3rd Quarter report for   Sysco       
Date:
May 15, 2013    Linda Hunt: Stockwatcher
Percentage change in Sales from year ago quarter  4.0%

Lower revenues driven by food cost inflation primarily due to higher protein and produce costs. Case

volume performance excluding the benefit from recent acquisitions was also meager, falling 0.2% relative to the year-ago quarter, a marked contraction from the moderate growth the firm has posted of late. Higher payroll expenses took a toll on profitability, as the gross margin slipped 70 basis points to 17.5% and the adjusted operating margin contracted 40 basis points to 4.3%.
Percentage change in Earnings per Share from year ago quarter  -22.7%
Operating expenses increased 9.8% ($140.3 million) primarily due to 
· A multi-employer pension plan (MEPP) withdrawal
· Business transformation expenses ($83.2M in FY13; $49.5M in FY12); the project was not in the deployment stage during any period of FY12
· Pay-related expenses (Increased by $22.5M)
· Costs from DCP & severance costs

· Integration of acquired companies last 12 months

· Increased delivery compensation

· Appreciation and amortization expense  (increased $26.2M; primarily from Business transformation project. 
Is company meeting our target sales & earnings estimates?   No
Pre-tax Profit on sales trend?   (up, even, down)  Trending Down
Return on equity trends?  (up, even, down) Trending Down
Debt?  (up, even, down) Even
Current P/E ratio is   19.7.   

 Where does the P/E fall in my estimated High/low range of PE's?  Above the high of 19.

Average projected P/E rations range from 15.7 to 17.0. Thus I cannot justify a high P/E more than 19 even though the current P/E is above. I believe the market is betting on their improved performance with an economy that continues to be positive and a new management distribution system that is nearing completion.
Signature PE is  18.55; Ellis Traub Signature PE is 15.25
Club cost basis for this stock is   $29.2633.                  Current price is   $34.16
Has stock met S&P's 12-month target price from a year ago? Yes. The price was $30.00; Price for coming 12 months is $37.00. 
Current fair value:  Morningstar:  $36.00         S&P:  $29.60
My SSG Total Return is   6.7%      Projected Average Return is   4.7%     
What will drive future growth?


Sysco should be well positioned when there is a more consistent positive cadence to restaurant sales, as it operates with an expansive distribution network (which lends it a wide economic moat) that will enable it to remain the dominant player in North American food-service distribution, generating strong cash flows and outsize returns for shareholders longer term. 
Additional comments:


In November 2012, Sysco approved a plan to restructure its executive nonqualified retirement program including the SERP. Future benefit accruals will have frozen under this plan by June 29, 2013 for all participants. As a result of this change, the liabilities of this plan were remeasured using a discount rate of 3.96%. A curtailment gain of $73.0 million was recognized as a component of actuarial losses (net of tax) within other comprehensive income with an offsetting reduction to benefits obligations to accumulated benefits. Further, an $ 8.3 million loss was recognized in the income statement arising from the write-off of prior service costs. In addition to the plan freeze, participants will be fully vested in their frozen benefits on their date of freeze. This resulted in an increase in the benefit obligation of $ 48.6 million which was reflected as unrecognized prior service cost in other comprehensive income. This amount will amortize into pension expense over the next seven years. The SERP benefit obligation resulting after these changes on the date of the approved plan was $486.6 million.
Highlights from 3rd Q Management & Discussion

We have faced a challenging business and economic environment thus far in fiscal 2013 and these challenges became more pronounced in our fiscal third quarter. We believe our results were negatively impacted by the consumers’ hesitation to spend on food-away-from-home due to multiple factors including increased tax rates, tax refund delays, periods of higher gasoline prices, high unemployment and unfavorable weather in certain geographies that we service. Our sales growth was impacted as a result. Our earnings declined primarily due to expenses related to our Business Transformation Project and a charge from the withdrawal from a multiemployer pension plan. Additionally, for the third quarter of fiscal 2013, we do not believe we consistently executed our business plan across the organization. We will remain focused on the execution of our business plan and initiatives from our Business Transformation project, with the goal for these items to contribute to the long-term success of our customers and in turn, growth in our earnings.

Comparisons of results from the third quarter of fiscal 2013 to the third quarter of fiscal 2012:

· Sales increased 4.0%, or $0.4 billion, to $10.9 billion.

· Operating income decreased 23.2%, or $101.6 million, to $337.2 million.

· Adjusted operating income decreased 4.4%, or $21.8 million, to $470.5 million.

· Net earnings decreased 22.4%, or $58.1 million, to $201.4 million.

· Adjusted net earnings decreased 1.4%, or $4.1 million, to $289.1 million.

· Basic and diluted earnings per share in the third quarter of fiscal 2013 were $0.34, a 22.7% decrease from the comparable prior year

period amount of $0.44 per share.

· Adjusted diluted earnings per share were $ 0.49 in the third quarter of fiscal 2013 and $0.50 in the third quarter of fiscal 2012, or a

decrease of 2.0%.

Recommend: Buy More ____, Hold____X_____, Challenge with a better investment______, Sell____.

