory and convenience product sectors.

The firm's sales andnet incomefor 1998 andthe average yearly increases in these two
financial items during 1994-98 appear below [31]:

Sales Net Income
(Millions U.S. Dollars)
1998 $2,578.34 $111.10
1994-98 Growth Rate 14.51% 20.93%

Kerry Group/PLC'sthree maindivisions andthe percentage of tHfeém's revenues generated
by each division in 1998 are noted below [9]:

Division % of 1998 Revenues
Kerry Ingredients 63
Kerry Foods 34
Kerry Agribusiness 3

Food Ingredients produced by Kerry Group/PinClude cheespowders,mozzarella cheese
products forrestaurantchains, doughnut mixesther battermixes, bread crumbs, specialty
proteins for nutritional diets, flavorings for snack foods, and clouding agentgcdntyears, the
firm has acquired a substantial presence in the particulates techbolsiggss—e.g.small pieces
of fruit, nuts, cheesend chocolat¢hat areused in processed foods suchbasakfast cereals,
nutritional bars, and premium ice creams.

Kerry Foods brands (whicare wellknown in Irelandthe UK, and other parts of Europe)
include Wall's, Mattesson's, Richmond, Denny, Lawson's, Miller's, Golden Bridge, Homepride,
Ballyfree, Kerrymaid, LowLow, Dawn (fluid milk and juices), and Kerry Springvater). The
Kerry Group's Foods Division also does private label work for other firms.

Kerry Agribusiness sellanimal feeds and fertilizers, operates creameries, and provides
livestock artificial insemination services, trucking services, and on-farm technical services.

Kerry Group/PLC traces its beginnings to 1972 whdyegan operations asraatively small
private firm that evolved into a small dairy cooperative in 1974.

Kerry Group/PLC isfrequently described by analysts as a successfbérnationalfood
ingredients and consumer food produfiten that grew rapidly—mainly by acquiring other
companies—during the late 1980s and 1990s. Informatidrowarthe Kerry Group/PLCarrived
at its present position should be usefullkss. and other firms with interests in exporting and
foreign direct investment in globdhiry-food businesses. |particular, it should be useful for

4 Babcock Institute Discussion Paper No. 2000-2
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dairy-food exporters and investors to ds@w the firm developedcore, consistent strategies,
adjusted effectively to changes in the economic and policy envirorthaisurfaced inthe 1970s
and 1980s, and foundinnovative ways to finance growth of the business.These points are
considered in thepaper, together with an analysis dferry's strategies and discussion of
implications of theirm's strategiedor dairy-food exporters and investorstire U.S. and other
countries.

I. Core and Supporting Strategies of the Kerry Group/PLC

The Kerry Group/PLC'score strategy is to diversify angrow the businessemphasizing
differentiated (value-added) food ingredients and constimael products [2]. This core strategy
has been supported and complemented by the other strategies and practices that:

» Converted the business from a dairy cooperative to a cooperative/PLC to raise expansion
capital.

» Facilitated growth of the firm both by acquisitions (mostly outside of Ireland) and
expanding existing businesses.

* Involved large Research and Development (R&D) expenditures to support expansion of the
food ingredients business and consumer food product businesses.

* Implemented personnel policies and marketing practices that supported the firm's growth
and diversification strategies.

1. Origins of the Kerry Group/PLC

Michael Porter of Harvard's Busines$&chool contendshat "The essence of formulating
competitive strategy is relating a company to its environni@d;' p. 3]. The Kerry Group/PLC
developed strategies that dealt effectively with the economic and policy environment facing the firm
in the 1970sand 1980s. It isuseful to brieflyexamine thdirm's early history to seeghe milieu
from which the firm's strategies emerged.

The Private Company

The roots ofthe Kerry Group/PLCdate back to a private compafgrmed in1972. The
private company in questiowas createdwhen three shareholders—(ajhe state-ownedDairy
DisposalCompany, (b) dederation of eight small farmer cooperativesGaunty Kerry Ireland,
and (c) the Erie Casein Company in thé&.—invested 150,000 Irish poundsfittance a casein
plant that would manufacture casein for export to the U.S. Ownerstiip chsein manufacturing
firm, known as North Kerry Milk Products Ltd. (NKMP), was split as follows [12]:

» Dairy Disposal Company 42.5%
* Federation of eight farmer cooperatives 42.5%
» Erie Casein Company 15.0%

Formation of Kerry Cooperative

When Ireland joined the then European Economic Community (EEC®78, many small
dairy firms and cooperatives merged to compete with the larger milk companie&€ia@heKerry
Cooperative Creameries Ltd. was formed when milk producers in County Kerry contcapted
to acquire the state-owned Dairy Disposal Company and its 42.5% stake in theNkivée In
addition, six ofthe eight independent farmer cooperatives (pamers ofthe other42.5% of
NKMP) merged and the private company credtecame aubsidiary ofthe newly formed Kerry
Cooperative Creameriddd. Kerry Cooperative Creamerigstd. began itslegal existence in

Babcock Institute Discussion Paper No. 2000-1 5
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January 1774. The smallest oflreland's six major agricultural cooperatives,the Kerry
Cooperative, had sales of 23 million Irish pounds (about U.S.$50 million) in 1974.

Growth through Dairy Processing, 1974-78

During 1974-80, KerryCooperative Creameriesd. acquired or merged witthe Killarney,
Limerick, and Ballinahina Dairies and witnessed an increase milkssupply from 67million to
87 million gallons (+30%). The cooperative recorded satisfactgoyofits through its milk
processing activities. But in 1979-80, as a result of an unusually wet sumntbe aratkings of
a brucellosis eradication scheme, the cooperative lost 20%millkitsupply. In 1986, MrDenis
Brosnan,Managing Director ofKerry Group/PLC or its predecessor firms from 1972 to the
present, described the impact of threicellosis eradicatioprogram, whicHed to the slaughter of
thousands of dairy cattle in Kerry Cooperative's milk supply area, as follows [29]:

It was either going to be a disaster or a blessing. Our cow populatistmmediately cut
by 20% but we still had the same overheads. We were forced to reorganize.

It became clear tdKerry Cooperative'smanagement andboard of directorsthat if the
organizationwas to growand develop, ineeded to reduce iteliance on commodity dairy
products and diversify into more differentiated (value-adgedflucts. Thusthe firm introduced
the concept of corporate planning and corporate strategy into its managgstents andulture
[30]. This, in turn,led the organization to agree to a five-year corporate plan that emphasized
R&D, diversification, and overseas growth.

Kerry Cooperative'snanagement andoard of directors began efforts to diversify inMalue
added products before the EEC adopted milk production quotas in T84, the wisdom of the
firm's decision to emphasizeverseas investment, asell as production and marketing of
differentiated food ingredients and food products, waglatedwhenthe EEC decided to impose
milk production-limiting quotas. In 1995, Brosnan explained Kerry's contitaoidof interest in
expanding investment in Ireland's milk business, as follows [19]:

If anybody could point outhe advantage of mergingith or taking over anothetrish
company, then we would do so. | do not see any advantage, we would simply be intying
a milk business which is heavily regulated by the EU and which is very cyclical.

Management Takes New Directions, 1979-85

Brosnan reported how the new directions first began to materialize as follows[30]:

We started in1979-80 toget awayfrom dependence omilk, and beganbuying
companies in Ireland—19 altogether. We specifically bought the top brandswénat
available,and that put us firmly in the food business. We got into ingredieiten we
decided to follow our casein to the U.S.

Structures were put iplace during 1980-85 tohelp Kerry Cooperative Creameriegtd.
become an international food business. Management recognized tatmh&ooperative'snilk
proteinwas beingused insophisticatedood products. It was alsapparent to managemethiat
greater value could be generatedsopplyingspecialtyfood ingredients téhe conveniencéood
industry ratherthan sell thefirm's dairy products as dairy commodities. Accordingferry
bought Erie Casein's interest in NKMP, acquiring full ownership in a large food ingredient base in
theU.S. In 1983 Kerry Cooperative establishdd.S. and UK headquarters offices in Chicago
and London, respectively.

The ErieCasein acquisition marked the beginningkarry Cooperative'snajor efforts to
serve overseas marketdhe firm secured théunds required to purchase overseesmpanies
partly from equity capital obtained by converting the organization to a cooperative/PLC in 1986.

6 Babcock Institute Discussion Paper No. 2000-2
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I11. Financing Strategies of the Kerry Group/PLC

While Kerry Group/PLC has used complex debt, equity, and cash fingmr@aiices in recent
years,the firm made a pioneering move in equity financingL886 that warrants attention. In
June of 1986, Kerry Cooperative Creameries, etdhanged itassets fomajority shareholding
in a public limitedcompany,mainly to obtain capitdlor growth. Other Irish cooperatives (then
Avonmore Foods, Waterford Foods, and GoldenVale Cooperative) followed suit shortly
thereafter.

Jacobson and O'Leary described Kdbgoperative'snitial share offering in these terms [7,
p. 131]:

A total of 150 million shares represented the ownership of Kerry GRWLP. Sxty
million of the sharesvereidentified as A ordinaryshares andvere owned byindividual
investors and other investmegtoups. The other 90 million sharegre owned byKerry
Cooperative Creameries Ltd. The 6,000 shareholders in Kerry Cooperative indirectly owned
the 90 million B ordinary shares in Kerry Group PLC.

Figure 1. Initial Ownership of Kerry Group/PLC *

60 Million 90 Million
A Ordinary Shares B Ordinary Shares
- individual - al owned by Kerry
investors, etc. Co-op Creamery, Ltd.

KERRY GROUPPLC
150 Million Shares

* Source: Jacobson and O'Leary [7].

Kerry Cooperative, Ltd. owned the ordinary B sharethehewly formed Kerry Group/PLC
(Figure 1). Rules ofthe PLC stipulated that the Cooperativeas required to retain a controlling
interest (at least 51%) of tmew company. IfDctober1986,the Ashares of Kerry Group/PLC
were offered to the public and subsequently listed on the Dublin and London stock exchanges.

Fifteen of the 20 directors for Kerry Group/PLC were farmer-directors of Kerry Cooperative,
Ltd. The other five directors were executives of the new PLC firm.

Why Did Kerry Cooperative and Other Irish Agricultural Cooperatives Opt to
Form PLC's?

In themid-1980s, it was unusual fagricultural cooperatives to becorneoperative/PLCs.
Why did Kerry Cooperative and other Irish agricultural cooperatives take this step?

Prior to the mid-1980s,farmer members ofrish agricultural cooperatives saithat they
required three things from investments in their organizations [7, p. 52]:

» Capital growth.
* Reasonable dividends.
* Tradability.

Babcock Institute Discussion Paper No. 2000-1 7
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In Ireland during thiperiod,the PLC mechanism held promider addressinghese matters
while existing cooperative financing models did not.

The failure of the existing cooperative financing modelsaddresshese needbascomplex
origins. But,the management and operating practicelsisii agricultural cooperatives exhibited
characteristics during this peritigat encouraged the formation BLC's, including those noted
below:

» The ownership structure of the cooperatives had a high proportion of inactive shareholders.
In some cooperatives, a substantial number of farmer patrons were not members.

* Equity redemption polices among dairy cooperatives were almost nonexistent.
» There were problems with capital and/or share valuation.

The lasttwo items areperhapshe most important. Prior tthe mid-1980s, Irishagricultural
cooperatives hagursuedfinancing practices thatiscouraged farmers from providing expansion
capital to theorganizations. In particular, manyish agricultural cooperatives retainguofits
generated from operations in the form of unallocated reserves.

This contrasts withthe U.S. situation where frequently large percentage of th@ofits of an
agricultural cooperative are allocated to individual members omdb&s ofthe cooperative and
someminimum amount ofprofits is paid out to members in cashchyear. (U.S. agricultural
cooperatives are legally obligated to pay out at [28%% of netearnings in caskachyear.) The
record of U.S. cooperatives in handling rese@sainlydoes not satisfyll farmers. However,
many U.S. cooperatives operate revolvirignds under which profitere (a) revolved back to
membersusing 8 to 15/ear revolving period arrangements, gbdl revolve back to the farmer
member or his/heneirsthe allocatedeserves whethe farmer leaves theooperative, retires or
dies. These practices give value to farmers' claims on the cooperatives allocated reserves.

In the mid-1980s, many Irish agricultural cooperatives had on thdwooks sizeable
accumulations of retained earningstie form of unallocatedeserves. Farmer members held
shares in the Irish cooperatives, which tifely gave them claims to theoperatives’ unallocated
reserves and other assets. But, farmer members correctly perceived that tHittle alzance that
unallocatedreserves would beaid tothem. Thustheir shares hadittle value butimplicitly
represented valuable assets if they could cash them in.

While some farmer members received dividendslotatedreservesthese reserveypically
were such amall percentage of the totadserves othe cooperatives that thgayments were
minimal. Jacobson and O'Leary report, for example, that in ab&&atedreservesaccounted for
an average of only about 7% of the reserves of 15 Irish dairy cooperatives studied [7, p. 32].

The presence of unallocateeserves alsonade afew cooperatives target®r takeover by
private firms. Thus, in January 1988, the shareholders of Bailieboro Cooperative Agricultural and
Dairy SocietyLtd. voted by more thatwo to one toaccept aroffer for their shares from the
Goodman/Food Industries Grouppuablic limited company[7, pp. 16-17]. These shareholders
had found a way to obtain cash for the potentially valuable shares. One other cooperative followed
suit.

A number of Irish agricultural cooperatives opted for the Ph@tlel rather than adoptla S.-
type system ofllocating morereserves to members adealing with other financing problems
affecting the cooperatives. This choice stemmed partly fh@aooperatives' needs to expand the
scale of processing operations. For several Irish cooperatives, this expansiohaveutdquired
more capital than could have been raised even with a U.S nstlylagement and financirsystem
for the cooperatives. In part this was because many Irish farmerseelded capital texpand or
upgrade theiown operations wereot in a position tanake large capitatontributions to the
cooperatives.

8 Babcock Institute Discussion Paper No. 2000-2
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It was against this backdrofnat Kerry Cooperative'snitiative to form a cooperativd’LC to
raise needed expansion capital received a cordial reception.

Kerry Group/PLC's Stock Prices

Kerry Group/PLC sharegadedfor about 52Irish pence (about).S.$0.70per share) when
thefirm's sharesvere first issued in 198@.2]. Original cooperativeshareholders were offered
shares in Kerry Group/PLC at 35 Irigkence (about).S.$0.47 per share) befor¢he 1986
flotation. Thus, byearly 1996 wherthe pricerose toaboutU.S.$6.00,the firm's shareholders
had already realized substantial price appreciation (Figure 2).

Figure 2. Kerry Group/PLC's Share Prices, Earnings, and Dividends, 1995-
2000 (U.S.$)

Kerry Group plc
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* Source: Wright Investors' Service [32], the analysis is reported in U.S. dollars.
http://profiles.wisi.com/profiles/scripts/largechart.asp?cusip=C372ER900&curconv=978.

Kerry Group/PLCadopted a rule change 996, which permitted theKerry Cooperative’s
share holdings to drop below 51% of thosetfacorporation.(The Cooperative’s share of the
Kerry Group's stock cannot decline below 20% withouadditional rulechange.) After gaining
the approval ofover 75% of Kerry Cooperative's members, Ke@goperative transferred a
guarter of itsPLC holdingsdirectly to coopshareholders [14]. Prior tthis action, Kerry
Cooperative shareholders individually held abbd®o ofthe PLC shares.The transfer increased
the coop shareholders direct stake in the PLC to about 23%.

This change allowethe firm to float additionakhares orthe publicmarket, increased the
market liquidity for Kerry's sharesmaking theshare moreattractive toforeign investors in
particular, and permitted share appreciation for farmers who held sharedirmth8ubsequently,
the Kerry Cooperative's stake in the public company fell to 37% in May 1999 [17].

Coincident with this change, the number of KeByoperative directors on tl&roup's board
of directors was reduced from 15 to nirlEhe increase in the amount of puliwnership of the
firm increased trading in the Kerry Group/PLC's stock and also increased the volatiigystrick
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price (Figure 2). In 1998he Kerry Group/PLC'sstock tradedfor several months in the
U.S.$11.00 to U.S.$14.0fange before levelingff to trade in theU.S.$11.00 toU.S.$12.50
range during much of 1999.

The stock of Kerry Group/PLC in 199®aded at approximately double the P/E ratidrigh
dairy companies GoldeNale and Glanbia (merged Avonmore/Waterford organizatifij].
Kerry's higher P/E ratios presumalmbflect the impact of mangevelopments, includingerry's
decision to emphasize food ingredients.

Kerry's Handling of Potential Conflicts Between Non-Cooperative Stockholders
and Farmer-Members of Kerry Cooperative

When a farmer cooperative converts to a cooperative/PLC, it sometimes creates conflicts
between farmer-members of the cooperative and non-cooperative shareholders in the PLC.

In part the confliciarises over issues of control. Kerry appearfawee resolved thigsssue
successfully. Kerry Cooperative, Iratill held 37% ofthe stock ofthe Kerry Group/PLC and
placed nine members on theard of directors fothe Kerry Group after the1996 action. This
appeared to satisfy farmer-memberdledf cooperative that they retained approprateunts of
control over Kerry Group/PLC. In addition, in 198fier Kerry Cooperative's holdings in Kerry
Group were reducedhe Kerry Group/PLCgaveKerry Cooperative the option touy the Kerry
Group/PLC'sAgribusiness Division betweehe years 2001 and 203@6]. The purchase could
be made to ensure that the Agribusin@gssion's farm inputs and servicesould continue to be
available to members of thHeooperative. Ifthe Cooperative elects touy the Kerry Group's
Agribusiness Division, it likely will finance the purchase with stock held in the Kerry Group/PLC.

Conflicts canalso arise betweemilk suppliers and non-farmer shareholders iRL&. For
example, farmer-members supplyimglk to a dairy cooperative/PLC oftgrefer to receive high
milk prices rather thapapital appreciation or elevatstbck dividends. Non-farmer shareholders
in the organization, on the othleand,typically prefer management activitidsat emphasizetock
appreciation and/or large stock dividends.

This potentialsource ofconflict appears not to have been a probfemKerry. Members of
Kerry Cooperative have benefited both ragk suppliers and stockholder$hey have realized
stockappreciation and have receivetbck dividends andompetitive milkprices. Hugh Friel,
Deputy Managing Director dferry/PLC, reportedthat "milk prices are not amssue" for Kerry
[6]. Presumably this mearthat Kerry generates enough profit to pagmpetitive milk prices
throughefficient and profitablemilk processing andnarketingoperations. Moreovethe firm
could, if it chose to do so, cross subsidizikk producers with profitgenerated by other parts of
the firm.

Particularly before thd996 action, whichreducedKerry Cooperative's holdings of Kerry
Group/PLC below51%, non-farmer shareholders sougidditional shares inthe thinly-traded
Kerry Group stock, presumably because they thought it represensttlaativeinvestment. The
high P/E ratios enjoyed by Kerry compared to othish cooperative/PLC firms i1999 suggests
that it is still regarded as a relatively attractive investment.

Thus, thefirm's successeshe 35%+ shareholdingeetained byKerry Cooperative, and the
agreement to give Kerry Cooperative an option to buy the Group's Agribusiness Division appear to
have eliminatednostpotentialsources otonflict amongKerry Cooperativethe Kerry Group's
farmer shareholders and other shareholder groups.

10 Babcock Institute Discussion Paper No. 2000-2



The Evolution of Ireland's Kerry Group/PLC—Implications for the U.S. and Global Dairy-Food Industries

V. Kerry Group/PLC's Acquisitions and Capital Investments
Acquisitions

The financing capacity gained in part by the move to cooperative/PLC stathlked th&erry
Group toaccelerate théirm's acquisitions—especiallpverseas. Kerry Group/PLGpened its
first overseas food ingrediemtsanufacturing plant ildackson,Wisconsin in 1987 and in 1988
acquired Beatreme Food Ingredients, a division of Beatrice Corporation [12, p. 3]. oferg)s
described Beatreme Food Ingredients, whias acquiredfor U.S.$130million, asthe "premier
specialty food ingredient supplier in the U.S. market" [12, p.3].

The Kerry Group in 1993acquiredMalcolm Foods of St. GeorgeOntario and Research
Foods in Toronto, Ontario, Canada.

The Kerry Group/PLC initially developed its European food ingredieassness irthe dairy,
confectionery and convenient@od sector fronthe Listowel plant in Ireland and the Wadersloh

Table 1. Partial List of Kerry Group/PLC's Acquisitions, 1995-99%

Year, Company and Country Nature of Acquired Firm

1995

Broadheath, UK Fruit preparations for bakers

Ciprial, France and Italy Candied fruit and fruit ingredients for patisgerie
and marron glaces

Solutech DCA, Australia Food ingredients for Australia, Pacific Basjn,
and S.E. Asia

1997

Glen Arrow Products, Canada Specialty food ingredients

Ciprial & Margretts, France Merger

G.R. Spinks, UK Fruit ingredients

Johor Bahru Food Ingredients Plant, Malaysia Food ingredients processing
Star & Arty Ingredientes Alimenticios LTDA, Ingredients for the chilled dairy and bakery

Brazil industries, and snack and fast food sectors
1998

SDF Foods, Malaysia Food ingredients for S.E. Asia customers
Dalgety Food Ingredients, Eight European Food coatings, ingredients, seasonings, bakery
Countries products, consumer foods

Burns Philip Ingredients, Australia & New  Food ingredients

Zealand

Spinks & Co., Ireland/UK Fruit preparations

1999

Completed acquisition of Tukania Proca Gmi8nack foods
in Rodgau, Germany

Shade Food Group, USA and SFI, Europe Flavored particulates, high protein inclugions,
specialty chocolate, and compound coatings

* Source: Sevmour-Cooke, Ltd., "Europe's Top Food Groups, Kerry Group, Tralee, Co. Kerry, Ireland,” 1998 and
Kerry Groy/PLC Coporate Histoy [12].
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plant in Germany [12, p. 3]. Later, throutitfe acquisition of Eastleighlavors andTinglesLtd.
in 1993, the Kerry Group became a leading supplier to the UK and Continental Europ&edack
and food processing industries [12, p. 4].

Kerry Group/PLCacquiredDCA in 1994 fromAllied Domecq, PLC forJ.S.$402 million.
The acquisition was financed with loans from three Irish Banks plus aiskage Atthe time of
the acquisition,DCA had operations in five countries witivo-thirds ofthe valueresiding in the
U.S. B. McGrath, Markets Editor fdihelrish Times, described the acquisition as follows [15]:

DCA brings thegroup into cereal based ingredients and the fruit flavor markets and
complements Kerry's existing strengths in dairy-based ingredients. Like the eXsting
business, DCA haeperations in five countries and specializes in tm@nufacture offood
ingredients for the baking, food processing, and food service industries.

This DCA deal made Kerry Group/PLC a world leader in the food ingredients business.

By 1995, Kerry Group/PLC had made about 43 acquisitions, which allowed the firm to double
in size in each of thprevious five-year period80]. Table 1showsrecent acquisitions together
with the geographic areas and products emphasized.

While theacquisitions inTable 1 donot comprise an exhaustiVist, the tabledoes show the
nature of theKerry Group/PLC'srecent acquisitions—many have been in fihed ingredients
business. They also shdhe firm is establishing the foundatiéor further expansiomnto Latin
America and South Asia—growth markéts food businesses. Kerry repotkmt theexpansion
into Latin Americaenables the firm tgsupply fast food businesséisat areexpanding rapidly in
these growth markets.

Brosnan provided insights on the firnalsquisition strategies in 095 interview. His views
on the Beatreme acquisition, investments in Eastern Europe, and investments iAnm&ita are
summarized below [30]:

(Beatreme) In 1983, we began tracking Beatrice Fo8gscialties, whicheventually
became Beatreme. We tried to buy it from '83 to '88. Saveve in closest when Was put
up for sale...Atthe time of purchase, we weebout the same size. Kerry pditlS.$135
million for Beatreme back in 1988. Many thoughtwias way too much. But we had a
different view and followed our judgment.

(Investments in Eastern Europe) In purchasing DCA, we acquired an operaBaaird.
We'velooked at Eastern Europe quite a lot. Qiaw isthat it'sgoing to take longethan
earlier thought for Eastern Europe to advance. Somewedecided to stay out, but keep it
under review 'til about the year 2000. Like everyone else, we looked at Poland, Hungary and
Czechoslovakia when the barriers came down a few years ago, but decidat. tdhere's a
lot of money to be made, but it depends on the time frame. Althouglhl itost a bitmore
to go in later, we'll wait until we're closer to those countries becoming part of the EU.

(Investments in North America) Kerry has major investments in Mexico @adada.
We'veoften said that if wavere aswise in 1973 when Ireland joined th&C, wecould have
perhaps made a lot more money earlier. Joining the ga@ Ireland a mucharger
marketplace. NAFTAwill bring huge opportunities on the North American continent, and
we'll be investing further in all countries. It's good for North America.

Capital Investments

The firm's capitalinvestments during 1995-19%pear in Appendix Table 1. The pattern is
different from that of the acquisitions. The investments were directed substantially toward building
new warehousesgistribution centerstechnical centers, and research centerémong other
things, these expenditures establish the infrastructuufportthe functioning of the expanded
firm. Capital expenditures also were madeipgrade and expand ready meaisocessing plants,
upgrade and expantcheat and poultry processing capacity, and fruit preparatio@apital
expenditures were distributed geographically across a host of countries including the U.S., France,
the UK, Ireland, Canada, Poland, and the Asia Pacific region.
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Kerry made capital investments in Poland in 1988pendix Tablel). The firm invested 2.0
million Irish pounds in fruit preparatiolacilities at its plant irKielce, Poland to serve markets in
Central and Eastern Eurof® p. 13]. ApparentlyKerry's management concluded thabland
was sufficiently promising that it warranted the additional investment despiterthie reluctance
to expand its presence in Eastern Europe.

Kerry Group/PLC's current configuration of coursevas not entirely determined by
acquisitions andapital investment. Divestitures—while not numerous—also have shaped the
company. Kerry's first acquisition inthe U.S.—an imitation cheese&eompany—wadater sold
[30]. In 1995,the firm sold its Irishbeef processing operations Rathdowney, Waterford, and
Clones. In 1996the DCA headquarters itNew York and theFenton, Missourpffices of the
coatings division were closed and administration transferred to B&ltsizonsin. In 1998,
following the acquisition oDalgety's foodngredientsdivision, eight Spillers mills and Fleming
Howden were sold to Tompkins, PLC.

Kerry Group/PLC'sacquisitions and divestitures contributed to filowing pattern of sales
and operating profits in 1998 [9]:

Geographic Area % of Sales % of Operating Profit
Ireland 26.7 18.6
Rest of Europe 43.9 41.6
Americas 26.3 38.5
Rest of the World 3.1 1.3
Total 100.0 100.0

As noted earlier, the Kerry Ingredients division accounted for 63#tedfrm’s sales in1998.
The firm's acquisitions of largdirms and—especially ingredients firms—promise to be the
hallmark of Kerry's future acquisitions. Brosnan commented as follows on these points[30]:

...we seldom buy small companies any longerWe're growing internationally in
ingredients, and in Europe we're growing in consumer foods.... | think the perce(raijes
of food ingredients to consumer foods)ll have to change afod ingredients on an
international basis give us more scope tliand products in Northern EuropeBut we're
very good at both.

The higher profit margins on ingredients are likelypiosh the firm to emphasizéood
ingredients. Curran, aanalystwho investigatedKerry Group/PLC's operationsgportedthat
"The food business can yield margins of about 7%, but when a company inwbst¢énhnology
to mass produce ingredients suchcheesepowder, orcoatings forfried products,margins can
increase to ovet2%" [5]. It isnot clearwhether thespread betweetihe margins on ingredients
and consumer food products is lasgge as the five percentage point difference mentioned by
Curran. Butitis likely that food ingredients wigmain more profitablér Kerry than consumer
food products irthe highly competitive Europeaand NorthAmericanconsumer food product
markets.

Kerry's pushtowardthe ingredientdusiness habeen accompanied by sharpreduction in
revenues from Irish milk sales. After the DCA acquisitiod ®94, the dairyingbusiness based in
Ireland formed only about 11% of Kerry's total sales [15].

Financing of Recent Acquisitions

While some of th&kerry Group/PLC'searly acquisitions wermade substantiallyith equity
funds, McGrath reports théte firm has fundedhe “vastbulk of its 800million Irish pounds of
acquisitions of thepast 10 years (1988 to 1998) throudébt’ [22]. McGrath described the
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financial impact of Kerry's acquisition of the Dalgety food ingredients business in 1998 as follows
[22]:

When this deal is completed, Kerwill have total debt ofaround 660 millionlrish
pounds on shareholders funds of just 120 million pounds. This represents a debkéeglity
of over 500%—an astronomicalevel of debt for a company thesize of Kerry....
Increasingly, analysts argnoring gearing (debt loadwhen assessing companiedter
heavily leveraged acquisitions like Kerry's purchase of the Dalgety food ingredients business.
Interest cover and cash flogeneration are used as more accurate gauges of paogta
ability to meet itsdebt obligations.... Kerrwill be able to reduce the 660 million ndebt
figure to 590 million pounds by the end of 1998 and reduce it substantially further in
succeeding years.

Why the heavyemphasis on dehise tofinance acquisitions? Part tfie reason lies in the
constraint that until 1996 requirdcerry Cooperative to maintain s1% controlling interest in the
PLC. McGrath notesthat Kerry apparentlyhas not had to walk away from any acquisitions
because ofmoney. However, Brosnaand Friel notedhat in the case of thg.S.$402 million
spent on DCA, Kerry woulthave preferred toasemore than 25 millionrish pounds ofequity
funding and would have done so if it had not been for the 51% rule [20].

V. Strategies and Practices that Underpin the Kerry Group/PLC's Financing,
Expansion and Diversification Initiatives

The Kerry Group/PLC's financing, expansion, and diversification initiatives during the past 25
years have requireghajor changes in infrastructure and methodspdration. Thoseelating to
knowledge generation, personnel practices, R&D, madketing practices ardiscussedoriefly
below.

Knowledge is the Forerunner of Strategy

Brosnan'scomments indicate that thiem's major acquisitions capital investmentlecisions,
and divestitures were preceded by substaatialysis. In 1995, hdescribed guidelinethat have
shaped the firm's product line atite geographic location of tHEm's production and marketing
activities, as follow [3]:

* Know which sector you are in or want to be in.

* Know your competitors.

* Know the marketplace.

* Know or anticipate the rapidly changing demands of consumers of your product.

* Know in an international business which decisions can be made by decentralized (local)
management and which decisions must be reserved for the corporate office.

Brosnansummarized the importance of thgsents, sayinghatknowledge ishe forerunner
of strategy. How important knowledge isthe firm's strategies is suggested bymmentsamade
by Kerry officials in connection with the Beatreme and DCA acquisitions.

Recall that Kerry had accumulated knowledge about Beatfernies predecessarganization)
from about 1983 until the 1988 purchase datel 988, somefinancial analysts arguethat Kerry
paid too muchfor Beatreme. Kerryrejectedthis reasoning partly because it had followed
Beatreme's progress for about five years and had thoroagbbssethe value of thdirm. As it
turnedout, the large profit margins generated Bgatreme helpelerry manage, and pagown
rapidly, a significant part ahe potentiallyburdensome debt loadken on byKerry for the DCA
purchase in 1994.

Kerry's preparations fosubmitting the bidfor DCA provide additionalinsights about the
amount of effort put into knowledge generation. In assembiimg bid for DCA, Kerry
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Group/PLC put in four months of work involving up to géople in the finastages othe effort,

working onthe due diligence and financimgrangements. This allowécerry to develop a bid
package that permitted it to acqQUDEA despitestrongcompetitionfrom the Britishfoods group,

Dalgety. However, KerrypurchasedDCA before all important informationwas known. In
conceding this point, Brosnaald his bankerghat it "would take all 0f1995 tofully understand
DCA and where it will fit in with our existing businesses [24]."

R&D Expenditures

As the firm evolved heavily into thi®od ingredientdusinessthe importance of expanding
R&D quickly became apparent. Thus, Kerry Cooperative set up an in-Ré&igrogram in the
early 1980s, opting not to rely on the R&D provided by a national government agency.

Brosnan's views on the importance of investments in technologirR@bdare revealed in part
by a 1995 interview [5]:

The ingredients sector is somewhere betwéemd engineering and pharmaceutical
application. It requires companies itovest heavily intechnology, aswvell asresearch and
development...Continuingwith the development ofnew products in an industry where
technology and innovation are so important requires a significant expendituresearch
and development...2.5% to 3.0% of turnover will continue to be spent on R&D because of its
importance.

In another 1995 interview, Brosnan commented as follows about the importance of R&D [30]:

You must plan for the long-term. Kerry would be millions of dollars more profitable if it
downsized R&D tomorrow morning. We spend heavily in our venguoeip which istrying
to create the technology of the future. Since we are a technology conip&byis part of
our strategy. Shareholders have seen Kerry stadberform the market, so they are very
happy. Of course, we're also open to short-term ideas that can boost profits overnight.

Changes in Personnel Recruitment Practices

As Kerry Group/PLC hasvolved into an internationdbod ingredients and consumer food
products company, its personnel ned@se changed. The firm's emphasis on technology
development and R&D necessitated recruitment of larger numbers of employeé&sodiitience,
engineering, and technologyackgrounds.The firm's acquisitions also necessitated having
substantial in-house capabilities in finance.

The firm's global expansiorhasplaced a premium on diversity and language capabilities.
Brosnan commented on this point as follows [30]:

We find differences in American and European thinking, particularly relating to
language. Waow recruit people out of college who speak two languages plus their native
language. In the Kerry organization, managers are from different backgroatamalities,
cultures and have different languagills. It's very important when you to go a new
continent to have a mix.

Changes in Marketing Practices

Like thoserelating topersonnelthe firm's marketing practices of necessity changed as it
moved away from being a dairy cooperative increasingly fiotal ingredients and consumer
foods. Part ofthe difference relates to the needwtork closely with final customerfor food
ingredients and consumer foods.

Hugh Friel, Deputy ManaginBirector of Kerry Group/PLC saidthat thechanging nature of
the firm forcedKerry to stop exporting througthe Irish Dairy Board (IDB) in aboutl990 [6].
Kerry needed to be in position to work with final customers to exgi&iriechnical characteristics
of the products and applications of the products. Kerry also wished to be positioned poiadfer
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concessions when necessary to final customers. It is difficekiain technical characteristics or
make needed price concessions if sales are made through an intermediary such as the IDB.

V1. An Evaluation of Kerry Group/PLC's Corporate Strategies

As noted earlierthe Kerry Group/PLC'scorporate strategy is to diversify amplow the
businesemphasizing differentiated (value-addéadd ingredients and consumer foprbducts.
This core strategy is supported by a number of other strategies and practices, notab&t one
emphasizes growth by acquisition.

Collis and Montgomery provide a "Triangle of Corporate Strategy" (FigutteaB)suseful for
evaluating the Kerry Group/PLC's corporate strategies. Pwailatting toKerry that areraised by
the Collis-Montgomery Triangle are addressed below in a Q &A (Question & Answer) format.

Figure 3. The Collis-Montgomery Triangle of Corporate Strategy

Competitive Advantage

Goals & Objectives

Role of Corporate Office - AN
Coherence Structure Systems Processes B 7\ Control

* Source: Collis and Montgomery [4].

Q1: Is there a clear and well-articulated vision for the firm?

Al: Brosnan has stated that his business philosophy—which is probably a suitable proxy for a
vision for the firm—is "Technological creativitysuperior product service, superioustomer
service, and wholehearted commitment of each empldge€&" This visionstatemenseems to be
a viable guiding vision for the different facets of the business.

Brosnan'sother goalssuch asthe 15% peryear growth target areperhaps less useful as a
vision. While the 15% growth target generdilgsbeenmet in thepast, such growtimay not be
sustainable ovethe longer-run. After a firm acquires a certain larggze, such growtltargets
prove difficult to meet consistently.

Q2: Are theelements of thdirm's corporate strategy internallgonsistent—i.e.,are they
aligned with one another to form a coherent whole?
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A2: This is difficult to assess meaningfully with available information. Certainlytbemain
divisions ofthe firm—food ingredients and consumer food products—elosely related. It is
feasiblefor the firm to implement strategiemnd practiceghat allow thedivisions to produce
economies of scope and complementaritidg@wever, it isunclear whether technologiesed to
advantage in one division or locatiane quickly adopteavhere appropriate iothers. This is
doubtful giventhe short time between major acquisitions dbod ingredient firms byKerry.
However, it is clear that officers of the firm recognize the need for internally consistent strategies.

Q3: Does the firm's strategy fit with the external environment?

A3:. The point of this question ishat "firms shouldnever forget toassesghe underlying
attractiveness of the external environm@ntustries) in which they compete. Nuoatter how
effective the corporate strategy, if thiem's businessearetough tomake moneyn, the financial
results of the strategy are likely to be poor" [4, pp. 174-175].

Kerry appears thhave developed strategies thatdress this questioexceedinglywell. The
firm recognized early that was advantageous to de-emphadmesinesseshat were affected by
weather, diseases arftEC (now EU) milk quotas. Kerry has alscecognized thatood
ingredientsbusinessesarry substantially higher profit margins than either ¢basumerfoods
business othe agribusiness functions. Hendhe firm's acquisitions duringhe late1980s and
1990s focusedheavily on ingredientfirms.  Finally, Kerry’'s divestitures—e.g.Spiller
mills—have purged components of acquired firthat generatedow margins orfailed to
complement other aspects of the divisions.

Q4: Is the strategy too risky? Specifically, is the organization lzskegd to do too much in
too short a time?

A4: Brosnan andther senior managers dferry Group/PLCappear to be advocates of
"stretch" targets. Collis andlontgomery point outhat striking an appropriatéalance between
setting challenging targets and overextending an organization is a difficult task [4, p. 175].

Kerry's managers recognizéhat firm's employees needime to assimilate major new
acquisitions. Moreover, Brosnan aather senior managedidn't make new acquisitionsuntil
after existing segments tie firm had generateprofits needed to paglown debt on previous
acquisitions to manageable levels. However, Kerry's new acquisitions theih§90's certainly
were not made at a leisurely pace. Excessive attention was not paid to these constraints.

Q5: Does the strategy produce value creation that is sustainable?

A5: Kerry's value creation appears to be consistent with ideas advanBeddkgr, Prahalad
and Hamel, andtherbusiness strategists wiotaim that theessence of strategy lies aneating
tomorrow's competitive advantage®aster than competitorsiimic the ones you possess today.
Kerry creates competitive advantage partly by being an early mover in acquiring high profit margin
food ingredientdusinesses.The firm probably can continue tdind attractivefood ingredients
firms to acquirefor a few more years,but it is difficult to imagine that thesacquisitions can
continue indefinitely. This mearnbat, at some pointhe firm will need to squeeze mapeofits
out of existingbusinesses dbegin to acquire anothgroup of high profitbusinesses. Value
creation in the latter areas may be more difficult to achieve than selecting desioahlegredients
companies to acquire.

Q6: Arethere consistencies between thien's (a) resources anbusinesses, (b) businesses
and corporatestructures, systems armufocessesand (c) resources and corporaguctures,
systems and processesThese pointsare potentially importanfor reasons ofcompetitive
advantage, control and coherence.

A6: Certain aspects of this questiare addressed above am#ed no furthediscussion.
However, Q6 does raise questions about the fit between the acquired firms and Kerry and the long-
term profitability of the acquisitions.
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Collis and Montgomery point oudhat thebenefits and drawbacks associated with acquisitions
include those noted below [4, p. 90]:

Benefits Drawbacks

Speed Cost of acquisition

Access to complementary assets Unnecessary adjunct businesses

Removal of potential competitor Organizational clashes may impede integration
Upgrade corporate resources Major commitment

Several of these points have been mentionegrewvious sections. Speed of growth was a
factor in several of thacquisitions. The Dalgetyacquisition resulted in "acquiring an acquirer"
which had snapped up food ingrediebtsinesses in Europe prior tile acquisition byKerry.
Thus the Dalgety acquisition eliminated a competitor for high profit margin ingredhiesiisess in
Europe. Kerry'sacquisitions in NorthAmerica gave the firm access to valuable corporate
resources in the form of customer bases on the North American continent.

Among the drawbacks, the cost of acquisition is perhaps most importamwoeahg of special
comment. As note@reviously, analysts questioned whether Kerry paal too muchfor both
Beatremeand DCA. Such questiorare raisedor the following reasonsnoted by Collis and
Montgomery [4, p. 91]:

Whenmaking an acquisition, managers often lose sight of the fact that acquisitions are
purchased in a market—the market for corporate control—that functions reasomably
Importantly, the going price for a firm reflects not only the value of the firm as a atané
concern, but also incorporates the incremental value the market fealssttts wuld have to
a host of potential acquirers. Unless the winning bidder can usassie¢s in amnusualway,
and create value that other bidders could not, it should not expect to earn economic rents on
assets itpurchases in the market...value created in most mergers is captured by the
shareholders of the acquired firms.

Kerry recognizes thespoints. Moreover, it is possiblthat Kerry can use the acquired
resources in unusuabays. Certainly complementarities between tkerry's dairy ingredients
businesses and the cereal-based and fruit-based ingredients businesses atheit®d@smight
make some of thoseater acquisitions more valuable tKerry than to competingoidders.
Moreover, Kerry did thoroughlhanalyze the potential profitability of the acquisitions before
making them under its "knowledge is the forerunner to strategy" opepaitingdure. It also must
be conceded that Kerry's acquisitions in the ingredients busippsear to be profitable or at least
not a problem for the firm.

Nonethelessthe "cost of acquisition" drawback wifaice Kerry in the future. This isnot a
trivial point. Some ofKerry's future acquisitions could fit the description of thgpical
acquisition, which earns no economic rent for the purchaser.

VII. Implications of the Strategies of the Kerry Group/PLC for U.S. and Other
Dairy-Food Exporters and Investors

Certain ideadlow from Kerry's strategies and practicéisat have implicationgor U.S. and
other dairy-food exporters and investors:

1) Ability to relateacompanyto its environments important Faced with difficult conditions
in the 1970s and mid-1980s, the firm exhibited anoteworthy ability to recognize
opportunities for diversification into value-addecbducts. The firm recognized earlghat
its basic options were to "diversify or merge."tHé firm hadchosen tanerge rather than
diversify, it probably would now be a small part of one of Irelatafger dairy companies
rather than a multi-billion dollar multinational firm.
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2)

3)

4)

5)

6)

7

8)

9)

Continuity of top managemenis important DenisBrosnan,Managing Director of the
Kerry Group/PLC, has served & manager of the firm or ifgredecessors sindd72.
Moreover, two ofthe firm's Deputy Managing Directors have beeith firm since 1972
and a number of Kerry's other top managers leesn withthe firm since themid-1970s.
This haspermitted the firm t@ursue consisterdtrategies over an extendédhe period.
The continuity andrust generated bfrosnan, inparticular, haspermitted the firm to
change from a position whek€erry Cooperative, Incheld 51% control to a position
wherethe Cooperative held aboB7% of the Group's stock. This change in control
permitted greateuse ofequity capitalfor expansion purposesnd helped the firm gain
other important advantages.

Knowledgeis a key forerunnerto strateqy The Kerry Group hasmade important
acquisitions and other strategic moves only after careful (and sometimes |amgtlyg)s.
The analysis appears to have converted certain of Kerry's acquisitionth&arcessively
risky category to the manageable risk category.

Early mover advantagesire important The firmhas evolved into one of thevorld's
largestfood ingredientdirms, partly because of early recognition of the importance of
acquiring Beatremeand DCA. While corporate "stretch” was involved in these
acquisitions,the companyprobably would now behe poorer if it had notmade the
acquisitions. The two acquired firms exhibit complementarities andtrong profit
generating capacity.

Latin Americaand Asia are growth marketsfor _dairy and other food products Kerry's
decision to expand its food ingrediefitssinessinto Latin America and Asia recognizes
that these markets are growth markets. fiitme's ability to serve fast foodompanieghat

are expanding rapidly in these markets should contribute to profits.

A firm's infrastructuremust changesubstantiallwhenit evolvesas dramaticallyas Kerry
Group/PLC The firm changed its financinB&D, personnel recruitment, andarketing
practices to reflectvhat it has becomeKerry's capital investmentlecisions were also
made tosupportthe changing nature of the firm as it evoiMezm a commodity-oriented
dairy cooperative into a global food ingredients and consumer foods company.

Kerry's conversionto a cooperéive/PLC was a necessaryput not sufficient condition for
success In thebusinesenvironment of thenid-1980s, Kerry Cooperativetecision to
convert to a cooperative/PL®as a soundtrategicmove. Thismove helpedKerry to

make certain early acquisitions. But many of fin@'s acquisitions in thdate 1980s and
1990s weremade mostly with debt rather than stoaquity. The continuity of top
management, the Managing Director's vision, the firm's bold acquisition practices, and the
firm's knowledge of customers, competitors, and markets go furtfeplainingKerry's
success than its PLC structure.

Acquisitionspossessnherentdrawbacks Kerry appears thave mademostly successful
acquisitions to build the firm into world leader infood ingredients. However, unless

Kerry can continue to use acquired assets in an unusually prodwetyyend create value

that other bidders cannot, it should not expect to earn economic rents on assets it purchases
in the market. This fact of life will affect Kerry's future acquisitions.

The Kerry Group/PLCmodelwill not be easilyreplicated Kerry's experienceshould be

of interest toU.S. firms that are contemplatingxpansion intointernationaldairy-food
markets, and to organizations, suchtresNew Zealand DairyBoard, that areconsidering
fundamental changes in global marketing practicelawever, it isapparent that unique
conditions in thebusinessenvironment in thel970s in Ireland, aomplex bundle of
mutually-reinforcing strategies, and early mover advantages (whicimakié itexpensive
for others togain largepositions ininternational ingredients markets in particular) have
contributed to theKerry Group PLC's successes. Opportunities to assemble this
combination of developments and strategies will not occur frequently.

Babcock Institute Discussion Paper No. 2000-1 19



The Evolution of Ireland's Kerry Group/PLC—Implications for the U.S. and Global Dairy-Food Industries

REFERENCES
1. Avonmore Waterford Group plc, "Corporate Identity—A New Identity for a New
Millennium," 1999.

2. Brosnan, D., Managing Director, Kerry Group, "Address to Irish Grassland Association
Conference," April 19, 1996.

3. Canniffe, M., "Clear focus the key to success—Researching the competition and analyzing
strengths and weaknesses are esserniliad 'Irish Times April 28, 1995, Supplement p. 6.

4. Collis, D.J. and C.A. Montgomergorporate Strategy—Resources and the Scope of the
Firm, Irwin, McGraw-Hill Publishing, 1997.

5. Curran, R., "The right ingredients—Kerry tapping into huge market in U.S. and Latin
America,"Irish IndependentJune 8, 1995, p. 5.

6.  Friel, H., Deputy Managing Director, Kerry Group, Interview Conducted by W.D. Dobson
on June 5, 1996 in Tralee, Ireland.

7. Jacobson, R.E. and C. O'Leabairy Co-op Issues in Ireland—with Special Reference to
PLC Activities" Litho Press, Midleton Co., Cork, Ireland, July 1990, 144 pages.

8. Kerry Group plc, Annual Report, 1995.

9. Kerry Group plc, Annual Report, 1998.

10. Kerry Group plc, Building a Global Business, 1998.

11. Kerry Group plc, Interim Report, 1999.

12. Kerry Group/PLC, "Our History—Building an Irish Multinational,” Tralee, Ireland, 1998.
13. Lexis-Nexis Academic Universe, "Kerry Group plc," 1999.

14. McGrath, B., "Co-op to cut stake in Kerry Group to 39%h€ Irish Times May 16, 1996,
p. 17.

15. McGrath, B., "Dairying becoming less important as Kerry Group expands horizbas,"
Irish Times November 8, 1994, p. 14.

16. McGrath, B., "Kerry's Cash Croplhe Irish Times May 31, 1996, Supplement p. 18.

17. McGrath, B., "Kerry Group has (pounds) 1bn for right acquisitibing'lrish Times May
26, 1999, p. 16.

18. McGrath, B., "Kerry in $80m buy from Swis§he Irish Times October 1, 1999, p. 51.

19. McGrath, B., "Kerry targets Argentina and the Far East for expangioa [tish Times
June 7, 1995, p. 15.

20. McGrath, B., "Kerry to expand borders to the Far Edsig"lrish Times May 31, 1996,
Supplement p. 18.

21. McGrath, B., "Kerry to use strong cash flow to cut borrowiibée'lrish Times March 8,

1995, p. 14.
22. McGrath, B., "Mega deals create (pounds) 660m d&be'Irish Times January 27, 1998,
p. 18.

23. McGrath, B., "Speed the key as Kerry wins the battle for DCAg"Irish Times
November 11, 1994, Supplement p. 3.

24. Murdoch, B., "Has Kerry Foods paid too much for DCAR& Irish Times December 19,

1994, p. 14.
25. O'Kane, P., "Co-op transformed by commonsense apprd@dehltish Times November
8, 1994, p. 14.

20 Babcock Institute Discussion Paper No. 2000-2



The Evolution of Ireland's Kerry Group/PLC—Implications for the U.S. and Global Dairy-Food Industries

26.

27.

28.

29.

30.

31.

32.

O'Keefe, B., "Kerry Co-op members to reduce staKeg'lrish Times July 16, 1996,

p. 16.

O'Sullivan, J., "Kerry Group pays (pounds) 394m for food ingredients businesses of
Dalgety,"The Irish Times January 27, 1998, p. 18.

Porter, M.E.Competitive Strategy—Technigues for Analyzing Industries and Competitors
The Free Press, 1980.

Smith, M., "Food Co-operative Set To Floaohdon Financial TimesJuly 8, 1986, p. 19.

Toops, D., "Taking the high road with Kerry Group's Denis Brosnan—Ireland-based
Kerry's managing director talks about how his company got soFngd Processing
September 1995, pp. 19-21.

Worldscope/Extel Database, "Company Briefs/Company Financials—Kerry Group PLC,"
1999.

Wright Investors' Service, "Kerry Group plc,” 2000
http://profiles.wisi.com/profiles/scripts/largechart.asp?cusip=C372ER900&curconv=978.

Babcock Institute Discussion Paper No. 2000-1 21



The Evolution of Ireland's Kerry Group/PLC—Implications for the U.S. and Global Dairy-Food Industries

Appendix. Kerry Group/PLC's Capital Investments, 1995-98*

Year and Country of  Nature of Capital Investment

Capital Investment

1995

UK A new central warehouse and distribution facility was completed|at
Hyde.

1996

us An investment program for a technical center in Beloit, Wisconsin
was started. Investment was made in Evansville, Indiana food
coatings plant.

France A fruit research center was established at Apt as part of the Cipyial
operations.

UK Investments were made in the fruit processing sector and in the|Hyde
and Durham meat and ready meals processing plants.

Ireland The Limerick meat processing facility was upgraded.

1997

UK The direct sales division was relocated to new headquarters in
Andover, 50 new vans were secured, and two new distribution
centers were opened in Carlisle and Newbury. A facility was being
developed at Burton on Trent site to handle premium chilled readly
meals.

Ireland Limerick site extended for increased production of value-added
chicken products. Forty vehicles were delivered to aid in-house
distribution.

us Culinary unit developed at R&D Center in Beloit, Wisconsin.

Asia Pacific Region Technical center/administrative headquarters built to serve region.

1998

UK Completed investment program at Attleborough site to provide
extended facilities for ready-to-cook meats.

Canada Major investment program at Glen Arrow Products following
acquisition.

Poland Investment in fruit preparation facilities.

* Source: Sevmour-Cooke Ltd., “Europe’s Tops Food Groups, Kerry Group, Tralee, Co. Kerry, Ireland,” 1998.
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