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"Organizationﬁal Behavior
CASE STUDY
QUTLINE

Written Format

¢ Define the issue(s)/problems or opportunities
¢ Analyze the case data (Data analysis)

¢ Generating Alternatives Analysis

 Selecting key decision criteria

* Analyzing and evaluating alternatives

¢ Selecting the preferred alternative

* Developing an action/implementation plan

¢ Recommendations for the future



General Mills Ac uisition of Pillsburn
QUESTIONS | |
1. What are General Mil's motives for this deal? Please estimate the present value of
the expected cost ' '
savings.

2. What was the term of the General Mills and Pillsbury deal?

3. Is this deal economically attractive to General Mills’ shareholders? Would you
recommend that shareholders approve, or reject, this deal?

4. Select the preferred alternative analysis of what they should have done or of what
they did do... did you agree with their decision

5. What was the key decision criteria.
&. What would you recommend that that General Mills do for the future?

The Company

General Mills'markets several well-known brands, including Betty Crocker, Haagen-
Dazs, Pillsbury, Green Giant, Old El Paso and Cheerios. Their brand portfolio includes
more than- 100 leading U.S. brands and numerous category leaders around the world,
On average, U.S. shoppers place at least one General Mills product into theijr shopping
cart each time they visit the grocery store. [1]

Generai Mills markets global brands such as Green Giant vegetables, Old El Paso
Mexican food and Haagen-Dazs ice cream. Their U.S. portfolio includes Yoplait yogurt,
Cheerios, Wheaties and other Big G cereals,

The company can trace its history to the Minneapolis Milling Company, an organization
founded in 1866 by Cadwallader C. Washburn which leased power rights to mills
operating along Saint Anthony Falls on the Mississippi River. His brother William D.
Washburn also assisted in the company's development. In 1866, the Washburns got
into the business themseives, building the Washburn "B" Mill at the falls. At the time, the
building was considered to be so targe and output so vast that it could not possibly
sustain itself. However, the company succeeded and in 1874 he built the even bigger
Washburn "A" Mill,

In 1877, the miil entered a partnership with John Crosby to form the Washbum—Crosby
Company. A year later, the "A* mill exploded, killing 17 workers and also demolishing
several nearby buildings. The mill was rebuilt and continued to operate for almost 90
years.



 General Mills’ Acquisition of Pillsbury from Diageo Plc

In 1928 James Ford Bell orchestrated a giant merger of the nation’s largest regional
milling companies: the company came to be known as General Mills and it was the
largest flour Milling Company in the world. Throughout the years, General Miils has
grown into much more than just a milling company.

in the mid 60's, they closed over half their milis and began mérketing to consumers.
ver the years they developed or purchased a diverse line of products that included

associate with General Mills today. Few people know, however, that the company that
brings us such great Cereals, snacks, ice creams, and granofa bars was once the
largest toy company in the world.

fn 1885 General Mills Purchased Rainbow Crafts (the makers of Play-Doh). A few years
later they purchased Parker Brothers, then Kennard, and within only a few years they
were the largest toy producer in the world.

1. They made games, Frisbees, and Star Wars action figures along with their many.
other diverse lines of toy products. in addition to toys, General Mills alsg sought to
expand into the restaurant market.

2. They bought Red Lobster and L.eAnne Chin’s and developed the Olive Garden,

3. They successfully expanded into new markets but must have become too diversified
because in the late 1980's they began spinning off companies and began to focus
exclusively on consumer oriented food products; in 2001 they made headlines across
the world as they merged with Pillsbury and today they are once again among the
largest consumer food producers in the world.

In the spring of 1998 General Mills began studying areas where they could add to the
Company and advanced a strategy of acquisitiori-driven growth. General Mills has
several motives for pursuing a deal to acquire Pillsbury. Pillsbury was identified as an |
ideal target due to its ability to complement General Mills' other existing businesses and
Diagec’s readiness to sell. The potential acquisition of Pilisbury would create value for
shareholders by “accelerated sales and earnings growth through product innovation,
channel expansion, international expansion, and productivity gains.” The addition of



The company will have access to new markets both geographically and in new fast-
growing areas of food sales. Supply chain improvements in sales, merchandising,
marketing, and administration through the consolidation of Pillsbury and General Mills
would create pre-tax savings that are estimated at $645 million through 2003. The
acquisition would provide an array of new products that would aflow General Mills to
reach better economies of scope, which would create greater efficiencies in its COGS
and SG&A. In terms of growth, the acqulisition of Pillsbury would almost double the size
of the company in terms of revenue. In relation with the terms set in the transaction,
General Mills didn’t like to issue one third of its shares to Diageo that is actually equal to
33%, which is what Diageo wanted. :

General Mills’ Acquisition of Pilisbury from Diageo PLC General Mills is a major
manufacturer and marketer of consumer foods in US. On December 8, 2008 the
management of General Mill purposed to acquire Pilisbury from Diageo in order to
create more value from earning growth. This deal required General Mills to issue new
common share to exchange for Pillsbury. If the deal was executed, Diageo would
become the largest shareholder for General Mills with 33% share holding. This
acquisition would lead Diageo to obtain 141 million shares of the General Mills’ common
stock and $5.142 billion debt from Pillsbury. However as General Mills would like fo
submit the proposed deal of $10.00 billion but Diageo required the price of $10.50
billion. General Milis is a major manufacturer and marketer of consumer foods in
partnership with Pepsi Co. and Nestle. General Mills’ revenue is about 7.5 doliars with a
market capitalization numbering to about 11 billion dollars. Its products are cereals,
snacks, yogurt and many more and with this, they have fo decide about an acquisition
of another business which complements their products for them to be able to create
more shares of stocks for the personal growth of the company. .In 2000, General Mills
annual revenue was $7.5 billion and their market capitalization was about $11 billion.

Therefore, in order to connect the difference in this position, both companies came up
with the agreement upon the contingent payment which the transaction relied on
General Mills’ stock price, :

What are General Mills’ motives for this deal? '
The reasons and benefits of General Mills from acquisition of Pillsbury are as follows:
Since the business of GM was in the mature period with slow growth, GM must diversify
its offerings and enlarge its product portfolio to reach new customers and tap into new
thriving food market. The acquisition would allow GM to break into new and fast-growing
food categeries that complement its existing product pertfolic. The growth of rivals also
motivated GM to increase its expansion efforts in order to remain as g market leader

and survive against intense competition within the market. they could aiso improve their -

suppty-chain and distribution power through the big retaiter and supermarket such as
Wal-Mart and K-Mart, resulting in synergy effect from the acquisition. GM and Pilisbury
could develop and grow faster together from the sharing and exchange of learning,
technoiogy and resources to increase the productivity and their market growth.
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We are a global consumer foods company. We develep
distinctive value-added food products and market therm
under unique brand names. We work continuously to
improve our established products and to create new
products that meet consumers’ evelving needs and pref-
erences. In addition, we build the equity of our brands
over time with strong consumer-directed marketing and
innovative merchandising. We believe our brand-build-
ing strategy is the key to winning and sustaining lead-
Ing share positions in markets around the globe.

Our fundamental business goal is to generate supe-
rior returns for our stockholders over the long term.
We believe that increases in riet sales, segment oper-
ating profit, earnings per share (EPS), and return on
average total capitel are the kay rmeasures of financial
performance for cur businesses. See the ‘Non-GAAP
Measures” section on page 85 for a description of our
discussion of total segment operating profit, diluted
EPS excluding certain items affecting cornparability and .
return on average total capital, which are not defined by
generally accepted accounting principles (GAAP).

Our objectives are to consistently deliver:

low single-digit annual growth in net sales;

mid single-digit annual growth in total segment

aperating profit; _

+ high single-digit annual growth in EPS; and
- improvements in return cn average total capital,

We believe that this financial performance, coupled
with an attractive dividend yield, should result in long-
term value creation for stockhclders, We also return
a substantial amount of cash to stockholders through
share repurchases and dividends.

For the fiscal year ended May 29, 2011, our net sales
grew 2 percent, total segment operating profit grew
4 percent and diluted EPS grew 20 percent, however
OuUr return on average total capital declined by 10 basis
points despite these positive earnings metrics. Diluted
EPS excludin items affecting comparability
increased 8 percent from fiscal 2010 (see the "Non-GAAD
Measures” section on page 85 for our use of this measure
and our discussion of the items affecting comparability).
Net cash provided by operations totaled $1.5 billion in
fiscal 2011, enabling us to increase our annual dividend
payments par share by 17 percent from fiscal 2010 and
continue returning cash to stockholders through share
repurchases, which totaled $1.2 billion in fiscal 2011, We
also made significant capital investments totaling $64%
rillion In fscal 2011

certain

We achieved the following related to our six key oper-
ating objectives for fiscal 2011:

- Net sales growth of 2 percent was primarily driven by
volume gains in our International segment and net price
realization and raix.

- We achieved a 4 percent increase in total segment
operating profit despite renewed input cost inflation.

- Qur gross margin as a percent of net sales was corn-
parable to fiscal 2010. We took pricing actions arn most
of our product lines in fiscal 2011 to partially offset the
increases in input costs. In addition, we continued to
focus on the other elements of our holistic rmargin man-
agement (HMM) program, which include cost-savings
initiatives, marketing spending efficiencies, and profitable
sales mix strategias,

* We continued to invest in media and other brand-
building marketing programs. However, our total media
and advertising spending decreased from fiscal 2010 lev-
els, which increased 24 percent versus fiscal 2005,

- We grew our Bakeries and Foodgervice segment oper-
ating profit, including a focus on higher-margin, branded
preduct lines within our most attractive foodservica cus-
tomer channels,

» We continued to grow our business in international
markets. We focused on our core platforms of ready-to-
eat cereal, super-premium ice cream, convenient meal
solutions, and healthy snacking by intreducing new
products and investing to drive sales growth.

Details of our financial results are provided in the
“Fiscal 2011 Consolidated Results of Operations” section
below,

We expect slow impravement in the operating envi-
ronment for food companies around the giobe, Although
we believe the environment wiil remain challenging in
fiscal 2012, we expect to deliver another year of gqual-
ity growth. Excluding the effects of our acquisition of
interests in Yoplait S.A.S. and Yoplait Margues S.A.S, we
expect to achieve these rasults:

- We are targeting mid single-digit growth in net sales
primarily driven by net price realization, as our plans
assume a modest decline in pound volume.

+ We havea strong lineup of consumer marketing, mer-
chandising, and innovation planned to support our lead-
ing brands. We will continue to build our global platforms
in markets around the world, accelerating our efforts in
rapidly growing emerging markets,

+ We are targeting low single-digit growth in total seg-
ment operating profit in fiscal 2012, as we expect our
HMM discipline of cost savings, mix management and
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THROUGH THE DECADES 85

businesses throughout the 19605 and 1970s. Pillsbury

acquired Burger King inn 1967. A few years later, General

Mills picked up a fledgling chain of seafood restaurants —

Red Lobster — and later developed The Olive Garden Italian
. restaurant concept,

Growth through acquisition was important to both
cotnpanies” consumer foods businesses as well. General
Mills bought snack company Tem's Foods in 1966 and
seafood producer Gorton Corporation i 1968. Pillsbury
entered the pizza business with its 1975 purchase of
Totino’s Finer Foods. Green Giant was a big acquisition in
1979, and Hdagen-Dazs was scooped up a few years later.

General Mills began the 1980s with a diverse portfolio
of consumer-focused businesses, The company consisted of
five divisions: Consumer Foods, Fashion, Toys, Restaurants
and Specialty Retailing. As the 1980s progressed, the
corpany divested most of these businesses, and by 1990,
General Mills had narrowed its focus to two businesses:
Consumer Foods and Restaurants,

In 1989, Pilishury underwent a major change, being
purchased by Britain’s Grand Metropalitan plc. Under
GrandMet, Pillsbury bought Pet, Inc, in the mid 1990s,
acquiring important new brands, including Old F! Paso and
Progresso. When GrandMet merged with British-based
Guinness in 1997, Pillsbury became part of the newly
formed Diageo ple.

With the spinoff of its restaurant husinesses into
Darden, Inc., in 1995, General Mills began a new round of
acquisitions. The Chex and Chex Mix franchise was
purchased from Ralcorp in 1997. Other acquisitions soom
followed, including Gardetto’s snacks; organic food brands
Cascadian Farm and Muir Glen; and Lloyd's Barbeque
Company. By the end of the decade, General Mills was
positioned to make the largest acquisition in its history ~

the purchase of Pilishury.

*

-

Major Acquisitions & Divestitures

Ralnbow. Crafts (1965-1988)
Craft Master [1967-1985)
Kenner Products (1967-1985}
Parker Brothers (1968-19856)
Monet Jewaelers (1968-1985)
Foot-Joy {1975-1985}

Ship 'n Shore {1977-1885)
Cavid Crystal {lzod) {1968-1985)
0-Cel-O (1952-7890) .
{eeVWards (1568-1985}
Eddie Bauer {1971-1988)

The Talbots (1973-1588}

Pennsylvania House Furniture {1877-1988)
Red Lobster (1970-19385)

York Steak House {1977-1989])
Good Earth (1980-1988)
Legann Chin (1985-13988)
QOlive Garden (1982-1995)
Morton Foods {1964-1870)
Tom's Foods {1966-1983)
Stim Jim {1967-1982}
Gorton's {1968-1495)
Donruss {1965-1984)

Salute Foods (1976-1983}

: Fashion
‘e . Specialty Betailing & Other
458 Restaurants

! Consumer Foods

Cascadian Farm and Muir Glen (2000)
Lloyd's Barbeque {1998)
Gardetto's (1999)

Yoplait USA (1977)

Totino's {1975)
Green Giant (1879}
Hiagen-Dazs {(1983)
Cid Ei Paso and Progresso (1995)




General Mills, Inc.

Type
Public (NYSE: GIS)

Founded 1866
Headquarters HQ in Golden Valley, Minnesota: manuracturing facilities
around the world
Key people Steve Sanger, Chairman and CEQO
Ken Powell, Vice Chairman

Industry
Food processing

: Products
Baking mixes, Breakfast cereals, yogurt, refrigerated dough, soup, pizza,
snack foods, ice cream, SOy products, vegetables, flour, and more...

Revenue .
$12.442 billion USD (2007)

Slogan
The Company of Champions

Website
www.generalmills.com



APPENDIX A
Original Press Release

General Mills has made it official, it is acquiring hometown rival
Pillsbury from British food Company Diageo for $10.5 billion. It's not
the first time British and American interests have swapped Twin
Cities food companies.

A HUNDRED AND THIRTY some years ago, Charles A, Pillsbury's flour miils
first harnessed the churning falls at St. Anthony on the Upper Mississippi to
thresh wheat into fiour. A nearby General Mills precursor, the Washburn-
Crosby mill also did the same.

In 1889 a British company bought Pillsbury's five riverside mills and tried to
snap up Washburn Crosby as well. Old rivalries between the two companies
however, prevented such a merger, The British eventually sold the milis
back to the Pillsbury's in 1923. In 1989 and yet another British company

Jump ahead to the present, and Pillsbury is again casting off a British
parent, but this time it's joining forces with General Mills to solve a modern
difemma.,

Namely, how do you make more money when conéumers are consuming as
- much as they can and the competition is holding down the prices of your
products?

The answer seems to be twofold; Get bigger, and innovate. General Mills
CEO, Steve Sanger, spoke at a press conference in New York where he said
size is merely a means to an end.

"I am not a believer in size for the sake of size,” he said. "We felt confident
that we could reach our growth targets on our own. So the only reason to do
a deal like this is to deljver greater value to our shareholders by delivering
faster growth."”

Sanger says the merger will enable the company to save about $400 million
by simplifying the business and cutting staff across the company, removing
what corporations like to call, redundancies.

Prudential Securities analyst John McMillin says the prospects for some
Pillsbury employees in Minneapoiis aren‘t very bright.,



"They're talking about $400 million in cost saves. That's a lot and I think a
lot of it will come out of that Pillsbury tower." :

General Mills will divest its North American Green Giant canned vegetables
business and.its North American Betty Crocker dessert mix business, Sanger
says that the company is Cutting canned vegetables because it wouldn't fit

. the goals of the new business and cake mixes because the new company
would've owned more than half the nation's cake mix market. Creating a
‘situation that anti-trust regulators would have treated with rigorous scrutiny,

McMillin thinks all these cuts will make the company leaner, and more
competitive in the long run.

"I do think you'll have a better company that will grow faster and add more
jobs [in the] longer term.”

Another reason for this merger; A bigger General Mills will wield more power
in the supermarket aisles. A point made especially significant as Target, Wal-
Mart and K-Mart aggressively add supermarkets to their stores making that
added power even more precious.

Jean Kinsey, Director of the Retail Food Industry Center at the University of
Minnesota, says a combined General Mills wiil own more shelf space. That,
she says provides a stage for new products.

"If those variations belong, iet's say to General Mills and GM has an
agreement with Wal Mart or Target or whoever to supply them with the
cereals or the products on the shelves, they then have the abiiity to control
the amount of space they want to devote to new products as opposed to old
products,” she explained.

General Mills will be able to apply its product cevelopment savvy to
Pillsbury's products. Most notably its refrigerated dough products. With luck,
they wiil repeat their recent success with go-gurt, a yogurt for people on the
go, as well as other products.

For now the deal is receiving the stamp of approval from the Pillsbury family.
George Pilisbury, who is now retired, was one of the last of Pillsburys to
work in the family business.

"It's great to have them find a partner that will keep the brand management
and marketing management here in Minnesota.*

He says the Pillsbury crew always considered General Mills, and its



“;\5;“ed.ecessor Washburn Crosby MHEs,'a tough competitor. He believes
however, that the rivalry ended when the working day did.

"They've always been well managed,” Pillsbury said. "And, today they have
very capable management, but they always have been extremely well
managed. They were extremely good competitors.,”

Now they'll have to be just as able collaborators,
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Total Returns to Sharehelders
Percent growth, stock price change plus reinvested dividends

Fiscal 2011

o i

S&P Packaged Foods Index

Bk S00 Index

Operating Divisien/Segment 2011 Net Sales % Change

+13

Internaticnal Segrment” + 7

Small Planet Foods

Bakeries and Foedservice Segrment +
Snacks +
Yoplait +
Meals -
Big & Cereals -
Pillsbury USA -
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Baking Products -
"Does net include the impact of foreign currency translation, See page 86 of our
2011 Annugl Repert for a reconciliation to reported results,
In total, General Mills results in fiscal 2011 represented
continuing growth on top of strong performance in recent
years. Since 2007, General Mills net sales have grown at
& & percent compound rate, Cur segment operating profit
has grown even faster, compounding at 7 percent per year.
And our adjusted diluted EPS (this measure excludes certain
items affecting comparability of resuits) has incressed at a
12 percent compound rate,

Our good financial performance was reflected in price
appreciation for General Mills stock in fiscal 2011, In addition
dividends per share grew 17 percent last year. In total, stock
price appreciation plus dividends generated a 14 percent
return to our shareholders for the year. This lagged the very
strong returns posted by our peer group and the broader
market in 2011. However, cur 14 percent return followed a
43 percent return to GIS shareholders in the previous year,

v

May 2007-May 2011
Compound annual growth

Worldwide Net Sales*
Dollars in millions

313

Qur Share of Qngoing Joint Venturs Ner Saleyg

‘See paga 85 of our 2011 Annual Repart for
discussion of non-GAAD measures,

As shown in the chart above, over the past four fiscal years
General Mills has delivered a double~digit compound annual
return to shareholders—superior performance in a volatile
and challenging period for the equity market overall,

As we enter our next phase of growth, we are targeting
continuad good sales and earnings performance in the vears
ahead. It seems clear that food manufacturers will have to
contend with higher—and more volatile—input costs, in cur
case, total supply chain cost inflation was 4 percent’ in 2011,
and we've estimated 10 to 11 percent inflation in our plans
for 2012. There are multiple factors contributing to this
inflationary pressure, but the fundamental driver iz growth
of emerging markets and their increased demand for food
ingredients and energy.

We adopted a new business mode] several vears ago to

help us manage higher inflation. This model begins with
Holistic Margin Management (HMM), our discipline of using
productivity, mix and price realization to offset inflation

and protect our gross margin, A sitrong gross margin gives
us the ability to fund continued high levels of investment

In product improvemente, new product development, sales
capabilities and consumer marketing. These activities fusl
net sales growth and ultimately, growth in earnings. We
believe this HMM-driven business model has worked very
well in recant years. As you can see in the charts on page 5,
it enabled us to protect and expand Bross margin over

& five-year period when our input cost inflation averaged
between 4 and 5 parcent. We expect HMM to help us
achieve continuing high-quality sales and earTIings growth
as we go forward,
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