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Financial ReviewFinancial ReviewFinancial Review

Jim DolliveJim Dollive

Chief Financial OfficerChief Financial Officer

July 19, 2004 July 19, 2004 
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Realistic longRealistic long--term targetsterm targets
–– Supported by business profileSupported by business profile

–– Sustainable earnings modelSustainable earnings model

Financial HighlightsFinancial HighlightsFinancial Highlights
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Realistic longRealistic long--term targetsterm targets

Strong cash flow generationStrong cash flow generation
–– Working capital improvementsWorking capital improvements

–– Capital spending efficiencyCapital spending efficiency

Financial HighlightsFinancial HighlightsFinancial Highlights
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Realistic longRealistic long--term targetsterm targets

Strong cash flow generationStrong cash flow generation

Efficient cash flow useEfficient cash flow use
–– Drive growthDrive growth

–– Return cash to shareholdersReturn cash to shareholders

–– Reduce debtReduce debt

Financial HighlightsFinancial HighlightsFinancial Highlights



131

RevenueRevenue

~3%~3%

Realistic TargetsRealistic TargetsRealistic Targets

Volume 2Volume 2--3%3%

Long-Term Growth RatesLongLong--Term Growth RatesTerm Growth Rates

Constant currency;Constant currency;
Includes tackIncludes tack--ons;ons;

Excludes divestituresExcludes divestitures
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Revenue GrowthRevenue GrowthRevenue Growth

4.6%4.6%
4.3%4.3%

1.7%1.7%

20022002 20032003 H1 2004H1 2004
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Revenue DriversRevenue DriversRevenue Drivers

Reported RevenueReported Revenue 1.7%1.7% 4.3%4.3% 4.6%4.6%

–– Divestitures Divestitures 0.1 pp0.1 pp 0.4 pp0.4 pp 0.4 pp0.4 pp

–– Held for SaleHeld for Sale (0.9)pp(0.9)pp -- --
–– CurrencyCurrency 1.0 pp1.0 pp (2.5)pp(2.5)pp (3.6)pp(3.6)pp

Ongoing Revenue,Ongoing Revenue, 1.9%1.9% 2.2%2.2% 1.4%1.4%
Constant CurrencyConstant Currency

GuidanceGuidance
MeasureMeasure

20022002 20032003 H1 2004H1 2004
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Revenue DriversRevenue DriversRevenue Drivers

20022002 20032003

Reported RevenueReported Revenue 1.7%1.7% 4.3%4.3% 4.6%4.6%

–– Divestitures Divestitures 0.1 pp0.1 pp 0.4 pp0.4 pp 0.4 pp0.4 pp

–– Held for SaleHeld for Sale (0.9)pp(0.9)pp -- --
–– CurrencyCurrency 1.0 pp1.0 pp (2.5)pp(2.5)pp (3.6)pp(3.6)pp

Ongoing Revenue,Ongoing Revenue, 1.9%1.9% 2.2%2.2% 1.4%1.4%
Constant CurrencyConstant Currency

–– AcquisitionsAcquisitions 0.7 pp0.7 pp 0.2 pp0.2 pp 0.4 pp0.4 pp

–– Net PricingNet Pricing (0.3)pp(0.3)pp 1.6 pp1.6 pp 0.3 pp0.3 pp

–– Vol/Mix ex Vol/Mix ex AcqAcq.. 1.5 pp1.5 pp 0.4 pp0.4 pp 0.7 pp0.7 pp

H1 2004H1 2004

GuidanceGuidance
MeasureMeasure



135

Revenue DriversRevenue DriversRevenue Drivers

Reported RevenueReported Revenue 1.7%1.7% 4.3%4.3% 4.6%4.6%

–– Divestitures Divestitures 0.1 pp0.1 pp 0.4 pp0.4 pp 0.4 pp0.4 pp

–– Held for SaleHeld for Sale (0.9)pp(0.9)pp -- --
–– CurrencyCurrency 1.0 pp1.0 pp (2.5)pp(2.5)pp (3.6)pp(3.6)pp

Ongoing Revenue,Ongoing Revenue, 1.9%1.9% 2.2%2.2% 1.4%1.4% ~3.0%~3.0%
Constant CurrencyConstant Currency

–– AcquisitionsAcquisitions 0.7 pp0.7 pp 0.2 pp0.2 pp 0.4 pp0.4 pp ~0.5 pp~0.5 pp

–– Net PricingNet Pricing (0.3)pp(0.3)pp 1.6 pp1.6 pp 0.3 pp0.3 pp

–– VolVol/Mix ex/Mix ex AcqAcq.. 1.5 pp1.5 pp 0.4 pp0.4 pp 0.7 pp0.7 pp

LongLong--Term Term 
TargetTarget

~2.5 pp~2.5 pp

20022002 20032003 H1 2004H1 2004
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By SectorBy SectorBy Sector

Long-Term Revenue TargetLongLong--Term Revenue TargetTerm Revenue Target

22--3%3% SnacksSnacks 30%30% 22--4%4%
33--4%4% BeveragesBeverages 20%20% 33--5%5%
33--4%4% Cheese/DairyCheese/Dairy 18%18% 22--4%4%
11--2%2% GroceryGrocery 17%17% 11--2%2%
22--3%3% Convenient MealsConvenient Meals 1515%% 11--3%3%

TotalTotal 100%100% ~3%~3%

% Kraft% Kraft
RevenueRevenue

WW Market WW Market 
GrowthGrowth**

‘00‘00--’03 CAGR’03 CAGR
RevenueRevenue
OutlookOutlook

* Source: Global v olume in lbs; Euromonitor, AC Nielsen, Canadea* Source: Global v olume in lbs; Euromonitor, AC Nielsen, Canadeann
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By GeographyBy GeographyBy Geography

Long-Term Revenue TargetLongLong--Term Revenue TargetTerm Revenue Target

North AmericaNorth America
U.S. Alt. Channels*U.S. Alt. Channels* ~17%~17% 77--11%11%
TraditionalTraditional ~52%       ~52%       00--2%2%

InternationalInternational
DevelopedDeveloped ~20%~20% 00--2%2%
DevelopingDeveloping ~11%~11% 44--8%8%

TotalTotal 100%100% ~3%~3%

% Kraft% Kraft
RevenueRevenue

RevenueRevenue
OutlookOutlook

* Includes Club, Mass Merch, * Includes Club, Mass Merch, SupercentersSupercenters, Drug & Conv enience outlets, Drug & Conv enience outlets
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Financial GoalsFinancial GoalsFinancial Goals

EarningsEarnings
Per SharePer Share

Long-Term Growth RatesLongLong--Term Growth RatesTerm Growth Rates

66--9%9%

RevenueRevenue

~3%~3%

Volume 2Volume 2--3%3%
Constant currency;Constant currency;
Includes tackIncludes tack--ons;ons;

Excludes divestituresExcludes divestitures
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Earnings ProfileEarnings ProfileEarnings Profile

MarginMargin

100%100%

DriversDrivers
Volume / MixVolume / Mix
Price Gap ManagementPrice Gap Management

OutlookOutlook

~3%~3%RevenueRevenue

20032003
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Earnings ProfileEarnings ProfileEarnings Profile

MarginMargin

100%100%

~52%~52%

DriversDrivers
Volume / MixVolume / Mix
Price Gap ManagementPrice Gap Management

Volume / MixVolume / Mix
InflationInflation
ProductivityProductivity

OutlookOutlook

~3%~3%

1.5%1.5%--2.0%2.0%

RevenueRevenue

VariableVariable
CostsCosts

20032003
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Earnings ProfileEarnings ProfileEarnings Profile

MarginMargin

100%100%

~52%~52%

~28%~28%

DriversDrivers
Volume / MixVolume / Mix
Price Gap ManagementPrice Gap Management

Volume / MixVolume / Mix
InflationInflation
ProductivityProductivity

A&C / InvestmentsA&C / Investments
Inflation / BenefitsInflation / Benefits
Restructuring / ProductivityRestructuring / Productivity

OutlookOutlook

~3%~3%

1.5%1.5%--2.0%2.0%

3%3%--4%4%

RevenueRevenue

VariableVariable
CostsCosts

NonNon--VariableVariable
CostsCosts

20032003
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Earnings ProfileEarnings ProfileEarnings Profile

MarginMargin

100%100%

~52%~52%

~28%~28%

~20%~20%

DriversDrivers
Volume / MixVolume / Mix
Price Gap ManagementPrice Gap Management

Volume / MixVolume / Mix
InflationInflation
ProductivityProductivity

A&C / InvestmentsA&C / Investments
Inflation / BenefitsInflation / Benefits
Restructuring / ProductivityRestructuring / Productivity

OutlookOutlook

~3%~3%

1.5%1.5%--2.0%2.0%

3%3%--4%4%

4%4%--7%7%

RevenueRevenue

VariableVariable
CostsCosts

NonNon--VariableVariable
CostsCosts

OCIOCI

20032003
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Earnings ProfileEarnings ProfileEarnings Profile

TopTop--line contributionline contribution

Productivity / CostsProductivity / Costs

Cash flow leverageCash flow leverage

LongLong--term EPS targetterm EPS target

OCI   4%OCI   4%--7%7%

EPS ImpactEPS Impact

44--6 pp6 pp

11--2 pp2 pp

~1 pp~1 pp

6%6%--9%9%
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Operating MarginsOperating MarginsOperating Margins

20.6%20.6%

16.7%16.7%17.5%17.5%
19.4%19.4%

20002000 20012001 20022002 20032003

Operating Income/Net RevenueOperating Income/Net RevenueOperating Income/Net Revenue
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Operating MarginsOperating MarginsOperating Margins

First Half 2004 vs. First Half 2003First Half 2004 vs. First Half 2003First Half 2004 vs. First Half 2003

20.5%20.5%

14.0%14.0%

H1H1
20032003

H1H1
20042004

(6.5) pp(6.5) pp
Restructuring (2.8) pp

Commodities (1.4) pp
(net of pricing)

In-Market Spending (1.9) pp

Other (0.4) pp

RestructuringRestructuring (2.8) pp(2.8) pp

CommoditiesCommodities (1.4) pp(1.4) pp
(net of pricing)(net of pricing)

InIn--Market SpendingMarket Spending (1.9) pp(1.9) pp

OtherOther (0.4) pp(0.4) pp
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Operating Income/Net RevenueOperating Income/Net RevenueOperating Income/Net Revenue

Operating MarginsOperating MarginsOperating Margins

20.6%20.6%

16.7%16.7%17.5%17.5%
19.4%19.4%

20002000 20012001 20022002 20032003

14.0%14.0%

H1 2004H1 2004

Restructuring/Restructuring/
CommoditiesCommodities

LongLong--TermTerm
ExpectationExpectation

+0.5 pts+0.5 pts
Per YearPer Year
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12 Months Ended June 30, 200412 Months Ended June 30, 200412 Months Ended June 30, 2004

Return on Invested CapitalReturn on Invested CapitalReturn on Invested Capital

NOPAT:NOPAT:
OperationsOperations 4.04.0
RestructuringRestructuring (0.3)(0.3)

TotalTotal 3.73.7

Invested Capital:Invested Capital:
Historical ValueHistorical Value 12.212.2
Net Goodwill/IntangNet Goodwill/Intang 36.936.9
Add:  Accum. Amort.Add:  Accum. Amort. 7.37.3

Total    Total    56.456.4

ROICROIC 6.5%6.5%

($ Billions)($ Billions)
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12 Months Ended June 30, 200412 Months Ended June 30, 200412 Months Ended June 30, 2004

Return on Invested CapitalReturn on Invested CapitalReturn on Invested Capital

NOPAT:NOPAT:
OperationsOperations 4.04.0
RestructuringRestructuring (0.3)(0.3)

TotalTotal 3.73.7

Invested Capital:Invested Capital:
Historical ValueHistorical Value 12.212.2
Net Goodwill/IntangiblesNet Goodwill/Intangibles 36.936.9
Add:  Accum. Amort.Add:  Accum. Amort. 7.37.3

Total    Total    56.456.4

ROICROIC 6.5%6.5%

($ Billions)($ Billions)

OCI:OCI:
OperationsOperations 5.75.7
RestructuringRestructuring (0.4)(0.4)

TotalTotal 5.35.3

Mgt Investment:Mgt Investment:
Rec/Inv/OtherRec/Inv/Other 8.08.0
PP&EPP&E 9.99.9
Payables/OtherPayables/Other (5.6)(5.6)

TotalTotal 12.312.3

ROMIROMI 43.0%43.0%
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12 Months Ended June 30, 200412 Months Ended June 30, 200412 Months Ended June 30, 2004

Return on Invested CapitalReturn on Invested CapitalReturn on Invested Capital

NOPAT:NOPAT:
OperationsOperations 4.04.0
RestructuringRestructuring (0.3)(0.3)

TotalTotal 3.73.7

Invested Capital:Invested Capital:
Historical ValueHistorical Value 12.212.2
Net Goodwill/IntangiblesNet Goodwill/Intangibles 36.936.9
Add:  Accum. Amort.Add:  Accum. Amort. 7.37.3

Total    Total    56.456.4

ROICROIC 6.5%6.5%

($ Billions)($ Billions)

OCI:OCI:
OperationsOperations 5.75.7
RestructuringRestructuring (0.4)(0.4)

TotalTotal 5.35.3

Mgt Investment:Mgt Investment:
Rec/Inv/OtherRec/Inv/Other 8.08.0
PP&EPP&E 9.99.9
Payables/OtherPayables/Other (5.6)(5.6)

TotalTotal 12.312.3

ROMIROMI 43.0%43.0%

Long-Term Improvement: ROIC +0.3 - 0.5 pp/yr
ROMI +0.5 – 1.0 pp/yr

LongLong--Term Improvement:Term Improvement: ROICROIC +0.3 +0.3 -- 0.5 pp/yr0.5 pp/yr
ROMIROMI +0.5 +0.5 –– 1.0 pp/yr1.0 pp/yr
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Financial HighlightsFinancial HighlightsFinancial Highlights

Realistic longRealistic long--term targetsterm targets

Strong cash flow generationStrong cash flow generation

Efficient cash flow useEfficient cash flow use
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Discretionary Cash FlowDiscretionary Cash FlowDiscretionary Cash Flow

20012001 20022002 20032003

$2.5$2.5$2.2$2.2 $3.0$3.0

($ Billions)($ Billions)

+14%+14%

+20%+20%
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Discretionary Cash FlowDiscretionary Cash FlowDiscretionary Cash Flow

$2.6$2.6

20012001 20022002 20032003 20042004
GuidanceGuidance

$2.5$2.5$2.2$2.2 $3.0$3.0

$(0.4)$(0.4)

Restructuring $(0.2)
Lower Earnings (0.2)

RestructuringRestructuring $(0.2)$(0.2)
Lower EarningsLower Earnings (0.2)(0.2)

($ Billions)($ Billions)
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Cash Conversion CycleCash Conversion CycleCash Conversion Cycle

Working Capital ManagementWorking Capital ManagementWorking Capital Management

Receivables (DSO)Receivables (DSO) 3636 3737 (1)(1)

Inventories (DIOH)Inventories (DIOH) 6464 5858 66

Payables (DPO)Payables (DPO) (37)(37) (35)(35) (2)(2)

Cash Conversion Cycle (Days)Cash Conversion Cycle (Days) 6363 6060 33

20022002 20032003
Better/Better/

(Worse)(Worse)
YearYear--EndEnd
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Cash Conversion CycleCash Conversion CycleCash Conversion Cycle

Working Capital ManagementWorking Capital ManagementWorking Capital Management

Receivables (DSO)Receivables (DSO) 3838 3737 11

Inventories (DIOH)Inventories (DIOH) 6969 6363 66

Payables (DPO)Payables (DPO) (31)(31) (33)(33) 22

Cash Conversion Cycle (Days)Cash Conversion Cycle (Days) 7676 6767 99

20032003 20042004
Better/Better/

(Worse)(Worse)
Ending JuneEnding June
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Working Capital ManagementWorking Capital ManagementWorking Capital Management

Cash Conversion CycleCash Conversion CycleCash Conversion Cycle

Future improvement in inventory days enabled by:Future improvement in inventory days enabled by:

Supply chain decomplexitySupply chain decomplexity

ConsumptionConsumption--based merchandisingbased merchandising

Raw material managementRaw material management
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Capital SpendingCapital SpendingCapital Spending

2001 2002 2003 2004
Guidance

$1.1$1.1
$1.2$1.2

$1.1$1.1 $1.1$1.1

Percent of RevenuePercent of Revenue 3.8%3.8% 4.0%4.0% 3.5%3.5% 3.4%3.4%

Depreciation RatioDepreciation Ratio 1.61.6 1.71.7 1.31.3 1.31.3

($ Billions)($ Billions)

3.0 3.0 -- 3.5%3.5%

LongLong--TermTerm



157

Food & Beverage Industry Peers – % of RevenueFood & Beverage Industry Peers Food & Beverage Industry Peers –– % of Revenue% of Revenue

2.0%2.0%

* Heinz based on 2004 fiscal year* Heinz based on 2004 fiscal year

ConCon--
AgraAgra

UnileverUnilever Heinz*Heinz* KelloggKellogg KraftKraft NestleNestle CocaCoca--
ColaCola

SaraSara
LeeLee

DanoneDanone CampbellCampbell PepsiCoPepsiCo HersheyHershey GeneralGeneral
MillsMills

WrigleyWrigley

2.4%2.4%
2.8%2.8% 2.8%2.8%

3.5%3.5%
3.8%3.8% 3.9%3.9%

4.1%4.1% 4.1%4.1% 4.2%4.2%

5.0%5.0% 5.2%5.2%

6.8%6.8%
7.2%7.2%

Peer Average 4.2%Peer Average 4.2%

2003 Fiscal Year2003 Fiscal Year

Capital SpendingCapital SpendingCapital Spending

Source:  BloombergSource:  Bloomberg

CadburyCadbury

4.8%4.8%
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Allocation ProcessAllocation ProcessAllocation Process

Capital SpendingCapital SpendingCapital Spending

GrowthGrowth

4545--50%50%

1515--20%20%

35%35%

Cost ReductionCost Reduction

Strategic/InfrastructureStrategic/Infrastructure
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Capital SpendingCapital SpendingCapital Spending

GrowthGrowth

4545--50%50%

1515--20%20%

35%35%

20%+ IRR20%+ IRR

Avg 
13%+ 
IRR

Avg 
13%+ 
IRR

Cost ReductionCost Reduction

Strategic/InfrastructureStrategic/Infrastructure

20%+ IRR20%+ IRR

N/AN/A

Allocation ProcessAllocation ProcessAllocation Process
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Discretionary Cash Flow UsesDiscretionary Cash Flow UsesDiscretionary Cash Flow Uses

Drive growthDrive growth
–– TackTack--on acquisitionson acquisitions

–– Trademark licensingTrademark licensing
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Net Source/(Use) of CashNet Source/(Use) of CashNet Source/(Use) of Cash

Tack-On Acquisitions/DivestituresTackTack--On Acquisitions/DivestituresOn Acquisitions/Divestitures

$(0.2)$(0.2)
AcquisitionsAcquisitions
DivestituresDivestitures

20012001 20022002 20032003

$(0.1)$(0.1)

$0.2$0.2
$0.1$0.1

$(0.1)$(0.1)

2004 H12004 H1

$(0.1)$(0.1)

NetNet $(0.2)$(0.2) $0.1$0.1 $0.0$0.0 $(0.1)$(0.1)

($ Billions)($ Billions)
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Tack-On Acquisitions/DivestituresTackTack--On Acquisitions/DivestituresOn Acquisitions/Divestitures

Recent DivestituresRecent Divestitures Recent AcquisitionsRecent Acquisitions

Latin AmericaLatin America
Bakery Bakery 

IngredientsIngredients
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Trademark LicensingTrademark LicensingTrademark Licensing

HistoricalHistorical 20042004
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Discretionary Cash Flow UsesDiscretionary Cash Flow UsesDiscretionary Cash Flow Uses

Drive growth

Return to shareholders
– Dividend increases

– Share repurchases

Drive growthDrive growth

Return to shareholdersReturn to shareholders
–– Dividend increasesDividend increases

–– Share repurchasesShare repurchases
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Annualized Dividend per Share as of DateAnnualized Dividend per Share as of DateAnnualized Dividend per Share as of Date

$0.72$0.72$0.60$0.60$0.52$0.52

+15%+15%

+20%+20%

Oct ‘01Oct ‘01 Oct ‘02Oct ‘02 Oct ‘03Oct ‘03

DividendsDividendsDividends

August ‘04
Board

Decision

August ‘04August ‘04
BoardBoard

DecisionDecision
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Annualized Dividend per Share as of DateAnnualized Dividend per Share as of DateAnnualized Dividend per Share as of Date

$0.72$0.72$0.60$0.60$0.52$0.52

+15%+15%

+20%+20%

DividendsDividendsDividends

Grow
Dividends

With
Cash Flow

Grow
Dividends

With
Cash Flow

LongLong--Term:Term:

Oct ‘01Oct ‘01 Oct ‘02Oct ‘02 Oct ‘03Oct ‘03
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Share RepurchasesShare RepurchasesShare Repurchases

2002 2003 2004

$0.2$0.2

$0.4$0.4

$0.7$0.7

H1H1
$0.3$0.3

EstimateEstimate

($ Billions)($ Billions) Authorized for $700 
million through 2005

Expect to use full 
authority in 2004

Future programs 
subject to Board 
approval

Authorized for $700 Authorized for $700 
million through 2005million through 2005

Expect to use full Expect to use full 
authority in 2004authority in 2004

Future programs Future programs 
subject to Board subject to Board 
approvalapproval
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Discretionary Cash Flow UsesDiscretionary Cash Flow UsesDiscretionary Cash Flow Uses

Drive growth

Return to shareholders

Reduce debt

Drive growthDrive growth

Return to shareholdersReturn to shareholders

Reduce debtReduce debt
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End of PeriodEnd of PeriodEnd of Period

Debt OutstandingDebt OutstandingDebt Outstanding

Debt/CapitalizationDebt/Capitalization 41%41% 36%36% 32%32% 31%31%

$16.0$16.0
$14.4$14.4

$13.5$13.5 $13.3$13.3

EBITDAEBITDA
CoverageCoverage

4.5x4.5x

8.1x8.1x

10.3x10.3x
8.2x8.2x

20012001 20022002 20032003 H1 2004H1 2004

($ Billions)($ Billions)

9.6x Excl.9.6x Excl.
RestructureRestructure
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Financial HighlightsFinancial HighlightsFinancial Highlights

Realistic longRealistic long--term targetsterm targets

Strong cash flow generationStrong cash flow generation

Efficient cash flow useEfficient cash flow use
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Financial Q&AFinancial Q&AFinancial Q&A
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Today’s AgendaToday’s AgendaToday’s Agenda

Strategic Overview Roger Deromedi

Sustainable Growth Plan
–Building Brand Value David Johnson

–Transforming Our Portfolio Betsy Holden

–Expanding Global Scale Hugh Roberts

–Driving Out Costs & Assets Franz-Josef Vogelsang

Financial Review Jim Dollive

Wrap-Up Roger Deromedi

Strategic OverviewStrategic Overview Roger DeromediRoger Deromedi

Sustainable Growth PlanSustainable Growth Plan
––Building Brand ValueBuilding Brand Value David JohnsonDavid Johnson

––Transforming Our PortfolioTransforming Our Portfolio Betsy HoldenBetsy Holden

––Expanding Global ScaleExpanding Global Scale Hugh RobertsHugh Roberts

––Driving Out Costs & AssetsDriving Out Costs & Assets FranzFranz--Josef Josef VogelsangVogelsang

Financial ReviewFinancial Review Jim DolliveJim Dollive

WrapWrap--UpUp Roger DeromediRoger Deromedi


