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Recommendation: BUY, 32 shares, $2,043.52 

Intrinsic Value: $83.85 

Executive Summary 

We recommend initiating a 3% position in Tyson Foods Inc. (TSN) with a target price of $83.85 which 
represents a potential 23.84% upside. Although shares of Tyson Foods have lagged its competitors’ in the past 
three months, we expect it will improve in the near future. The SMIF Portfolio would benefit from Tyson Food’s 
(1) good positioning to take advantage of all opportunities coming from rising protein demand. USDA expects 
overall domestic protein production to rise 3-4% in fiscal 2020. (2) focus on building a strong portfolio from 
buyouts and divesture of certain non-protein businesses. Past acquisitions are aiding growth in the Chicken 
segment and the company’s Prepared Foods segment has been seeing retail consumption growth for a while 
now,(3) Financial Fitness Program which should help to boost efficiency. Risks to our recommendation include 
(1) weaknesses in the beef unit, (2) high input costs, and (3) food industry competition. 
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Company Overview 

Headquartered in Arkansas, Tyson Foods Inc. was founded in 1935. It is the biggest U.S. chicken company and produces, 
distributes and markets chicken, beef, pork as well as prepared foods. Its products are marketed and sold primarily by 
sales staff to grocery retailers, grocery wholesalers, meat distributors, military commissaries, industrial food processing 
companies, chain restaurants, international export companies and domestic distributors. 

SWOT Analysis 

Strengths 

• Strategic acquisitions are aiding growth in the Chicken segment. 
• Prepared Foods segment has been seeing consistent retail consumption growth. 
• Implemented a Financial Fitness Plan to help boost efficiency.  
• Tyson Foods has significant presence in markets in and outside the U.S.  

Weaknesses 

• Experiencing high input costs across the pork, chicken, and prepared foods units. 
• Weaknesses in their beef unit from the temporary closure of a production facility. 
• Significant amount of debt. 

Opportunities  

• Rising protein demand from a combination of population growth, rising incomes, and urbanization.  
• Plant protein is gaining popularity which provides an opportunity to enter the space. 

Threat 

• Faces intense competition from other companies. 
• Beef exports from Australia are likely to fall because of the recent fires and ongoing drought.   

Catalysts 

Catalyst 1: Focus on Protein-Packed Brands and Organic Products to Aid Stock 

Tyson Foods expects demand for protein to rise consistently and is well positioned to take advantage of all opportunities 
in the space. For fiscal 2020, USDA expects overall domestic protein production to rise roughly 3-4% year over year. The 
rising demand for protein-packed food products is a key factor for higher protein production. Tyson Foods has a rich 
portfolio of protein packed brands that are growing rapidly across the globe. Management highlighted that performance 
across Beef and Pork segments improved during the first quarter of fiscal 2020 as the impact of African swine fever 
begins to materialize. Also, the Chicken segment performed better operationally despite soft pricing. The Prepared 
Foods segment registered a sixth successive quarter of retail consumption growth. Such upsides along with other growth 
strategies contributed to overall sales growth of 6%. 

Catalyst 2: Strategic Acquisitions  

Tyson Foods has been focusing on acquisitions to expand portfolio and boost sales volumes. As a result, acquisitions are 
aiding growth in the Chicken segment. This has helped sales volume in this unit advance 4.5% year-over-year during the 
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first quarter of fiscal 2020. The company completed the acquisition of the European and Thai operations of BRF S.A. in 
June 2019. This buyout has helped with strengthening Tyson Food’s presence in the Thai poultry space as well as expand 
presence in the United Kingdom and Netherlands. In November 2018, the company completed acquiring Keystone Foods 
business, which supplies a broad array of meat and chicken products internationally. This buyout has been increasing the 
company’s chicken as well as the international and other segments performances. Additionally, the company has 
acquired a 40% ownership in Brazilian poultry producer and exporter, Grupo Vibra.  

Catalyst 3: Financial Fitness Program to Boost Efficiency  

In 2017, Tyson Foods announced a Financial Fitness Program. The goal of this plan is to enhance operating and supply 
chain efficiencies, reduce overheads and fuel the bottom line in the future quarters. The company aims to generate 
savings from this program through synergies from acquisition along with cost optimization which involves removal of 
non-value-added costs. Management has stated that it expects the program to generate savings worth $600 million by 
this year. These savings are expected to benefit the Prepared Foods and Chicken segments. During first quarter of 2020, 
Tyson Foods announced a restructuring program which is likely to contribute to the company’s previously initiated 
Financial Fitness Program. This will help eliminate overhead and consolidate certain enterprise functions. The program 
will also trim about 500 positions from its corporate offices in Arkansas and Illinois. The program is expected to result in 
savings of between $55 million and $65 million in 2020 and 2021. 

Valuation, Recommendation, & Risks 

Valuation Assumptions 

We used DCF valuation to arrive at our target price of $83.85 which represents a 23.84% upside from the market’s last 
closing price of $63.86 on April 20, 2020. Revenue Growth Rate: We accounted for FactSet’s estimated growth rates. 
Cost of Debt + Equity: See exhibit B. WACC: Although FactSet showcases a WACC of 3.8%, we incorporated a higher 
equity risk premium due to the expected rise of interest rates over the next few years - increasing the WACC to 6.10%.  

When compared to its peers, Tyson foods relative valuation ratio is favorable, trading at half the industry average. ROIC 
is above the industry average and is expected to increase with the rise in protein demand. Also, the restructured 
Financial Fitness Program that is aimed to boost efficiency which should help decrease debt, increase operating margin, 
and improve overall financial conditions. 

METRIC CURRENT 
METRIC 

5-YR. AVG. 
or HIGH 

Industry 
Average PPC HRL KHC 

Current Ratio 1.3 1.5 1.65 1.58 2.34 1.03 
Quick Ratio 0.52 0.6 0.91 0.74 1.31 0.68 
Long-term Debt/Equity 70.3 69.3 53.60 99.4 5.9 55.5 
Total Debt/EBITDA 2.85 2.4 2.46 2.32 0.24 4.81 
Return on Equity 14.7 12.59% 13.47 20.1 16.6 3.7 
Return on Invested Capital 9.04 10.56% 9.33 9.8 15.8 2.4 
Operating Margin 6.95 7.88% 12.83 6.2 11.9 20.4 

          

Dividend Growth 0.56% 20.32%         
Price/Earnings 8.08 17.78 16.90 8.95 26.78 14.98 
Price/Sales 0.45 0.40 1.43 0.36 2.76 1.16 
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Price 53.62 67.97 29.43 16.34 48.27 23.69 
PEG ratio 0.61 1.20 2.23 0.55 6.13 0 
Enterprise Value/EBITDA 6.75 9.10 11.80 6.46 19.63 9.31 

 

In recent years, revenues and gross profits have been increasing. Past acquisitions and the Financial Fitness 
Program have aided in this steady growth. Although EBITDA, net income, and ROIC decreased last year, the recent 
reopening of their production facility and restructure of the Financial Fitness Program should help to increase 
those areas for Fiscal year 2020. The dividend has also been consistent and should see growth in future years to 
come.  

 

Risks 

Risk 1: Weaknesses in the Beef Unit 

During the first quarter of 2020, sales in the beef segment dipped 2.2% to $3.8 million. Sales volume decreased 8% year-
over-year due to lower live cattle harvest capacity from the temporary closure of a production facility due to fire. In 
addition, exports from Australia are likely to fall because of the ongoing drought and the tragic fires, which are likely to 
delay herd rebuilding. Although risks are apparent, in the near future, the beef unit should resume growth with the 
reopening of its production facility. 

Risk 2: High Input Costs 

Tyson Foods is experiencing high input costs across some of its categories and it’s hurting operating profits. The increase 
is due to the increase in livestock costs in the pork unit, feed ingredients costs in the chicken unit, and raw material costs 
in the prepared foods unit.  These costs are likely to remain high throughout 2020. With the restructuring of the 
Financial Fitness Program, the company should start seeing reduced input costs over the next few years. 

Risk 3: Food Industry Competition 

The food industry has stiff competition and an aggressive promotional environment. The company faces intense 
competition from other food companies from quality, prices, and availability. In order to compete with the competition, 
Tyson Foods may have to lower prices for its products or increase marketing activities to maintain market share. Even 
though food industry competition will always be a factor, Tyson Food’s quality, prices, and availability are all strong in 
the industry and should help maintain market share.  



  Equity Research | Student Managed Investment Fund 

 

Page 7 

 
 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 
enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 
report is prepared for general circulation. It does not have regard to the specific investment objectives, 
financial situation and the particular needs of any recipient hereof. You should independently evaluate 
particular investments and consult an independent financial adviser before dealing in any securities 
mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 
believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 
completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 
or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 
have issued other reports expressing views different from the Information and all views expressed in all 
reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 
to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, 
underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or 
other services for or solicit business from, other persons in respect of dealings in the securities referred 
to in this report or other investments related thereto; and (3) the officers, employees and representatives 
of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 
“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 
(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 
make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 
in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 
carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 
(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 
related or linked to the recommendations or views expressed in this report or to any sales, trading, 
dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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Appendix 
Exhibit A: 
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Exhibit B: 
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