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Abstract
The case overviews the history of Interstate Bakeries and presents the strategic decision of what the firm should do as it faces continued union problems, intense competition, changing consumer wants, and financial ruin in 2004.  The case presents the company’s products (Hostess, Twinkies, and Wonderbread), the organization, and executives and financial structure. The case suggests that in addition to considering bankruptcy, the firm might consider merger/acquisition as a strategic decision.  The Instructor Manual is still under construction, but deals with the strategic analysis of the firm and its financial resources. The Interstate Bakeries is an appropriate case for  either a business policy strategy class or a financial analysis case for the graduate or undergraduate student.
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Interstate Bakeries – Acquisitions, Merger, or Bankruptcy?
	
	Our mission is to be the market leader in branded bakery goods, through the efficient production and distribution of high quality products, manufactured to consistent standards, as demanded by customers and consumers alike.  (Interstate Bakeries Corporation, Proxy, August 25, 2003)
	


In early August 2004 James Elsesser, CEO and Chairman of Interstate Bakeries Corporation, reviewed the draft of a press release. The press release focused on the unaudited preliminary fourth quarter results for Interstate’s 2004 fiscal year which had ended May 29.  The news wasn’t good.  For the 52 weeks, the company expected sales would be down 1.7%.  The company would incur an operating loss of approximately $7M compared to a 2003 profit $83M and a net loss of approximately $25.8 vs. 2003 net income of $27.5M.    He had already notified board members.

The company had been beset with numerous issues since Elsesser took the reins as CEO in September 2002.  Externally the company was dealing with a mature industry in which a major portion of the industry’s revenues, namely white bread sales, had declined during the prior year.
  The industry faced a number of challenges including changing demographics and dietary preferences in the U.S. that did not bode well for the company’s product lineup.  Retail consolidation, in which Wal-Mart was clearly the leader, put pressure on margins.  Even though Interstate had grown, its downstream retailers had grown faster through consolidation.  As his predecessor had put it, even with $3.6B in sales the company was tiny relative to the major retail chains with whom the firm had to deal.  Competitors were active internationally, a move that Interstate had not emulated in spite of the firm’s strong brand assets.  

Internally the company had run into problems on multiple fronts.  A continuing effort to reduce capacity by closing plants had cost more than expected or been delayed. The SEC had become involved with an internally initiated audit that had led to a $40M charge for a shortfall in the reserve for workers’ compensation claims.   Problems had developed with SOAR, a significant restructuring of the firm.  Part of the difficulty emanated from the implementation of SAP which was part of the recentralization process.  Employee morale among the largely unionized work force continued to be difficult.  Given the cash flow difficulties, the board had suspended dividend payouts in March 2004 in the spring.  Seven shareholder lawsuits remained unsettled.  

Elsesser had taken on the role as CEO of Interstate Bakeries on November 1, 2002.  The members of the board had becoming increasingly concerned about the company’s continuing stagnation of revenues, the decline in profits, and stock price performance.  (See Exhibit 1 for selected financial data 1994-2003, Exhibit 2 for Third Quarter 2004 financial results, and Exhibit 3for IBC’s stock price relative to the S&P 500.)  Elsesser anticipated matters would come to a crisis point in the upcoming board meeting.  There was already strong support for taking the company into bankruptcy.  However, a number of firms had indicated interest in acquiring Interstate in the past.  Elsesser wondered if an appropriate merger/acquisition might be a better move for his beleaguered company.

Company History

Interstate Bakeries began in Kansas City, Missouri in 1930.  Originally a wholesale operation for breads, Interstate began early on to acquire small local and regional companies across the country.  Interstate Bakeries in late 2004 was the result of mergers and acquisitions with 24 companies over its history.  (See Exhibit 4 for Interstate’s major mergers and acquisitions.)

In the 1950s Interstate began acquiring cake-baking and confections operations in various part of the United States.  In the late 1960s Interstate diversified to include a canning operation.  In 1979 Interstate came under the control of conglomerate DPF which later took the company private.  After incurring its first ever loss in 1983, the company continued to trim operations on into the late 1980s.  In 1991 under CEO Charles Sullivan, the company went public again.

During the 1990s demand for bread increased.  Interstate responded to the market situation by decentralizing operations.  The results of the moves in the 1980s and restructuring led to favorable financial results in the mid-1990s which, along with strong market conditions, propelled the stock price during much of the remainder of the decade.  (See Exhibit 2 for stock price 1995 through mid-2004 and Exhibit 5 for Interstate’s historical timeline.)

The Continental Baking Acquisition 

In January 1995 Interstate agreed to acquire Continental Baking Company from Ralston Purina for $330M in cash and 16.9M shares of newly issued Interstate stock valued at almost $14 per share, a total of $560M cash and stock.  Ralston Purina remained responsible for Continental’s debt.  After discharge of the debt, it was estimated that Ralston Purina’s shareholders would net about $140M.  As an analyst at PaineWebber put it, “They (Ralston Purina) are basically giving it (Continental) away.”

At the time Continental was the largest U.S. baker of fresh bread.  Continental was also known as an industry innovator.  For example, Continental had been first to introduced sliced bread and also enriched white bread.  The company distributed Wonder bread, one of best selling and most well known brands in the country.  Interstate, with $1.2B in revenues, was the largest independent baker in the United States and the country’s third largest baker of fresh pan bread.  The combined company was the largest wholesale bread and cake producer in the United States.

Ralston Purina had originally purchased Continental from ITT for $475M in 1985.  In the process of restructuring Ralston had been trying to sell its baking subsidiary for several years.  The baking firm had experienced declining sales and a high cost structure including increased prices of ingredients and high labor costs associated with a heavily unionized work force.  In 1994 Continental lost $16M on sales of nearly $2B.  In 1994 Ralston created a separate stock for Continental, first attempting to spin it off in the form of a special dividend to shareholders and then more aggressively shopping it.  Said Charles Sullivan, then Interstate’s CEO, of the acquisition, “It is going to be a pretty tough job…This is a mature business and growth is very difficult.  The only way you grow is through acquisition.  It’s not just us.  It’s the entire industry.”

Analysts expected Interstate would do a better job of marketing Continental’s brands.  As one analyst put it, “The brands were mismarketed.  Continental, when they did try to market their brands, just threw a lot of money out without any game plan.  They spent, I am going to guess, $75 million or $80 million last year (1994) to market Wonder and Twinkies, and I think probably half of that was wasted money.”

Not unexpectedly, in July 1995 the U.S. Department of Justice challenged the proposed acquisition of Continental Baking Company by Interstate Bakeries.  In January 1996 the FTC (or DOJ) entered a consent decree with Interstate that permitted the acquisition, but only after Interstate agreed to divest a major brand of white pan bread in five geographic markets.  The divestment would affect about five percent of Interstate’s revenues.

Interstate Operations

Interstate Bakeries Corporation baked and distributed bread and cake products throughout the United States.  The company also distributed to military bases abroad, but had no other international presence.  The firm’s Wonder Bread was the number one bread brand in the country while Home Pride was the number one seller in the wheat bread segment.  Interstate also owned the Hostess brand that included such well-known products as the Twinkies and HoHos, which were among the leading snack foods.  (See Exhibit 6 for the company’s products, brand names, and trademarks.)  

In 2003 Interstate employed almost 32,000 people 80% of whom were unionized.  The company owned 55 bakeries, facilities that were automated, but varied in terms of efficiency. (See Exhibit 7 for a description of bakery operations.)  The firm’s operations were spread through 27 states where the firm had approximately 1,250 thrift stores from which it sold products with close expiration dates, over 1000 distribution centers, and more than 9,300 delivery routes serving more than 200K retail providers.  The retail outlets served almost 90% of the United States.  Given the shelf life of bread had been about three days, the company’s extensive network of bakeries and delivery routes helped keep Interstate goods on the retailers’ shelves fresh and Interstate’s detail route sales people also worked at keeping the product on the shelves orderly and attractive for consumers. 

It was customary in the industry that the wholesalers or manufacturers sales force detail the retailer.  Detailing meant that the route drive stocked the retailers’ shelves with non-private and sometimes private label bread as well.  The route driver removed stale loaves directing the loaves to a thrift shop.  If not sold by the expiration date, the bread was sold for animal feed.  Interstate had begun, along with other competitors, to use electronic handheld devices to record data during shipment.  The use of the devices had helped the company to lower transfer time between locations and keep inventory information up to date.  In addition the electronic information assisted the company in keeping track of and responding to shifts in customer demand.  

Under Charles Sullivan’s leadership Interstate had initiated an Extended Shelf Life (ESL) program using new ingredient technology for its products.  Company chemists had first successfully extended the shelf life of Zingers using new additives.  Later the company applied the same technology to Hostess products which stayed soft and fresh looking longer without impairing taste.  About the same time an industry supplier developed an enzyme that showed promise for giving bread a longer life.  The process used enzymes to retain water to ensure softness.  The new process required exact control of times and temperatures during mixing, fermentation, proofing, baking and cooling processes.  Said Sullivan, “Everything has to be very precise or it doesn’t work well.  That (has) forced us to improve our existing operation in addition to using ESL, so we have become better operators.”
  

Originally the company --- as well as competitors throughout the industry --- hoped to double the shelf life of product through Extending Shelf Life (ESL).  ESL life had significant ramifications for the firm’s operations and cost structure including reduced distribution costs, a decreased need for bakeries, reduced product spoilage, and broader product selection on retail shelves.  Indeed, in conjunction with ESL, Interstate had reduced the number of its direct-store-delivery routes from over 10,500 to about 9,500.  Savings in fuel, labor, and equipment dropped to the bottom line.  The changes allowed the company to stock more product at low-volume accounts including convenience stores.  Said Sullivan, “It (ESL) allowed us to reduce routes, but it’s all on a seniority basis.  Generally speaking low-volume, high-turnover routes were eliminated and we have significantly increased bread and cake route averages all across the country.  That has resulted in stability with the sales force.  They make more money.  We make more money.  We just can’t find anything wrong with it.  In some cases, especially on the cake side, we have been able to combine routes and give people consecutive days off...the customer is pleased…everyone wins.  It’s not just cost savings…If you look at this business, the two major costs are manufacturing and distribution.  On the manufacturing side we (are addressing) that issue by upgrading existing plants and building new facilities.  On the distribution side, ESL improved everything.  Those two improvements have made us a much stronger company and more profitable…Two years from now, everyone will look back and realize that having a longer shelf life, whether it’s bread or cake, is a positive, no matter how you slice it.  You can’t find anything wrong with it as long a your products are soft and perceived fresh by consumers.  Eventually, everyone is going to be doing it.” 
 Overall the company-wide stale rates had dropped from about 15% to about 8%.  What that translated into is that if the company previously had had to bake 115 units to sell 100, it had to bake only 108 after ESL rollout.

However, the program had met with snags. ”  The ESL technique worked with some products, for example, Twinkies.
  But, the results of the application of the ESL technology to bread had turned out quite differently.  Bread turned out gummy and doughy, and often caved in the middle.  Customers began to complain shortly after the bread was introduced and began to switch brands.  In addition, with loaves on the shelf longer, displays became disorderly as customers picked through shelf stock.  The unattractive displays decreased customer interest.  As one observer put it, “So, product not only tasted bad, it looked worse on messy or empty shelves.”  The company backed out of ESL for bread and added the driver routes it had cut.  Retailers were unhappy about the results of the bread experiment.  However, new technologies for extending the shelf life of baked products were under development at number of commercial laboratories that had potential to provide opportunities for the industry.

Interstate Bakeries used a sole supplier for its raw materials, principally for sugar and edible oils.  The company did not have a long-term supply contract with its supplier.  Purchasing the major commodity requirements was done through advance purchase contracts, which did not normally run longer than a year.  Prices for raw materials were dependent on a number of factors including weather, crop production, transportation costs, processing costs, and government regulation.

Interstate Products

Interstate intended to focus more on building its branded products with the more centralized organization.  The firm was making changes in its marketing emphasis. One aspect of the changing marketing strategy was lessening the emphasis on regional or local private label products.  Elsesser explained, “We have highly recognized national and regional brands with strong customer loyalty.  We intend to build our brands and focus on higher-margin products in our portfolio.” 
  In 2003 especially the company launched new advertising campaigns for branded breads and sweet goods.  

Interstate owned a number of well-known breads and cakes.  The firm was making changes in its marketing emphasis.  In the bread line were brands such as  Wonder Bread, Beefsteak, Butternut, Home Pride, and Merita.  In the cake line were leading brand names such as Hostess, Drakes, and Dolly Madison.  Some brands were national while others were strong regional contenders.  (See Exhibit 6.)

Brand Names - Bread

Wonder Bread.  Wonder Bread was “…a brand of extremely soft white bread”.  It was originally produced by Taggart Baking Company of Indianapolis and debuted on May 21, 1921 after “blind” promotion with ads that stated only “Wonder”.  The brand name was chosen by Taggart Vice President Elmer Cline who was inspired by the International Balloon Race at the Indianapolis Speedway resulting in the red, yellow, and blue logo.  To create more brand awareness and to market the bread line, the Taggart company had trucks deliver helium-filled balloons to children who, in turn, took letters to their mothers inviting them to try the new Wonder Bread.  In 1925 Continental Baking Company purchased Taggart Baking Company.  Continental took the Wonder bread brand to national prominence.  Continental was the first bread company to introduced pre-sliced (Wonder) bread.  At first consumers viewed sliced bread with some skepticism, but the convenience soon overcame the initial objections.  During the 1970s Continental introduced nutrition information labels.

In 1995 Interstate acquired the Wonder bread product line in its purchase of Continental Baking Company.  At the time “Continental was described as “…the nation’s largest baker of bread and snack cakes, with nearly $2 billion in sales and brands like Wonder, Hostess cupcakes, Twinkies, Home Pride, Beef Steak Rye, and Ding Dongs.”
  In honor of Wonder Bread’s 80th birthday, the Wonder Bread hot air balloon toured the country in summer 2000.  The balloon flew at various balloon festivals “spreading the story of how Wonder Bread earned its name, the balloon brings back childhood lunchbox memories to people from coast to coast and reminds everyone why Wonder Bread is their favorite.”
  

Beefsteak.  Beefsteak was another Interstate brand acquired with Continental Baking.  The company described this product as a rye bread with a “tangy, robust rye taste.”  The bread was light (i.e., low fat) and known for its great taste.

Butternut.  The Butternut brand name had been in existence since 1902 and described as “…dedicated to providing you with the freshest, most delicious breads possible.  We use only the finest ingredients to ensure a quality product that you can feel good about serving to your family.  Butternut has many valuable vitamins and minerals and remains an important part of your family’s diet.”  Annual sales for Butternut were about $39M.  Among the products sold under the Butternut Bread brand name were:  Enriched White, Honey Wheat, White Sandwich Thin, Whole Grain 100% Whole Wheat, and Country Wheat.  After Interstate acquired Wonder Bread, the two main bread brands, Wonder and Butternut, encountered problems for some time.  The difficulties emanated from their disparate cultures.  Butternut was described as a “seat-of-the-pants” operation with each of its bakeries running as a self-contained profit center.  Wonder Bread, on the other hand, was very “procedural and by-the-book”. 

Home Pride.  This brand also came to Interstate through the Continental acquisition.  The brand had been in existence for over 30 years.  Interstate described this brand as “…baked with special care and pride.  Each recipe calls for the finest ingredients so your family can enjoy a wide variety of delicious tastes and textures.”  Customers were invited to “…experience the great taste and long-lasting freshness of Home Price…you and your family will enjoy the last slice as much as the first!”  Among the main products carrying the Home Pride brand were:  Bread 100% Whole Grain Sugar Free, Buttertop Bread Wheat, Buttertop Bread White, Carb Action Bread White, and Wheat Bread.

Merita.  Interstate acquired Merita bread in 1987 from American Bakeries.  The Merita bread line was distributed in the Southeastern United States.  Interstate described this 100-year-old brand as “...the freshest, most delicious breads…(with) only the finest ingredients…used for the soft, premium quality that bread lovers have come to expect.”  

Brand Names - Cake

Hostess.  Continental initiated the Hostess brand in 1925 shortly after Continental acquired Taggart and the Wonder bread brand.  Continental’s executives felt their company needed a cake line and set out to create a snack food that was “special, creative, and fun to eat.”  The first Hostess product was a chocolate chip cake, still popular in the early Twenty-First Century.  In 1930 Hostess sought to develop an inexpensive treat that the firm called Twinkies®.  The company used strawberry pans that had been put away for the season.  The pans were used to bake shortcake injected with a banana cream filing.  On his way to St. Louis for the initial introduction of the new sweet treat, the head of the firm saw a billboard reading “Twinkle Toes”.  He made the decision to call the new product “Twinkies”.  The new product was introduced as an inexpensive treat at a retail price of two Twinkies for a nickel.  Twinkies quickly became very popular and Hostess’ cash cow.  During WWII bananas were in short supply, and the company changed the filling to vanilla crème.  In the early Twenty-First Century, Twinkies became almost a generic name and retained their popularity selling over a half billion yearly.  Hostess also had other treats such as Ding Dongs®, Ho Ho’s®, Suzy Q’s ®, Snow Balls®, and fruit pies as well as a wide line of Hostess brand donuts including the popular bite-sized Donette® brand.  

In the early Twentieth Century Interstate held the largest market share of the snack cake industry with over 45% of the revenues in this segment.  This dominance was largely because of Interstate’s success with its Hostess and Drakes product lines.

Drakes. Drakes had served the Northeast United States with snack cakes for over a century.  The founder, Newman E. Drake, baked his first pound cake in Brooklyn, New York.  Drake recognized the success of the product and decided to package it for sale by the slice.  In the early Twenty-First Century, Drakes continued to be a favorite brand name in the snack cake segment.  Among its products were Coffee Cake, Devil Dogs, Yankee Doodles and Ring Dings, Yodels, Funny Bones, Sunny Doodles, and Fruit Pies.  Interstate bought Drakes in 1998.

Dolly Madison.  Interstate Bakeries founder Roy Nafziger introduced the Dolly Madison line of cakes in 1937.  Nafziger described the cakes as “Cakes and pastries fine enough to serve at the White House.”  He admired President Madison’s wife and focused on developing a high quality, but affordable cake fit for Madison and other First Ladies.  The Dolly Madison Bakery® line of products included Zingers®, Donut Gems, Angel Food and Pound Cakes, as well as a variety of breakfast sweet items such as Sweet Roles, Dunkin Stix, and Pecan Rollers.  This Interstate division had plants in Georgia, Kansas, and Indiana.  In 1996 then Interstate Chairman of Board and CEO Charles Sullivan aimed at cutting expenses by streamlining manufacturing and delivery efforts.  In the reorganization the Dolly Madison and Hostess operations came to share production facilities.  In 1969 Dolly Madison was one of Interstate’s top three best-known products.

Interstate as an Organization

Interstate was undergoing significant structural and cultural change.  The leadership included the board and senior executives.  Executives and managers had retirement, stock purchase, and other incentive plans.  Most of Interstate’s personnel were heavily unionized and the firm had been headed by two CEOs over the prior decade and a half.  During their tenure the firm had formalized its mission statement, organizational values, and a code of conduct.  (See Exhibits 7-A and 7-B respectively.)  By far the majority of the firm was made up of unionized employees who worked in the firm’s plants.

Organizational Structural and Cultural Change

During the 1990s demand increased for bread.  Interstate responded to the market situation by decentralizing operations.  Interstate operated within three geographic divisions --- east, central, and west --- on a regionally decentralized basis until 2003.  Responsibility for production, distribution, and sales was delegated to the General Manager of each facility. The General manager of each plant ran his (or her) operations as an independent profit and loss center.  Each General Manager reported to one of the three Regional General Manager.  The three Regional General Managers reported to Interstate’s Chief Operating Officer.  In October 2003 Interstate announced the initiation of a “major, culture-changing initiative internally referred to as Program SOAR…acronym for Systems Optimization and Re-engineering…an extremely important undertaking for our company’s long-term competitiveness.”
  The cost of the three-year program was expected to be approximately $55M with most of the costs related to hardware and consulting fees.

SOAR changes to take place over the three-year period from 2003 to 2006 included:

· Re-engineer business processes

· Move to become more efficient and develop a more focused, company-wide direction

· Carefully consider investments in production, distribution, and administrative functions

· Reduce infrastructure costs 

· Look for market opportunities and adjust the company’s brand portfolio to better respond to demographic shifts and changing consumer preferences.  

The SOAR program resulted from a consulting engagement with Accenture.  Under SOAR the General Managers of each facility would be responsible for production and distribution at each facility while sales and the support divisions (e.g., marketing, finance, and accounting) would report to the CEO.  Human resources, sales, and manufacturing facility operations policies were to be standardized across the company.  As CEO Elsesser put it, “Fiscal 2004 will be an exciting year as we implement our action plan and build our long-term strategy…Program SOAR…will mean a change for all of us at IBC.  At the very least, it will involve a culture change.  IBC has prided itself on its decentralized management model, but more centralization is called for today in all of our strategic decisions.”
  The reorganization was initially rolled out at a two-day Kansas City meeting of 150 company managers.  In announcing the change, Elsesser said to the management cadre, “Said Elsesser, “This is a new IBC.  Our entire management team is committed to this restructuring plan.  Its purpose is to make us more nimble, more consumer and customer focused, more cost conscious and, we hope, more profitable…You are present at the creation of a new IBC.  We know that change is difficult, but the market is telling us that the time is right for making changes that will enhance our ability to compete in an evolving market for baked goods.  We anticipate this reorganization will produce long-term benefits for our Company, our customers, our stakeholders, and our employees and their families.”
  

However, internal problems had arisen.  To implement the SOAR program the firm had spent already $32M targeted at improving profitability, for example, new computer hardware, software and management programs to increase efficiency, centralize administration, and shorten its decision-making processes. However, major difficulties arose.  Among the problems were difficulties with the new SAP system that Interstate had switched to June 1, 2004.  Data entry, training deficiencies, and system problems had contributed to the company’s difficulties. 

Leadership 

Officers and Directors.  Interstate Bakeries had 45M shares of stock outstanding and 2,335 shareholders.  Interstate’s officers and directors owned 2.5M (5.5%) of outstanding shares.  The two largest investors were Barclays Global Investor N.A. with 12.1% of shares and Merrill Lynch Asset Managements, Inc. with 8.4%.  The Interstate Bakeries senior governance group consisted of a board of eight external members and an eight-member executive team. (See Exhibits 8 and 9 respectively.)   The board had taken some significant actions in recent years.  For example, in 2000 when several firms indicated significant interest in making a bid for Interstate, the company adopted a poison pill provision.  The board made it clear that the move wasn’t intended to block a takeover, but rather that the board wanted the poison pill to require a suitor to negotiate with the board first.  

Charles Sullivan.  Sullivan was named CEO and President of Interstate Bakeries in 1988, Director in August 1988, and Chairman of the Board in 1989.   Prior to his appointment as CEO and President, Sullivan had been president of Merita, the company that Interstate had acquired from American Bakeries in 1988.  Sullivan stepped down as Interstate’s CEO and Chairman in September 2002, but remained a member of the board.  As he stepped down as CEO Sullivan reflected on his 14 years heading the country’s largest baking company.  The two most significant milestones in his tenure, he felt, had been going public and buying Continental. Sullivan had taken Interstate public in 1991 and in the process converted debt into equity, debt that had kept the company hamstrung for a number of years.  Through the acquisition of Continental he had fulfilled a dream of owning “powerhouse national brands” including Wonder and Hostess.  In 2002 Interstate was profitable and growing as he turned the reigns over to James Elsesser.  The stock had fluctuated from the 30’s in the late 1990s to as low as $11 a share in late 2000.  At the time he stepped down it was trading in the mid-20s.  However, the prior two years had been a roller coaster.  Energy prices skyrocketed, plant start-ups were difficult, and aggressive price hikes had decreased sales and profits.  “We (had) a hell of a master plan,” said Sullivan as he laughed and then went on, “Master plan my foot.  We stumbled our way through it.”

Sullivan’s strategy had included commitment to consistent capital investment to upgrade manufacturing operations to improve product quality and lower costs.  In the eight years between 1994 to 2002, the company had closed 13 plants and spent about $500M to build five new facilities for a net of 62 plants in 2002.  Capital expenditures in 2003 were about $90M while the expected expenditures for FY2004 were in the more usual $75M range.  There were new production lines or significant upgrades in process for four plants, upgrades driven by the ESL process.  Some startups had gone smoothly.  Others didn’t.  

In addition, Sullivan had stressed rolling out new products.  One product line was a premium line of soft breads under the brand name Home Pride Selects that Interstate distributed nationally, except in the south where the new products sold under the Merita name.  Sales of the product line were impressive.  With regard to the product line Sullivan pointed out that Interstate’s new CEO would need to “…introduce more new products --- not at the rate others (i.e., competitors) do, but certainly more so than in the past, especially on the cake side.” 

In summing up the challenge for the company in 2002, Sullivan said, “The real issue with this company is where do we go from here.  The largest part of the rebuilding of our plants is done.  They’re still working on it, but the heavy lifting has been completed.  We have good brands, and we know our customers are getting bigger.  It’s all about where we go from here.  The day-to-day operations are in good hands with (President and Chief Operating Officer) Mike Kafoure and his people.  It’s the next chapter that’s on the table.” 

James Elsesser.   Elsesser picked up the challenge as Interstate CEO to take the company to the next level in September 2002.  Elsesser had served on the company’s Board since the mid-1990s. He had served as a financial consultant to Interstate from March 2002 until his appointment as CEO.  As a consultant to Interstate, among other issues, he had helped Interstate with the purchase of shares from Ralston in April 2002.  Beginning in May 2002 he had visited with institutional investors to encourage them to buy the shares coming into the open market.  Regarding Elsesser, Sullivan said, “A couple of years ago, one of our other board members said, ‘Why shouldn’t we look at a guy like Jim running the company?’  That was sort of the beginning of the process for my successor.  We did a national search, and we felt that we ended up with the best choice.  I think it’s not so much ironic as helpful because he knows the players and he knows the business.” 

Prior to his employment at Interstate, Elsesser had served as Chief Financial Officer of Ralston Purina Company for 16 years.  He had been a key player in the Interstate’s acquisition of Continental Baking Company from Ralston Purina and joined Interstate’s board after the 1995 acquisition of Continental. He had also served as CFO of Carlson Companies, Inc., a privately held firm.  In 1991 Institutional Investor Magazine named James Elsesser one of the nation’s 10 best CFO’s.  At the time Elsesser took on the challenge as Interstate’s CEO, the company’s senior executives promised analysts that Elsesser, known as a “legendary cost-cutter” at Ralston Purina, would lead Interstate in “cost cutting as never before.”
   

At the time of his appointment Elsesser acknowledged that more acquisitions might be in the offing.  Sullivan noted Elsesser’s ideal background to think about mergers and acquisitions and said, “Most of our growth historically has been mainly through acquisition.   It’s very difficult to grow the company without acquisitions.  I would say the next level is either making a major acquisition or becoming part of a larger food company.  I don’t know what the future holds, but we need to be a larger supplier because our customers are consolidating and they’re becoming larger.” 

Retirement and Stock Purchase and Incentive Plans. 

Interstate had four types of retirement plans.  Union employees were covered by multi-employer pension plans.  For employees not covered by union plans Interstate maintained a defined contribution retirement plan with contributions based upon a percentage of annual compensation plus a percentage of voluntary employee contributions.   The company had also established a Supplemental Executive Retirement Plan (SERP) as of June 2, 2002 as a means of retaining executives and selected senior managers.  The plan provided benefits to these selected employees.  Benefits were 1.8% of the participant’s final average salary multiplied by the number of years the individual had served with a maximum of twenty years.  In 2003 Interstate formed a rabbi trust
 to protect the assets of the employees who were participants in the plan.

In 1991 Interstate had formed a non-compensatory Employee Stock Purchase Plan for eligible employees.  As of May 31, 2003 232K shares remained to be issued under the plan.  In addition in 1996 the company adopted a Stock Incentive Plan that permitted the company to grant employees and directors stock awards, including stock options.  The options were granted at prices not less than the fair market value at the date the grant was made.  On May 31, 2003 three million shares (17.2%) remained to be awarded.  The stock options generally vested in one to three years from the date of grant and were granted for a term not to exceed 10 years.  (See Exhibit 10 for summary of Interstate’s retirement plans.)

Interstate’s Unionized Employees

Of the 32,000 Interstate employees approximately 80% belonged to unions.  The company managed approximately 550 union contracts with two unions --- the International Brotherhood of Teamsters and the Bakery, Confectionery, Tobacco workers and the Grain Millers International Union.  A typical union employee did not have a post-secondary education, but union employment offered opportunity to earn above average wages, participate in a company-paid retirement plan, and receive a paid medical benefit.  Typically, union contracts were renegotiated every three to five years.  Regarding its contracts the company said, “None of the individual collective bargaining agreements is material to our consolidated operations.  However, because our union groups are concentrated in the two organizations…contract negotiation with any local unit can involve the threat of strike by other union members at other IBC facilities.”
  Further, the company noted that its labor costs were higher than non-unionized competitors and “…our ability to implement productivity improvements is lower than in many nonunion operations as a result of various restrictions specific in our collective bargaining agreements.”

The firm described its relations with its union and nonunion employees as “generally good.”  However, thousands of disgruntled Interstate Bakeries had written letters to management complaining about their low pay and under-appreciated work.  Employees had established a website www.twinkies.org.  Site managers made clear that the “site was not affiliated in any way, nor sponsored, supported or endorsed by Interstate Brands Companies.”  And that they had “…decided to create this Web Site to give others an opportunity to present their views and tell their own stories.”  A “messboard” on the site gave people opportunity to do so.  Postings were identified as coming from a variety of people including employees (not all disgruntled), customers, shareholders, students (where can I get information for a case assignment?), and members of the general public.

The first postings occurred in April 2001.  One of the earliest postings came from a person, who identified himself as working at the Wayne NJ Interstate facility.  That posting said:

When is thesic).

Employees charged that Interstate management replied to their concerns in a confrontational manner and did not try to rectify any of the employee complaints.  There were several employee lawsuits filed.  One was a racial discrimination suit filed in San Francisco in which the plaintiffs claimed that management created a hostile working environment, that there was discrimination in promotions, and that there had been there were racial slurs at the San Francisco, Oakland, and San Jose facilities.  The court awarded a total of $11 million in compensatory damages to 21 Bay Area employees and $121M in punitive damages to 19 of the plaintiffs.  Under appeal the judge reduced the compensatory damages to $3M and the punitive damages to $24M.  

Financial Results

Over the ten years 1994 to 2003 Interstate Bakeries’ revenues rose from $1.1M to $3.5M in 1999 and remained at approximately that level through 2003.  The company was profitable every year until 2004.  Net income rose from $16M to a high of $128M in 1998 and generally decreased thereafter to $27M in 2003 to the loss in 2004.   Meantime, long-term debt had increased almost steadily from $201M to $529M.  (See Exhibit 1 for selected financial data.) Partly because of the company’s purchase of treasury stock (See Exhibit 11 for Interstate’s cash flows from operations, investment, and financing activities.), stockholders equity had fallen from a high of $604M in 1999 to $326M in 2003.  The company’s available cash had dropped to zero in 1996 and remained there as the company struggled through the next eight years.

The company’s production and distribution facilities were high fixed cost operations.  In 2004 the company experienced net sales and unit volume declines.  In addition to fixed costs, the company’s product costs included ingredients, packaging, energy, and labor.  Ingredients and energy had been subject to rapid and difficult to predict changes while the company could adjust its prices much more slowly.  The largest cost for the company was labor.  Benefits were a significant portion of labor costs.  However, as the firm put it, “social welfare costs have been rising more rapidly than inflation…such costs are likely to continue to outpace inflation.”  The company had changed its non-union retiree health care costs by revising the contribution levels (effective January 1, 2004).  The firm expected the change in policy to save approximately $10M to $12M annually in pre-tax post-retirement benefit expense.

Along with its competitors, the company had adopted industry innovations in logistics and computerized inventory control.  The financial savings resulting from SOAR were uncertain, although expected to be significant.  Even before initiating SOAR, IBC had begun to restructure.  For example, during 2003 the company had closed five bakeries and 96 thrift stores in addition to restructuring some of its other facilities.  The results of the 2003 restructuring moves were estimated to be pre-tax annual savings of $10M to $12M, a result of reductions of:

· $6.5M to $8M cost of product 

· $3M to $3.5M selling, delivery, and administrative expenses 

· $450K non-cash depreciation

However, the moves had not been sufficient to overcome the company’s languishing profitability.  

To date in fiscal year 2004, Interstate had announced the closing of an additional three plants (Grand Rapids, MI; San Pedro, CA; and Milwaukee, WI).  The continuing benefits from these moves, although promising, were uncertain.  The company had suspended its dividend in March 2004 citing a number of factors including the growing popularity of low-carbohydrate diets as a significant reason, and concerns that the auditors would include a paragraph in their report saying, “There may be substantial doubt about the company’s ability to continue as a going concern.”
   In addition, the company was undergoing an internal investigation focused on the $40M shortfall in the reserve for workers’ compensation claims.   As a result of the accounting difficulties, the firm had just announced that its year-end financial statements due at SEC in early August would be filed late, possibly by September 24.  In addition, the company’s new CFO, appointed in July, was reluctant to file the certification for the year-end financials.  The Sarbanes-Oxley Act required officers certify the filing.  Given the uncertainties it was not clear when the company would be in a position to actually submit the filling. 
  

The FTC had also filed deceptive advertising charges against Interstate.  Interstate ran an ad that claimed that Wonder Bread’s calcium content improved children’s brain functions and memory capabilities.  However, the FTC found no information or proof backing up these claims.  As a result, Interstate was barred from making certain types of health benefits claims on behalf of products unless the firm could provide adequate substantiation.

In addition, shareholders had filed seven class action lawsuits.  Two of the lawsuits charged that Interstate executives misrepresented material facts about the business, its operations, and its products during a conference call with analysts on September 17, 2001.  The lawsuits alleged that the misleading statements led shareholders purchase millions of dollars of stock at inflated prices that had had declined sharply shortly thereafter. 

The Ralston Purina Stock Holding

After Ralston Purina sold Continental to Interstate in 1995, Ralston owned 45% of Interstate’s shares.  Under the terms of the deal, Ralston Purina had until September 2000 to reduce its share of Interstate’s stock holdings to 20%.  In late July 2000 the two firms renegotiated the agreement.  Interstate had previously purchased some of the shares at market price.  During summer 2000 Interstate repurchased sufficient shares to reduce Interstate’s stake to 29.5%, and the two firms agreed that Ralston would be required to cut its stake to 15% by Aug. 1, 2004 and to 10% by Aug. 1, 2005.
  In January 2001 Ralston agreed to an acquisition by international food giant Nestle.  Nestle had indicated it didn’t want to retain its IBC holdings.  The expectation was that Nestle would offer its 29.5% stake in the market or elsewhere.  Part of the difficulty was that Nestle was already encountering difficulties its new acquisition for which it had paid a premium.

The Challenge

As Elsesser well knew, the challenges facing Interstate were tremendous.  He had said, “We have great brands.  Our brands give us confidence that the journey will be worthwhile.  Hostess, Wonder, Merita, Dolly Madison, Home Price and Drake’s are among the most recognizable brands in the country…The ability to develop and maintain a positive, meaningful, brand image is a major point of difference between IBC and the competition.  Brand power is the competitive advantage that we are counting to drive our marketing strategy.”
  However, he wondered if the time had come to take a different approach to Interstate. Bankruptcy was certainly one option.  However, there had been interest in Interstate as a merger/acquisition target in the past.   For example, Unilever’s agreement to buy Bestfoods for $24.3B in mid-2000 had triggered heavy buying in Interstate’s stock.  At that time Interstate was expected to be a target.  Indeed Unilever reportedly considered making a bid for Interstate.  In mid-2001 Sara Lee announced its acquisition of Earthgrains at a significant premium.  At that time Interstate’s stock took a strong upturn because the rumor mill again had the company pegged as an expected takeover target.  At that time a Mexican firm had indicated interest in some quarters about making a bid for Interstate.  So, thought Elsesser, which should it be --- bankruptcy or merger/acquisition with another firm.

Exhibit 1.  Interstate Bakeries – Selected Financial Data 1993-2004

	 
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004

	Income Statement Figures 

(in millions; fiscal year June-May)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net Sales
	 
	$1,142.7 
	$1,222.8 
	$2,878.1 
	$3,212.4 
	$3,265.8 
	$3,459.4 
	$3,522.9 
	$3,496.5 
	$3,532.4 
	$3,525.8 
	 $3,467.5

	COGS
	 
	$58.2 
	$630.9 
	$1,453.2 
	$1,566.3 
	$1,541.9 
	$1,635.4 
	$1,672.2 
	$1,652.5 
	$1,675.5 
	$1,734.5 
	 

	Operating Income
	 
	$49.9 
	$57.3 
	$78.8 
	$191.1 
	$231.6 
	$224.5 
	$170.4 
	$147.1 
	$147.4 
	$83.3 
	($6.9)

	Interest Expense
	 
	$14.7 
	$17.7 
	$29.3 
	$22.6 
	$18.6 
	$23.1 
	$27.8 
	$47.1 
	$37.3 
	$40.3 
	 

	Income Before Taxes
	 
	$32.3 
	 
	 
	 
	 
	 
	 
	 
	 
	$43.1 
	 

	Net Income
	 
	$15.8 
	$20.7 
	$24.5 
	$97.2 
	$127.9 
	$126.2 
	$89.4 
	$61.1 
	$69.8 
	$27.5 
	($25.8)

	Profit Margin
	 
	1.4
	1.7
	0.8
	3.0
	3.9
	3.6
	2.5
	1.7
	2.0
	0.8
	 

	Balance Sheet Figures (in thousands)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	

	Cash
	$4.6 
	$5.0 
	$3.7 
	$0 
	$0 
	$0 
	$0 
	$0 
	$0 
	$0 
	$0 
	 

	Net Receivables
	$71.3 
	$71.7 
	$75.2 
	$179.5 
	$190.7 
	$198.6 
	$217.0 
	$204.7 
	$197.8 
	$197.1 
	$182.7 
	 

	Allowance for Doubtful Accounts
	$1.5 
	$1.6 
	$1.8 
	$3.6 
	$4.6 
	$4.1 
	$4.2 
	$4.6 
	$4.1 
	$4.2 
	$4.0 
	 

	Inventory
	$22.3 
	$21.0 
	$24.2 
	$67.3 
	$64.0 
	$66.4 
	$65.9 
	$78.8 
	$76.2 
	$80.1 
	$79.7 
	 

	Current Assets
	$118.7 
	$114.9 
	$120.3 
	$318.3 
	$325.2 
	$334.5 
	$348.8 
	$341.1 
	$336.9 
	$344.8 
	$349.9 
	 

	Property, Plant, and Equipment
	$329.4 
	$316.5 
	$346.4 
	$1,021.5 
	$1,076.4 
	$1,193.0 
	$1,328.2 
	$1,87.6 
	$1,457.3 
	$1,478.2 
	$1,555.5 
	$1.239.1 

	Total Assets, Total Equity & Liabilities
	$586.8 
	$574.8 
	$598.4 
	$1,486.5 
	$1,493.1 
	$1,550.0 
	$1,680.8 
	$1,51.9 
	$1,623.5 
	$1.602.9 
	$1.645.7 
	 

	Current Liabilities
	$117.9 
	$107.3 
	$109.2 
	$357.2 
	$348.5 
	$365.1 
	$355.2 
	$330.5 
	$347.4 
	$386.4 
	$425.6 
	 

	Long Term Debt minus current portion
	 
	$201.2 
	$212.2 
	$303.7 
	$251.0 
	$261.0 
	$369.0 
	$385.0 
	$555.9 
	$581.4 
	$528.8 
	$327.5 

	Total Liabilities
	 
	$387.4 
	$400.4 
	$1,026.2 
	$954.4 
	$984.8 
	$1,077.0 
	$1,60.2 
	$1,230.7 
	$1,301.7 
	$1,319.9 
	$932.6 

	Total Stockholders Equity
	$202.3 
	$187.4 
	$198.0 
	$460.2 
	$538.7 
	$565.2 
	$603.8 
	$591.7 
	$392.8 
	$301.2 
	$325.8 
	 

	Return on Equity
	 
	8.4%
	10.5%
	5.3%
	18.0%
	22.6%
	20.9%
	15.1%
	15.5%
	23.2%
	8.4%
	 

	Cash Flow figures
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cash Flow From Operations
	 
	$53.1 
	$49.7 
	$164.4 
	$196.2 
	$201.6 
	$187.5 
	$165.9 
	$182.2 
	$199.7 
	$156.4 
	 

	Cash Flows From Investment Activities
	 
	($26.2)
	($51.6)
	($272.3)
	($103.3)
	($135.1)
	($207.1)
	($84.4)
	($85.7)
	($67.8)
	($104.2)
	 

	Cash Flows From Financing Activities
	 
	($26.3)
	$.6 
	$104.2 
	($92.9)
	($66.5)
	$19.6 
	($81.5)
	($96.5)
	($131.9)
	($52.2)
	 

	Source:  1993-2003: Company Annual Reports and 10-Ks; 2004: 8-K August 10, 2004 press release summarizing preliminary results.

	


Exhibit 2

Interstate Bakeries Stock Price Relative to S&P 500
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Exhibit 3

Interstate Bakeries Corporation  - Consolidated Statement of Operations

Income Statement (000, except per share data) 

                                       
(unaudited)

                       

Sixteen Weeks Ended      Forty Weeks Ended

                     

 ----------------------  ---------------------

                       

March 6,    
March 8,   

 March 6,   
March 8,

                         

2004        

2003        

2004       

2003

                      

----------  

---------- 

 ---------- 

----------

Net sales             

$1,019,711  
$1,045,574  
$2,664,524 
$2,707,761

Cost of products

 sold                    

   505,032     
   522,543   
1,309,574  
1,320,992

                       

1,022,283   
1,044,130   
2,620,958  
2,626,926

Operating income (loss)   
   (2,572)      
       1,444      
    43,566     
   80,835

Interest expense - net    
  10,925      
     12,140      
   28,172     
   30,094

Income(loss) before

 income taxes            

  (13,497)    
    (10,696)     
    15,394    
   50,741

Net income (loss)     
               $   ( 6,607) 

$   ( 6,749) 
$   11,710 

$   32,018

Earnings (loss)

 per share:

  Basic              
               $    (0.15) 

$    (0.15)

$     0.26 

$     0.72

   Diluted             
               $    (0.15) 

$    (0.15) 

$     0.26 

$     0.71

Average shares

 outstanding:

  Basic                   

44,903      

44,783      

44,878     

44,537

  Diluted                 

44,903      

44,783      

45,211    

45,337

Notes:  FY04 3rd quarter included restructuring charges of $1.5M related to the closures and restructurings of bakeries and thrift store locations initiated during fiscal 2004 and 2003.  (Year-to-date: $4.2M) Also included a charge of  $3M related to a potential settlement of a securities class action.  FY03 3rd quarter included restructuring charges of $5M related to the fiscal 2003 closures and restructurings.  (Year-to-date: includes $6.5M.) Other charges of $3.6M were related to a common stock award.

Consolidated Condensed Balance Sheets 

 (In thousands)
                                    

   
(unaudited)

                                      

March 6,     
May 31,

                                        

2004        

2003

Assets                               

----------  

----------

  Current assets
                 

    331,504     
     349,895

  Property and equipment-net            
    815,656     
     853,473

  Total Assets


$1,597,351  
$1,645,691

Liabilities and Stockholders' Equity

  Total current liabilities            

 422,180     
     425,581

  Long-term liabilities                 

811,745     
     904,353

  Stockholders' equity                 

 333,426     
     325,757

Source:  Interstate Bakeries Corporation 10-Q 3rd Quarter, April 15, 2005.

Exhibit 4

Summary of Interstate Bakeries’ Mergers and Acquisitions
	Year
	Acquisition
	Other information/comments

	1930
	Year company was founded
	

	1937
	Shultz Baking Co.
	Increases capacity and eliminates a local competitor

	1943
	Supreme Baking co.
	Los Angeles, CA

	1950
	O’Rourke Baking co.
	Buffalo, NY; expansion and strategically located geographically

	1951
	Mrs. Karl’s Bakeries
	Milwaukee, Wisconsin

	1954
	Ambrosia Baker Co.
	Cake baking

	
	Remar Baking Co.
	Cake Baking

	
	Butter Crème Baking co.
	Cake Baking

	1957
	Campbell-Sell Baking co.
	Denver, Colorado

	1959
	Kingston Cake Bakery
	Cake operation – Pennsylvania

	1960
	Cobb’s Sunlit Bakery
	Green Bay, Wisconsin

	
	Schall Tasty Baking
	Traverse City, Michigan

	
	Sweetheart Bread Co.
	

	
	Hart’s Bakeries, Inc.
	

	1968
	Millbrook Bread Operations
	Acquired from National Biscuit Co., included seven bakeries in upstate New York and a fleet of 700 delivery trucks.  (Total # of Interstate motor delivery trucks 4K)

	
	Baker Canning Co.
	Wisconsin-based food processor of fruits and vegetables

	1974
	Nolde Brothers Inc.
	$500K

	
	Divest canning operations
	

	1979
	Interstate Bakeries succumbs to hostile takeover by Hartsdale, NY based DPF
	DPF pays $37M for 37% of the stock which represents a controlling interest; takes company private

	1985
	Purity Baking Co.
	Major brands include Sunbeam Bread and Steward Sandwiches

	1987
	Merita/Cotton’s Bakeries
	A unit of American Bakeries Co.

	1995
	Continental Baking Co.
	In January 1995 Interstate agreed to acquire Continental Baking Company from Ralston Purina for $330M in cash and 16.9M shares of newly issued Interstate stock valued at $13.875, a total of $560M cash and stock.  The 16.9M shares of stock represented 45% of the firm.  Under the terms of the agreement, Ralston’s stake was to be reduced to 15% by August 15, 2000.

	1997
	San Francisco French Bread
	Acquired from Specialty Foods

	
	Marie Calendar’s Crouton Brand
	Acquired from International Commissionary

	1998
	John J. Nissen Baking and Drake’s
	A bakery of snack cakes owned by Canada’s Culinary, Inc.

	1999
	Unsuccessful attempt to acquire Culinar which owns the Hostess trademark in Canada
	Interstate is outbid by Canada’s Saputo Group

	
	
	


Exhibit 5

Interstate Bakeries – Major Historical Milestones

	Date
	Event

	1930
	Ralph Leroy Natziger, a baker, founds Interstate Bakeries in Kansas City, Missouri.  The Company is a bread wholesaler.

	1930s & 1940s
	Period of high growth; company undertakes multiple acquisitions.

	1950s
	Diversification into the cake industry through acquisitions.

	1960
	Revenues $191M (compared to $124M in 1959) 

	1965
	Company shuts down several factories including the Schall Tasty and Butter Cream Baking units as well as the bakery in Buffalo, NY.

	1969
	Company, now the third-largest wholesale baking company, changes its name to Interstate Brands Corp. Brand names include Butternut, Blue Seal and Dolly Madison cakes.

	1979
	Along with acquiring 37% controlling interest DPF moves headquarters to Hartsdale, New York.  DPF closes 17 factories and purchases 19 new properties over the next five years.  Revenues are 70% bread and 30% cake. 

	1981
	DPF exits the data processing industry by liquidating its data processing assets.  The company’s total focus is on bakery activities.  Changes name to Interstate Bakeries.  Data processing asset liquidation results in a $50M tax break.  However, the bakery operations labor with a heavy financial burden.

	1982
	Interstate moves headquarters back to Kansas City.  White bread sales decline and the company’s financial fortunes spiral downward.  Plans to merge with American Bakeries Co. go awry.

	1983
	The company incurs its first loss.

	1984
	Losses are $4.2M.  Interstate takes a $21M write-down on assets and leverages its pension fund to pay its debt.  The firm increases advertising efforts, especially products other than non-white break products.  The firm introduces new products, closes five plants and spends $110M to refurbish existing operations.

	1987
	Interstate earns $13.5M.  Newly formed IBC Holding Corp. buys Interstate’s outstanding shares and takes the company private.

	1988
	Charles Sullivan is appointed president and CEO; Sullivan is formerly Merita CEO

	1989
	IBC sales exceed $1B for the first time.

	1991
	IBC changes name back to Interstate Bakeries.  A public issue of shares raises $250M.   The inflow of funds is used to pay down debt which had ballooned after the Merita purchase.

	1993
	Interstate decentralizes operations under Sullivan’s leadership.

	1996
	CEO Sullivan reorganizes the company into three geographic divisions --- eastern, central, and western.  The three divisional EVPs are responsible for the Interstate and Continental brands as well as operations in their geographic areas.

	1997
	Ralston Purina issues $420M in stock appreciation income linked securities (SAILS).  These instruments will convert to Interstate shares in 2000.

	
	Interstate declares a two-for-one stock split.

	
	Interstate’s debt-to-equity ratio moves from 52% to 37%.

	
	In settlement of the antitrust issues surrounding the acquisition of Continental Bakery, Interest divests California marketed Weber’s white bread brand and Chicago-based Butternut bakery.

	1998
	Sales break $1M again.  

	
	Interstate expends $100M on a 280K sq. ft. facility in Biddeford, Maine, one of the largest showcase bakeries in the world as well as a Toledo bakery with a 250K loaf of break per day capacity.

	
	The company’s share price reaches an all-time high of $34.375.  Then the company announces second quarter earnings will fall below expectations.  The stock plunges 25% in two hours on October 30.  

	1999
	Share price is stuck at $22.75, even though analysts predicted $30.

	
	The company creates a poison pill, a shareholder rights plan designed to discourage hostile takeovers.

	
	Ralston Purina must reduce its shares to less than 15% by 2000.  However,  the company claims that the poison pill restricts its efforts to sell more than a 15% stake since such a move would trigger the poison pill and force the buyers to deal directly with Interstate’s Board of Directors.

	
	Interstate operates 70 bakeries in 29 states.  Products are sold in grocery and convenience stores, as well as through the company’s 1500 thrift bakeries, retail outlets that sell Interstate products nearing their date of expiration..

	
	Bread brands include Wonder (the best selling bread brand name in the U.S.), Home Pride, Holsum, Butternut, Sunbeam, and Merita.  

	
	Snack cake brands include Dolly Madison, Hostess, and Drake’s.

	
	Other Interstate products include croutons, bagels, breakfast pastries, rolls, English muffins, and stuffing.

	
	Revenues are $3.45B and the number of employees is 34K.

	2000
	Interstate temporarily suspends its poison pill provision and begins negotiations with Ralston Purina.

	
	Ralston agrees to reduce its Interstate stake to 20% or less by September 30; to less than 15% by August 1, 2004; and to less than 10% by August 1, 2005.  Once the agreement is finalized, Interstate reintroduces its poison pill provision.  

	
	Financial performance declines significantly.  Net earnings drop to $89M from $126 in 1999.

	
	The company coped with labor troubles, rising fuel prices, as well as flooding of its Rocky Mount, North Carolina Merita baking facilities.

	
	August 2000 a San Francisco court awards $126M to 19 Wonder/Hostess bakery employees in a racial discrimination suit.

	
	The company declares its confidence in its “Powerhouse Brands” to stimulate profitable sales growth.

	2001
	Net income drops to $61M on sales of $3.5B.

	2002
	James Elsesser is appointed CEO.  Sullivan remains as Chairman.  Sales grow 1.6% to $3.5B.  Net income increases to $70M, about two percent of sales.

	2003
	Announced initiation of SOAR, a major organizational reorganization program.  Closed five bakery facilities.  Launched new advertising campaigns for Wonder bread, Hostess cakes, and Home Pride Country breads.  

	2004
	Sales and profit declined.  (March): suspended dividend payment.  Audit Committee initiated an investigation regarding for workers’ compensation and other reserves.  Filed intent to delay filing 10-K.  Continued to close bakeries.

	Sources:  Adapted from Business & Company Resource Center and Datamonitor and Interstate Bakeries Corporation SEC filings.


	Exhibit 6

Interstate Bakeries

Products and Brand names

	Products
	
	Brands – Bread

	Breads: White, variety, crusty, reduced calorie
	
	National:  Wonder, Home Pride, Bread du Jour, Mrs. Cubbison’s, Marie Callender’s

	Other bread products:  English muffins, Croutons, Hamburger and hot dog buns
	
	Regional: Beefsteaks, Brown’s Classic, Bunny, Buttermaid, Butternut, Colombo, Cotton’s Holsum, Country Kitchen, DiCarlo, Eddy’s Emporer Norton, Grandma Emilie’s, Holsum, J.J. Nissen, Merita, Millbrook Farms, Parisian, Roman Meal, Sunbeam, Sun-Maid, Sweetheart, Toscano, Weber’s

	Brand Names:

National:  Wonder, Hostess, Home Price

Regional: Butternut, Dolly Madison, Drake’s, Merita

Private Label Names:  Numerous
	
	

	
	
	Brands – Cakes

	
	
	National and Regional: Hostess, Drake’s, Dolly Madison

	Trademarks –

	National and Regional:  Wonder, Hostess, Home Pride, Butternut, Dolly Madison
	
	Product Trademarks:  Twinkies, HoHos, Zingers

	
	
	

	Source: Interstate Bakeries Corporation, 2003 Annual Report 


Exhibit 7

Visit to Interstate Bakeries Bakery
	
	Interstate’s Lenexa, KS facility produces white bread and hamburger/hotdog buns.  From the beginning of the production process automation is apparent.  The mixing of the product requires little labor for the process.  The labor required is for non-essential ingredients to the mixing process.  Even the process of punching down the dough is automated.  After the mixing process, the dough is cut and transferred via a conveyor belt to the cutting department.  The product is then cut, rolled out to the correct size, and cut for the appropriate products (bread or buns).  Once this has been completed, the product is then put in the appropriate pans and placed in a warmer for the dough to expand.  The warmer is an enlarged enclosure which operates as a track system.  The product is moved around the warmer in circles to ensure consistency.  Once the product has completed the ‘track’ the product is transferred to the oven.  The baking time for the bread is approximately 18 minutes.  When the product exits the oven it will be at a temperature of 202 degrees.  Shortly after leaving the oven, the product is separated from the baking pans.  This is completed through a process of blowing air on the product.  The air slightly lifts the product from the baking pan and then suction cups lift the product.  The product is placed on a conveyor belt for cooling.  Cooling occurs while the bread moves around the room on conveyor belts.  Once the product is at an acceptable temperature, the product is packaged.  Packing is automatic using an air machine to open the bag while an electronic arm pulls the bag over the product.  Each product is tied off using a color-coded twisty tie system.  The twisty tie system is used to quickly identify the stale day for the products.

The bakery normally operates five days a week and is capable of running 24 hours a day for seven days a week.  However, since the route sales personnel have days off on Wednesday and Sunday, the bakery normally does not operate on Monday and Friday.


	


	 
	Source:  Visit by the UMKC research team to Interstate’s Lenexa, KS bakery.  
	


Exhibit 8-A

Interstate Bakeries’ Organizational Values

	Operate as one company

	Earn an appropriate return for investors

	Be responsive to customers and customer’s needs

	Be driven by strategy

	Embrace change

	Operate as a team

	Embrace diversity

	Provide opportunities for employee growth.

	Make fact-based decisions

	Be consistent in and accountable for timely actions

	Source:  Posted at Interstate Bakeries Lenexa, Kansas plant; March 2005.

	


Exhibit 8-B

Interstate Bakeries Code of Conduct

	Interstate employees are expected to act in accordance with the following principles:

	1. Honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest between personal and professional relationships

	2. Full, fair, accurate, timely, and understandable disclosure in reports and documents that the Company files with, or submits to, the Securities and Exchange Commission (“SEC”) and in other public communications made by the Company.

	3. Compliance with all applicable governmental laws, rules and regulations.

	4. Prompt internal reporting to an appropriate person or persons identified in this Code regarding any violations of this code.

	5. Accountability for adherence to this code.

	Source:   http://www.careerbuilder.com; accessed March 8, 2005.

	


Exhibit 9

Interstate Bakeries Board of Directors
	Name of Director
	Committee Memberships
	Year Appointed
	Background

	Leon Benatar (Presiding Director)
	NA
	1991
	Principal in Benatar and Associates since May 1996.  Previously Chairman of the Board Engraph, Inc., manufacturer of packaging and product identification materials.  Prior to June 1995 served as Chairman, President, and CEO of Engraph for more than five years.  Sonoco Products Company, also a manufacturer of packaging and product identification materials in acquired Engraph in October 1992.  At Sonoco served as Sr. VP and director October 1992 through May 1996.  Also a director of Aaron Rents, Inc. a furniture and appliance retailer and Praxar Corporation, a provider of identification and tracking solutions to retailers and apparel manufacturers.  From January 1, 1994 to December 31, 1995 served as Chairman of the Federal Reserve Bank of Atlanta.

	Michael J. Anderson
	Audit

Nominating

Corporate Governance
	1998
	The Anderson, Inc.: President, CEO, and Director of since January 1999; President and COO from 1996 through 1998; VP and General Manager of the Retail Group 1994-1996; VP and General Manager Grain Group 1990-1994.  Also Director at Fifth Third Bank in northwest Ohio.

	G. Kenneth Baum
	Finance

Nominating

Corporate Governance
	1998
	George K. Baum Group, Inc., a Kansas City, Missouri based investment firm: Chairman of the Board for since April 1994; President 1957-1982; President and Chairman until April 1994.  Is a 10% owner of the company that provides flour to Interstate Bakeries.  Company played a major role in the financing sources when Interstate went public in the 1990s.

	Robert B. Calhoun
	Audit

Compensation
	1991
	Managing Director of Monitor Clipper Partners for more than five years.  Also director of Avondale Mills, Inc. and The Lord Abbett Family of Funds.

	Frank E. Horton, Ph.D.
	Audit

Compensation
	1992
	Served as Principal Associate at Horton and Associates Consultants in Higher Education in Bayfield, Colorado since 1999.  Interim Dean of Biological Sciences at University of Missouri-Kansas City August 2003 to February 2003.  Interim President of Southern Illinois University from February 2000 to October 2000.  president of University of Toledo for over one year prior to 1999.

	Richard Metrick
	Compensation

Nominating

Corporate Governance
	2000
	Senior Managing Director in Investment Banking Department of Bear Stearns & Co., Inc. for over five years.

	Charles A. Sullivan
	NA
	1989
	Interstate’s former Chairman of the Board for over five years.  Also Interstate’s CEO from 1997 to 2002 following a long history with the company.  Was compensated in excess of $9.8M upon retirement from Interstate in 2002.  Also director of UMB Bank, N.A. and The Andersons, Inc.  Interstate maintains the firm’s banking business at UMKC Bank, N.A.

	Ronald L. Thompson
	NA
	2003
	Chairman of the Board and CEO of Midwest Stamping Company, Maumee, Ohio

	Source:  Interstate Bakeries Corporation, Proxy, August 25, 2003 and Forbes, http://www.forbes.com/finance/mktguideapps/person/infro…; accessed 3/1/10/05.


Exhibit 10

Interstate Senior Executives 

	Name
	Title
	Background
	Compensation

	
	
	
	Salary
	Bonus
	Options
	Other

	Charles Sullivan
	Chairman of the Board
	CEO until September 30, 2002
	265K
	0
	0
	9.6M

	James Elsesser
	Chief Executive Officer  
	Member of IBC board since 1996; previously CFO of Ralston Purina
	468K
	245K
	340K
	6,623

	Michael D. Kafoure
	President and Chief Operating Officer 
	With IBC since 1999
	461K
	0
	100
	22K

	Ronald Hutchison*
	CFO
	Appointed July 2004
	Na
	Na
	Na
	Na

	Kent McGill
	VP, General Counsel, and Secretary.  
	Previously VP, General Counsel, and Corporate Secretary at Layne Christensen for over three years.
	216K
	30K
	85K
	23K

	Laura D. Robb
	VP and Corporate Controller since 2000
	Previously Assistant Corp. Controller of an Interstate subsidiary for over four years
	Na
	Na
	Na
	Na

	
	
	
	
	
	
	

	Source:  Interstate Bakeries Corporation, Proxy, August 25, 2003 and Forbes (http://forbes.com/finance/mktguideapps/personinfro….; accessed 3/10/05.

	*Previous CFO was Frank W. Coffey with a salary of $255K, bonus of 0, 30K options, and $24K other.


Exhibit 11

Summary of Interstate’s Retirement Plans

	Type of Plan
	Employees covered - No. or %
	2003 ($000; % of total)
	2002
	2001

	Defined Benefit Plan
	800
	  4  (   0.01)
	     205 (
	(3,067)

	Defined Contribution Plan
	20%
	18,400 (   12.1)
	19,859 (
	16,176

	Supplemental Employee Retirement Plan*
	Select employees
	4,421  (    2.9)
	
	

	Union Pension Plan
	80%
	129,785 (  85.0)
	119,555 (
	118,333

	Total Expense
	NA
	170,267 (100.0)
	(100.0)
	(100.0)

	*Established 6/2/02
	
	
	
	

	
	
	
	
	


Exhibit 12

Interstates Bakeries Cash Flows 1993-2005
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Closing price of Interstate Bakeries August 8, 2004:  $9.18
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Exhibit 7.1: Cash Flows Of Interstate Bakeries
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Exhibit 7.3: Combined COGS And SD&A Costs



Financials

				1993		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004

		Income Statement Figures (in thousands)

		Net Sales				$1,142,684		$1,222,779		$2,878,180		$3,212,431		$3,265,842		$3,459,377		$3,522,929		$3,496,482		$3,532,423		$3,525,780

		COGS				$581,226		$630,884		$1,453,191		$1,566,265		$1,541,920		$1,635,383		$1,672,168		$1,652,518		$1,675,504		$1,734,494

		Operating Income				$46,883		$57,293		$78,758		$191,143		$231,592		$224,477		$170,398		$147,103		$147,357		$83,268

		Interest Expense				$14,745		$17,745		$29,310		$22,592		$18,624		$23,113		$27,809		$47,086		$37,266		$40,262

		Income Before Taxes				$32,282																		$43,093

		Net Income				$15,754		$20,697		$24,463		$97,177		$127,924		$126,155		$89,388		$61,125		$69,789		$27,450		$659,922

		Profit Margin				1.3787		1.6926		0.8499		3.0250		3.9170		3.6468		2.5373		1.7482		1.9757		0.7786

						-43.5294%								(0.801)

		Balance Sheet Figures(in thousands)																								Change

		Cash		$4,603		$5,046		$3,726		$0		$0		$0		$0		$0		$0		$0		$0

		Net Receivables		$71,258		$71,734		$75,184		$179,538		$190,747		$198,644		$216,984		$204,660		$197,832		$197,083		$182,738

		Allowance for Doubtful Accounts		$1,511		$1,645		$1,792		$3,606		$4,577		$4,106		$4,240		$4,638		$4,069		$4,200		$4,000

		Inventory		$22,330		$21,020		$24,207		$67,254		$63,962		$66,427		$65,861		$78,840		$76,208		$80,139		$79,728

		Current Assets		$118,736		$114,906		$120,349		$318,273		$325,162		$334,458		$348,750		$341,147		$336,925		$344,832		$349,895

		Property, Plant, and Equipment		$329,447		$316,462		$346,409		$1,021,568		$1,076,436		$1,193,010		$1,328,243		$1,387,627		$1,457,251		$1,478,183		$1,555,523		$1,239,061		3.9154

		Total Assets, Total Equity & Liab		$586,756		$574,791		$598,441		$1,486,460		$1,493,087		$1,549,986		$1,680,775		$1,651,925		$1,623,496		$1,602,942		$1,645,691

		Current Liabilities		$117,906		$107,293		$109,154		$357,222		$348,516		$365,088		$355,196		$330,457		$347,408		$386,389		$425,581																																																																								Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities

		Long Term Debt minus current portion				$201,235		$212,205		$303,651		$251,000		$261,000		$369,000		$385,000		$555,937		$581,438		$528,771		$327,536		1.6276

		Total Liabilities				$387,350		$400,404		$1,026,213		$954,365		$984,831		$1,076,972		$1,060,248		$1,230,691		$1,301,712		$1,319,934		$932,584		2.4076

		Total Stockholders Equity		$202,315		$187,441		$198,037		$460,247		$538,722		$565,155		$603,803		$591,677		$392,805		$301,230		$325,757

		Return on Equity				8.4048%		10.4511%		5.3152%		18.0384%		22.6352%		20.8934%		15.1076%		15.5612%		23.1680%		8.4265%

																		$196,438

																		0.5102

		Return

														-53.286%

		Cash Flow figures

		Cash Flow From Operations				$53,087		$49,666		$164,386		$196,173		$201,622		$187,541		$165,918		$182,212		$199,723		$156,419

		Cash Flows From Investment Activities				($26,297)		($51,622)		($272,322)		($103,266)		($135,131)		($207,149)		($84,404)		($85,672)		($67,815)		($104,195)

		Cash Flows From Financing Activities				($26,347)		$636		$104,210		($92,907)		($66,491)		$19,608		($81,514)		($96,540)		($131,908)		($52,224)

		Other Figures

		Materials Cost %

		Selling and Admin Cost %

		Restructuring Charges

		Operating Lease Costs





Ratios

				1994		1995		1996		1997		1998		1999		2000		2001		2002		2003

		Gross Profit		$561,458		$591,895		$1,424,989		$1,646,166		$1,723,922		$1,823,994		$1,850,761		$1,843,964		$1,856,919		$1,791,286

		Net Profit After Tax

		Working Capital		$7,613		$11,195		($38,949)		($23,354)		($30,630)		($6,446)		$10,690		($10,483)		($41,557)		($75,686)

		Current Ratio		1.0709552347		1.1025615186		0.8909669617		0.932990164		0.9161024191		0.9818522731		1.0323491407		0.9698251048		0.8924477664		0.822158414

		Quick Ratio		0.7156105245		0.7229235759		0.5025950249		0.5473120316		0.544098957		0.6108852577		0.6193241481		0.5694514807		0.5100636923		0.4293847705

		Inventory Turnover		26.8155017301		27.8985561722		31.7772821202		23.8730795025		23.6510748606		24.7245857523		23.1120448373		21.3162117538		21.4331455033		21.6992124704

		Receivable Turnover		$10.44		$10.93		$17.08		$11.44		$11.01		$11.04		$10.81		$11.27		$11.68		$11.97

		Return On Assets		0.0561630227																		0.0261853531						-0.533761684		-53.3761683952

		Return on Equity		0.1656523569																		0.1374605853						-0.1701863595		-17.0186359473

		Profit Margin

		Financing and Investment Spending

																										Total (000's)		Total

		Acquistions:		$0		($3,103)		($225,912)		($43,618)		($43,743)		($106,180)		($3,259)		$0		$0		$0				($425,815)		($425,815,000)		($1,102,366,000)

		additions to PPE		($31,163)		($34,272)		($47,658)		($78,418)		($97,664)		($108,029)		($93,092)		($88,127)		($74,960)		($98,849)				($752,232)		($752,232,000)

		sale of assets		$6,296		$1,167		$1,945		$19,291		$4,013		$7,616		$18,614		$2,791		$7,473		$6,475				$75,681		$75,681,000

																														($676,551,000)

		Treasure Stock Purchases		($20,621)		($283)		($519)		($12,481)		($91,687)		($77,167)		($85,211)		($244,953)		($158,325)		($189)				($691,436)		($691,436,000)

																						Net Outflows				($1,793,802)		($1,793,802,000)

		Percentages of Net Sales		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003

		Gross Profit		49.1		48.4		49.5		51.2		52.8		52.7		52.5		52.5		52.6		50.8

		Cost of Good Sold (COGS)		50.9		51.6		50.5		48.8		47.2		47.3		47.5		47.5		47.4		49.2

		Selling, Delivery and Administrative Expenses (S,D,&A)		41.4		41		43		42.1		42.6		43.1		44.5		45		44.9		45.4

		Combined COGS and SD&A		92.3		92.6		93.5		90.9		89.8		90.4		92		92.5		92.3		94.6

														5.35%





Stock Price Changes

				Raw Stock Quote						Divide Factor				Split Adjusted				S&P 500

		1994

														IBC Stock Price		S&P 500 Close Price Divided By 100										Close Price		Net Income Divided by 1000

				13.25						2		Jan-95		6.625		4.7042		470.42						Jun-95		14.50		$20.70				$20,697

		1995		14.5		End of First Quarter				2		Apr-95		7.25		5.1471		514.71						Jun-96		27.88		$24.46				$24,463

				16.5						2		Jul-95		8.25		5.6206		562.06						Jun-97		54.88		$97.18				$97,177

				21.125		0.06				2		Oct-95		10.5625		5.815		581.5						Jun-98		32.06		$127.92				$127,924

				22.375						2		Jan-96		11.1875		6.3602		636.02						Jun-99		22.00		$126.16				$126,155

		1996		24.5						2		Apr-96		12.25		6.5417		654.17						Jun-00		14.56		$89.39				$89,388

				26.75						2		Jul-96		13.375		6.3995		639.95						Jun-01		15.15		$61.13				$61,125

				36.5						2		Oct-96		18.25		7.0527		705.27						Jun-02		26.75		$69.79				$69,789

				49.125						2		Jan-97		24.5625		7.8616		786.16						Jun-03		13.14		$27.45				$27,450

		1997		47.625						2		Apr-97		23.8125		8.0134		801.34

				59.3125						2		Jul-97		29.65625		9.5429		954.29

				68.875		11/3/97		stock split		2		Oct-97		34.4375		9.1462		914.62

				37.375						1		Jan-98		37.375		9.8028		980.28

		1998		32.625						1		Apr-98		32.625		11.1175		1,111.75

				33.3125						1		Jul-98		33.3125		11.2067		1,120.67

				31						1		Oct-98		31		10.9867		1,098.67

				26.4375						1		Jan-99		26.4375		12.7964		1,279.64

		1999		21.5625						1		Apr-99		21.5625		13.3518		1,335.18

				22.4375						1		Jul-99		22.4375		13.2872		1,328.72

				23						1		Oct-99		23		13.6293		1,362.93

				18.125						1		Jan-00		18.125		13.9446		1,394.46

		2000		14.25						1		Apr-00		14.25		14.5243		1,452.43

				14						1		Jul-00		14		14.3083		1,430.83

				14.625						1		Oct-00		14.625		14.294		1,429.40

				14.0625						1		Jan-01		14.0625		13.6601		1,366.01

		2001		15.28						1		Apr-01		15.28		12.4946		1,249.46

				16						1		Jul-01		16		12.1123		1,211.23

				25.5						1		Oct-01		25.5		10.5901		1,059.01

				24.18						1		Jan-02		24.18		11.302		1,130.20

		2002		24.21						1		Apr-02		24.21		10.7664		1,076.64

				28.88						1		Jul-02		28.88		9.1162		911.62

				26.57						1		Oct-02		26.57		8.8577		885.77

				15.25						1		Jan-03		15.25		8.557		855.7

		2003		10.5						1		Apr-03		10.5		9.1692		916.92

				12.7						1		Jul-03		12.7		9.9031		990.31

				15						1		Oct-03		15		10.5071		1,050.71

				14.23						1		Jan-04		14.23		11.3113		1,131.13

		2004		11.37						1		Apr-04		11.37		11.073		1,107.30

				10.85						1		Jul-04		10.85		11.0172		1,101.72

				3.9						1		Oct-04		3.9		11.302		1,130.20

				6.4						1		Jan-05		6.4		11.8127		1,181.27

		2005		5.9		first quarter end				1		Apr-05		5.9		11.7292		1,172.92

										1				0
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Short-Term Liquidity

		1.0709552347		0.7156105245

		1.1025615186		0.7229235759

		0.8909669617		0.5025950249

		0.932990164		0.5473120316

		0.9161024191		0.544098957

		0.9818522731		0.6108852577

		1.0323491407		0.6193241481

		0.9698251048		0.5694514807

		0.8924477664		0.5100636923

		0.822158414		0.4293847705



Current Ratio

Quick Ratio

Years

Short-Term Liquidity



Mounting Liabilities
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Long Term Debt minus current portion

Total Liabilities

Years

Dollars

Mounding Liabilities



Grapth Builder

		

				94

		Cash		$5,046		$3,726		$0		$0		$0		$0		$0		$0		$0		$0

		Cash Flow From Operations		$53,087		$49,666		$164,386		$196,173		$201,622		$187,541		$165,918		$182,212		$199,723		$156,419

		Cash Flow From Investment Activities		($26,297)		($51,622)		($272,322)		($103,266)		($135,131)		($207,149)		($84,404)		($85,672)		($67,815)		($104,195)

		Cash Flow From Financing Activities		($26,347)		$636		$104,210		($92,907)		($66,491)		$19,608		($81,514)		($96,540)		($131,908)		($52,224)

		Current Assets		$114,906		$120,349		$318,273		$325,162		$334,458		$348,750		$341,147		$336,925		$344,832		$349,895

		Current Liabilities		$107,293		$109,154		$357,222		$348,516		$365,088		$355,196		$330,457		$347,408		$386,389		$425,581																																																																								Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities

		Long Term Debt minus current portion		$201,235		$212,205		$303,651		$251,000		$261,000		$369,000		$385,000		$555,937		$581,438		$528,771

		Total Liabilities		$387,350		$400,404		$1,026,213		$954,365		$984,831		$1,076,972		$1,060,248		$1,230,691		$1,301,712		$1,319,934
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Exhibit 7.3: Combined COGS And SD&A Costs



Financials

				1993		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003		2004

		Income Statement Figures (in thousands)

		Net Sales				$1,142,684		$1,222,779		$2,878,180		$3,212,431		$3,265,842		$3,459,377		$3,522,929		$3,496,482		$3,532,423		$3,525,780

		COGS				$581,226		$630,884		$1,453,191		$1,566,265		$1,541,920		$1,635,383		$1,672,168		$1,652,518		$1,675,504		$1,734,494

		Operating Income				$46,883		$57,293		$78,758		$191,143		$231,592		$224,477		$170,398		$147,103		$147,357		$83,268

		Interest Expense				$14,745		$17,745		$29,310		$22,592		$18,624		$23,113		$27,809		$47,086		$37,266		$40,262

		Income Before Taxes				$32,282																		$43,093

		Net Income				$15,754		$20,697		$24,463		$97,177		$127,924		$126,155		$89,388		$61,125		$69,789		$27,450		$659,922

		Profit Margin				1.3787		1.6926		0.8499		3.0250		3.9170		3.6468		2.5373		1.7482		1.9757		0.7786

						-43.5294%								(0.801)

		Balance Sheet Figures(in thousands)																								Change

		Cash		$4,603		$5,046		$3,726		$0		$0		$0		$0		$0		$0		$0		$0

		Net Receivables		$71,258		$71,734		$75,184		$179,538		$190,747		$198,644		$216,984		$204,660		$197,832		$197,083		$182,738

		Allowance for Doubtful Accounts		$1,511		$1,645		$1,792		$3,606		$4,577		$4,106		$4,240		$4,638		$4,069		$4,200		$4,000

		Inventory		$22,330		$21,020		$24,207		$67,254		$63,962		$66,427		$65,861		$78,840		$76,208		$80,139		$79,728

		Current Assets		$118,736		$114,906		$120,349		$318,273		$325,162		$334,458		$348,750		$341,147		$336,925		$344,832		$349,895

		Property, Plant, and Equipment		$329,447		$316,462		$346,409		$1,021,568		$1,076,436		$1,193,010		$1,328,243		$1,387,627		$1,457,251		$1,478,183		$1,555,523		$1,239,061		3.9154

		Total Assets, Total Equity & Liab		$586,756		$574,791		$598,441		$1,486,460		$1,493,087		$1,549,986		$1,680,775		$1,651,925		$1,623,496		$1,602,942		$1,645,691

		Current Liabilities		$117,906		$107,293		$109,154		$357,222		$348,516		$365,088		$355,196		$330,457		$347,408		$386,389		$425,581																																																																								Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities

		Long Term Debt minus current portion				$201,235		$212,205		$303,651		$251,000		$261,000		$369,000		$385,000		$555,937		$581,438		$528,771		$327,536		1.6276

		Total Liabilities				$387,350		$400,404		$1,026,213		$954,365		$984,831		$1,076,972		$1,060,248		$1,230,691		$1,301,712		$1,319,934		$932,584		2.4076

		Total Stockholders Equity		$202,315		$187,441		$198,037		$460,247		$538,722		$565,155		$603,803		$591,677		$392,805		$301,230		$325,757

		Return on Equity				8.4048%		10.4511%		5.3152%		18.0384%		22.6352%		20.8934%		15.1076%		15.5612%		23.1680%		8.4265%

																		$196,438

																		0.5102

		Return

														-53.286%

		Cash Flow figures

		Cash Flow From Operations				$53,087		$49,666		$164,386		$196,173		$201,622		$187,541		$165,918		$182,212		$199,723		$156,419

		Cash Flows From Investment Activities				($26,297)		($51,622)		($272,322)		($103,266)		($135,131)		($207,149)		($84,404)		($85,672)		($67,815)		($104,195)

		Cash Flows From Financing Activities				($26,347)		$636		$104,210		($92,907)		($66,491)		$19,608		($81,514)		($96,540)		($131,908)		($52,224)

		Other Figures

		Materials Cost %

		Selling and Admin Cost %

		Restructuring Charges

		Operating Lease Costs





Ratios

				1994		1995		1996		1997		1998		1999		2000		2001		2002		2003

		Gross Profit		$561,458		$591,895		$1,424,989		$1,646,166		$1,723,922		$1,823,994		$1,850,761		$1,843,964		$1,856,919		$1,791,286

		Net Profit After Tax

		Working Capital		$7,613		$11,195		($38,949)		($23,354)		($30,630)		($6,446)		$10,690		($10,483)		($41,557)		($75,686)

		Current Ratio		1.0709552347		1.1025615186		0.8909669617		0.932990164		0.9161024191		0.9818522731		1.0323491407		0.9698251048		0.8924477664		0.822158414

		Quick Ratio		0.7156105245		0.7229235759		0.5025950249		0.5473120316		0.544098957		0.6108852577		0.6193241481		0.5694514807		0.5100636923		0.4293847705

		Inventory Turnover		26.8155017301		27.8985561722		31.7772821202		23.8730795025		23.6510748606		24.7245857523		23.1120448373		21.3162117538		21.4331455033		21.6992124704

		Receivable Turnover		$10.44		$10.93		$17.08		$11.44		$11.01		$11.04		$10.81		$11.27		$11.68		$11.97

		Return On Assets		0.0561630227																		0.0261853531						-0.533761684		-53.3761683952

		Return on Equity		0.1656523569																		0.1374605853						-0.1701863595		-17.0186359473

		Profit Margin

		Financing and Investment Spending

																										Total (000's)		Total

		Acquistions:		$0		($3,103)		($225,912)		($43,618)		($43,743)		($106,180)		($3,259)		$0		$0		$0				($425,815)		($425,815,000)		($1,102,366,000)

		additions to PPE		($31,163)		($34,272)		($47,658)		($78,418)		($97,664)		($108,029)		($93,092)		($88,127)		($74,960)		($98,849)				($752,232)		($752,232,000)

		sale of assets		$6,296		$1,167		$1,945		$19,291		$4,013		$7,616		$18,614		$2,791		$7,473		$6,475				$75,681		$75,681,000

																														($676,551,000)

		Treasure Stock Purchases		($20,621)		($283)		($519)		($12,481)		($91,687)		($77,167)		($85,211)		($244,953)		($158,325)		($189)				($691,436)		($691,436,000)

																						Net Outflows				($1,793,802)		($1,793,802,000)

		Percentages of Net Sales		1994		1995		1996		1997		1998		1999		2000		2001		2002		2003

		Gross Profit		49.1		48.4		49.5		51.2		52.8		52.7		52.5		52.5		52.6		50.8

		Cost of Good Sold (COGS)		50.9		51.6		50.5		48.8		47.2		47.3		47.5		47.5		47.4		49.2

		Selling, Delivery and Administrative Expenses (S,D,&A)		41.4		41		43		42.1		42.6		43.1		44.5		45		44.9		45.4

		Combined COGS and SD&A		92.3		92.6		93.5		90.9		89.8		90.4		92		92.5		92.3		94.6

														5.35%





Stock Price Changes

				Raw Stock Quote						Divide Factor				Split Adjusted				S&P 500

		1994

														IBC Stock Price		S&P 500 Close Price Divided By 100										Close Price		Net Income Divided by 1000

				13.25						2		Jan-95		6.625		4.7042		470.42						Jun-95		14.50		$20.70				$20,697

		1995		14.5		End of First Quarter				2		Apr-95		7.25		5.1471		514.71						Jun-96		27.88		$24.46				$24,463

				16.5						2		Jul-95		8.25		5.6206		562.06						Jun-97		54.88		$97.18				$97,177

				21.125		0.06				2		Oct-95		10.5625		5.815		581.5						Jun-98		32.06		$127.92				$127,924

				22.375						2		Jan-96		11.1875		6.3602		636.02						Jun-99		22.00		$126.16				$126,155

		1996		24.5						2		Apr-96		12.25		6.5417		654.17						Jun-00		14.56		$89.39				$89,388

				26.75						2		Jul-96		13.375		6.3995		639.95						Jun-01		15.15		$61.13				$61,125

				36.5						2		Oct-96		18.25		7.0527		705.27						Jun-02		26.75		$69.79				$69,789

				49.125						2		Jan-97		24.5625		7.8616		786.16						Jun-03		13.14		$27.45				$27,450

		1997		47.625						2		Apr-97		23.8125		8.0134		801.34

				59.3125						2		Jul-97		29.65625		9.5429		954.29

				68.875		11/3/97		stock split		2		Oct-97		34.4375		9.1462		914.62

				37.375						1		Jan-98		37.375		9.8028		980.28

		1998		32.625						1		Apr-98		32.625		11.1175		1,111.75

				33.3125						1		Jul-98		33.3125		11.2067		1,120.67

				31						1		Oct-98		31		10.9867		1,098.67

				26.4375						1		Jan-99		26.4375		12.7964		1,279.64

		1999		21.5625						1		Apr-99		21.5625		13.3518		1,335.18

				22.4375						1		Jul-99		22.4375		13.2872		1,328.72

				23						1		Oct-99		23		13.6293		1,362.93

				18.125						1		Jan-00		18.125		13.9446		1,394.46

		2000		14.25						1		Apr-00		14.25		14.5243		1,452.43

				14						1		Jul-00		14		14.3083		1,430.83

				14.625						1		Oct-00		14.625		14.294		1,429.40

				14.0625						1		Jan-01		14.0625		13.6601		1,366.01

		2001		15.28						1		Apr-01		15.28		12.4946		1,249.46

				16						1		Jul-01		16		12.1123		1,211.23

				25.5						1		Oct-01		25.5		10.5901		1,059.01

				24.18						1		Jan-02		24.18		11.302		1,130.20

		2002		24.21						1		Apr-02		24.21		10.7664		1,076.64

				28.88						1		Jul-02		28.88		9.1162		911.62

				26.57						1		Oct-02		26.57		8.8577		885.77

				15.25						1		Jan-03		15.25		8.557		855.7

		2003		10.5						1		Apr-03		10.5		9.1692		916.92

				12.7						1		Jul-03		12.7		9.9031		990.31

				15						1		Oct-03		15		10.5071		1,050.71

				14.23						1		Jan-04		14.23		11.3113		1,131.13

		2004		11.37						1		Apr-04		11.37		11.073		1,107.30

				10.85						1		Jul-04		10.85		11.0172		1,101.72

				3.9						1		Oct-04		3.9		11.302		1,130.20

				6.4						1		Jan-05		6.4		11.8127		1,181.27

		2005		5.9		first quarter end				1		Apr-05		5.9		11.7292		1,172.92

										1				0

		8/27/04		7.9						1				7.9

		8/30/04		4.56						1				4.56

						Jan-95		470.42

						Apr-95		514.71

						Jul-95		562.06

						Oct-95		581.5

						Jan-96		636.02

						Apr-96		654.17
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Short-Term Liquidity

		1.0709552347		0.7156105245

		1.1025615186		0.7229235759

		0.8909669617		0.5025950249

		0.932990164		0.5473120316

		0.9161024191		0.544098957

		0.9818522731		0.6108852577

		1.0323491407		0.6193241481

		0.9698251048		0.5694514807

		0.8924477664		0.5100636923

		0.822158414		0.4293847705



Current Ratio

Quick Ratio

Years

Short-Term Liquidity



Mounting Liabilities

		201235		387350

		212205		400404

		303651		1026213

		251000		954365

		261000		984831

		369000		1076972

		385000		1060248

		555937		1230691

		581438		1301712

		528771		1319934



Long Term Debt minus current portion

Total Liabilities

Years

Dollars

Mounding Liabilities



Grapth Builder

		

				94

		Cash		$5,046		$3,726		$0		$0		$0		$0		$0		$0		$0		$0

		Cash Flow From Operations		$53,087		$49,666		$164,386		$196,173		$201,622		$187,541		$165,918		$182,212		$199,723		$156,419

		Cash Flow From Investment Activities		($26,297)		($51,622)		($272,322)		($103,266)		($135,131)		($207,149)		($84,404)		($85,672)		($67,815)		($104,195)

		Cash Flow From Financing Activities		($26,347)		$636		$104,210		($92,907)		($66,491)		$19,608		($81,514)		($96,540)		($131,908)		($52,224)

		Current Assets		$114,906		$120,349		$318,273		$325,162		$334,458		$348,750		$341,147		$336,925		$344,832		$349,895

		Current Liabilities		$107,293		$109,154		$357,222		$348,516		$365,088		$355,196		$330,457		$347,408		$386,389		$425,581																																																																								Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities		Current Liabilities

		Long Term Debt minus current portion		$201,235		$212,205		$303,651		$251,000		$261,000		$369,000		$385,000		$555,937		$581,438		$528,771

		Total Liabilities		$387,350		$400,404		$1,026,213		$954,365		$984,831		$1,076,972		$1,060,248		$1,230,691		$1,301,712		$1,319,934






