


Management's Discussion and Analysis of Financial Condition and Results of Operations 

the increase in assets horn $124.8 million as of December 31. 2002 to $1 51.6 million as of December 31, 2003. Based on current 

projections, 2004 funding requirements wlll be approxin~otely $37.8 million as C O m P ~ d  to $31.1 million for 2003. Additionally, 
based on current projections, 2004 funding requirements for our other postretirement benefit obligatfons will be approximately 

$2.8 million tls compared to $2.4 million in 22003. 
As a result of lower dlscount rates a t  December 31.2003, we were required to recognize an addltionai minimum liability as 

prescribed by SFAS No. 87 and SFAS No. 132. "Fmployers' Disclosures about Pensions and PostFetirement Benefits." The accumulated 

other comprehensive Illcome component of the addltional mlnlrnum liabiliu which totaled $37.9 mlllion ($23.6 million afkx-tax), 

was recorded as a reduction to shareholder's equity through a charge to Other C~mprehensive Income, and did not. aflect net income 

for 2003. The charge to Other Compreliensive Income will be reversed in future periods to the extent the fair value of plan assets 

exceeds the accumulated bcnctit obligation. See Fotes 13 and 14 to our Consolidated Rnanclal Statements for information regarding 
retirement plans and other postretirement benefits. 

OTHER COMMITMENTS AND CONTINGENCIES 

On December 21.2001, in connection with our acquisluon of Legacy Dean, we issued a contingent, subordinated promissory note to 

Dairy Rrmers of America ("DM") in the original principal amount of 540 million. DFA is our primary supplier of raw milk, and the 

promissory note is dwi~ned to ensure that DbX has the opportunity to continue to supply raw milk to certain of our plants until 

2021, or be paid for the loss of that business. The promissory note bas a 20-year term aud bears interest based on the consumer 
price index. Interest will not be paid h cash. but d l  be added to the principal amount or the note annually, up to a maximum 
prtnclpal amount of $96 million. We may prepay the note in whole or in part at any time. Wthout penalty. The note will only become 

payable it' we ever materially breach or terminate one of our milk supply agreements with DFA without renewal or replacement. 

Otherwise. the note will expire at  the end of20 years, without any obligation to pay any portion of the principal or interest. 

Payments we make under this note, if any, will be expensed as incurred. 
We also have the following commitments and contingent- liabilities, in addition to contingent liabilities related to ordinary course 

litigation and audits: 

the obligaUon to pay performance bonuses to White Wave's management team in t3he event that established performance hurdles 
are met by the end of March 2004. which we currentIy expect to be approximately $39 million; and 

a c e m n  indemnifTcation obligations related to businesses that we have divested; and 
potential liabllfty related to a Wells Nonce we received from the staff of the Securities and Exchange Commission related to our 
relationship with one of our customem. 

See Note 18 to our Consolidated Financial Statements for more information about our commitments and contingent obligations. 

FUTURE CAPITAL R E Q U I R E M E N T S  

During 2004, we intend to invest a tatat of appmximately $350 million in capital expenditurn primarily for our existing manufacturing 

facilities and distribution capabilities. We intend to fund these expendit.ures using cash flow fiom operations. We intend to spend lhis 

amount as foliows: 

Opentlng Division Amount 

(Dollam In mllllons) 

Dolry Gmup $275 

Brondcd Products Gmup 25 
SpeclellJ' Pwcls Gmup 20 
Ocher 80 

Total $350 



Notes to Consolidated Financial Statements 

$1.7 blllion. lncludlng $756.8 million of cash paid to Legacy Dean slockholders and common stock valued at $739.4 milllon. The 

value of the approximately 46.5 milllon common shares Issued was detelxmlned based on the average market price of our common 

stock during tbe period Prom April 2 through April 10,2001 (the merger was announced on Aprll5, 2001). In addltlon. each of the 

optfons to purchase Legacy Dean's common stock outstanding on December 2 1. 2001 was converted into an option to purchase 

2.256 shares of our stock As discussed below, the holders of' these options had the right, during the ninety day period following 

tihe acquisition. to surrender their stock opttons to us, In lieu of exercise. In exchange for a a h  payment. 

We decided to acquire Legacy Dean for the above-described consideration after considering a number of factors, including: 

The acquisition would result in us becoming the first Lruly national dairy and specialty foods company wlth the geographic reach. 

management depth and product mix necessary to meet the needs of large customers, who can especially benefit from the added 

services, convenience and value that a natlonal dairy company can provide: 

Combining our businesses would enable us to wduce our costs by pursulug economies of scale in purehasing, product devevelopment 

and manufacturing. and by ellminating duplicative costs; and 

Increasing our scale would provide us with w a 8 r   resource^ I;o Invest in marketiug and innovation. 

Also on December 21,2001, in connection with our acquisition of Legacy Dean. we purchased Dairy Farmers of America's 

('DET) 33.8% stake in our Dairy Group for conslderatlon consisting oE (1) approximately $145.4 milllon In cash, and (2) the 

operations of eleven plants (including seven of our plants and four of Legacy Dean's plants) located In nine states where we and 

Legacy Dean had overlapping operations. Also in connection with the transaction, we delivered a contingent promissory note in the 

original principal amount of $40 rnIllion to secure our obligatlon to renew certain of our mllk supply agreements with DFA unll 

2021. See Note 18 for a further discussion of this obligatlon. As a result of this transaction. we now own 100% of our Dairy Group. 

In connection with the merger. we entemd into a new crec(lt facility and expanded our ~weivables-backed loan facilities. We used 

the proceeds from the credit facility and receivables-backed loan facilities to hmd the cash portion of the merger consideration and 

the acquisition of DFKs minority Interest, to refinance certain Indebtedness and to pay certain transaction costs. 

1,ega~y Dean's operations and the acquisition of l)IKs minority Interest are retlected in our Consolidated Financial Statements 

aRer December 21,200 1. 

The following table summarizes the fair values of the assets acquired and Ilabilities assumed at the date of acquisition of Legacy 

Dean, and includes the effects or divesting four Legacy Dean plants. 

On thousands) 

Q~rrent assets 
Prupcny, plant, and cquipmcnl 
InLangIble assew 
Goudwlll 
Other essets 

Tbtal assets ocqulrcd 
Current IlablllWes 
Other llablllUes 

Long-term debL 
lbtal llabllltles aesumed 

Nel assem acqulred 

Of the approximately $237 million of acquired intangible assets, approximately $206.5 million was assigned to trademarks and 

trade names that are not subject to amorttzation and approximately $30.5 mllllon was assigned to customer contracts that have a 

weighted average useful life of appmximately 17 years. 



Notes t o  CocisoIidnted Financial Statements 

The approximately $1.52 billion of goodwill was assigned to Legmy Dean's Dairy Gmup. NRP and Specialty segn~ents in the amounls 

of $1 .OI  blllion. 6215 million and $290 mlllion, reypectively. None of the goodwill is expected to be deductible for tax: purposes. 

The final allocation of fhe purchase price to the fair values 0Y assets and llabllities of Legacy Dean and the related business integration 

plans was completed In the fourth rjuarkr of 2002. This Rnal allocation process increased goodwill by approximately $55.4 million, 

primarily as a result of the final determination of the fair values of depreciable tangible assets and business integration plans. 
The purchase price allocation of legacy Dean Included a llabllily for payment obligations ta Legacy Dean employees related l o  

Legacy Dean stock optlons as a result of the change in control of Legacy Dean. Llncier Legacy Dean's stock option agreements, upon 

a change in conlrul, employees had !he right to surrender their stoclc. options to us, in lieu ol exemise, in exchange for a cash paymen1 
during the nlnety day period following the change in ~0nt.l. The required cash payment varied depending on the type of stock option 

and the grant date with certain stock options requiring a cash payment equal to the difference behveen the cxerdse prlce and the 

highest closing price of our stock during the sixty day period beginning thiny days before and ending 30 days after the compieUon of 
the change in contml transaction, and certain of the stock Option agreements required a tm gross-up payment upon sumnder. Cash 

payments of appmximately $44.2 mlllion were made. At the co~lclusion of the surrender period, the remaining liability or appmximately 

$30.5 million was transferred to stockholders' equity as the underlying stock options remalned outstanding. 

We also l n c m d  a change in control obligation of aPPKmMtely $4.9 million for payments to 18 omcers under Legacy Deans 

long-term Incentive plan and transition bonuses to 5 0tflcer8 of Legacy Dean, both of which became earned and payable upon 

consummatloll of the merger: and severance obligations of al)pmImatel~ $17.5 mlllion ~ l a t e d  to the termination of certain employees 

and otlicers of Legacy Dean as a result of the decision lo eliminate certain Legacy Dean administrative tlrnctions. 

'I'he unaudited results oloperations on a pro forma basis for tile year ended December 31. 2001 as If the acquisition of Legacy 
Dean, and the purchase of DFKs minorily intemt (including the divestiture of the 1 I plants transferred in partial consideration of 

that interest) had occurmd as of the beginning of2001 are as bllows: 

(In thousands, except per share data) Year Endd December 31,2001 

Net salcs $10.058.288 
Income fmm conlinuing operations before toxes 289.058 
Net lncomc h r n  conUnulng opcraUons 178.41 1 
Karnlngs per share h m  conUnuing operatloas: 

B a s k  $ 1.38 

Dll~~led S 1.28 

Minority Interest in Spanish Operations - In August of 2001, we purchased the 25% minority interest In Leche Celta, our Spanish dofry 

processor that we did not already own, for approximately $12.6 million. We funded this purchase with cash flow from operatlons. 

D I V E S T I ~ U R E S  

In order to more closely align both our assets and our management r@oums with our slrategic direction, part of our strategy in 

2003 and 2002 was to divmt certain assets. On July 3 1,2003. we ~ ! n p l e M  the sale of the fmzen pre-whipperf topping and fmzen 

coffee creamcr operatlons of Morningstar Foods. We recorded a pm-tax gain on the sale of approximately $66.2 million. Also In July 

2003, we sold certain Dairy Group delivery trucks and customer relationships fn New York. The proceeds Pmm the sale of business&$ 
during 2003 was appmxlmately $90 mlllion. During 2002. we completed the sale of the following non-core businesses acquired as 

part of Legacy Dean's Specialty Foods divi6ion: on January 4, 2002. we completed the sale of the stock of DFC Pansportation 

Company. a contract hauler; on February 7, 2002. we cumpleted the sale of the assets related to a boiled peanut business; and on 

October 11.2002, we completed We sale of EBI Foods Limited, a U.K-based manufacturer of powdered food coatings. Net proceeds 

from the sale of these three businesses totaled approxlriately $28.9 million. No gain or loss was recarded on the dfvestfture of 
Legacy Dean's buuiesses during 2002 because the sales prices equaled the carrying values. 
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17. Supplemental Cash Flow Information 
Year Ended December 31 

(In thousads) 2003 2002 

Cash pald lor Interest and tlllondng charges, net d capltallzed Interest $1 82.825 $224,561 

Cash pald for We8 10.708 44.730 

Noncash transadons: 

Exchangc of trust issued Drckrrcd sccurltlcs 582.986 
Issuance of common s m k  111 connecrlol~ wlth buslnss acqulultlol~s , 739.388 

> . . d  :. ;'.:.::3:, 
! !. ,. .', .. .: 

;... :,.:.:::,..: 
Operations of 1 1  planM In connwtltm wlth acqulsltlon or mlnorlty interns1 287.989 ;i,. , . . . :&. : : . . ..: . 

18, Commitments and Contingencies 

Leases - We lease certain property, plant and equipment used in our OperaUons under both capital and operating lease agreements. 
Such leases, which are pprfmarily for machinery, equipment and vehicles. have lease terms ranging fron~ I to 20 pars.  Certain of the 
operating lease agreements require the payment of additional rentals for maintenance, along wlth additional rentals based on miles 
driven or units produced. Certain leases requlre us to guarantee a minimlun value of the leased asset at the end of the lease. Our 
maximum exposure under those guarantees is not a material amount. Rent expense, including additional rent, was $121.2 million. 
$124.5 mlllion and $86.9 million for the years ended December 31. 2003. 2002 and 2001, respectively. 

The composition of capital leases whlch are reflected a s  property, plant and equipment in our consolidated balance slleets 

are as follows: 
Dumber 31 

(In thousands) 2003 2002 

Hulldings and Irnp~vvemes~ Z 707 S 580 
Mschlncry and equipment 1.910 9.200 
Lcss accumulated arnorLlzaUon (770) (5.347) 

$1.868 $ 4,441 

Future minlmum payments a t  December 31,2003, under non-cancelable capital and operati* leases with terns in excess of one 
year are summarized below: 

Capltd Operating 

(In thousands) Leases Leases 

2004 $375 S 90.662 
2005 158 78,356 
2006 99 81.558 
2007 118 5 1,483 
TherenRer 172.21 6 

Tolal rnlnlmum lease payments $748 8452.272 

Less amount repmentlng ln lcml  (75) 
P~'c,sent value of capltol lease obligallons $873 

Contingent Obllgatlons Related to Milk Supply Arrangements - On December 21, 2001, fn connecflon with our acquisition of L,egacy 
Dean, we purchased DFA& 33.8% stake In our Dairy Group. In cannection with that transaction, we issued a contingent, subordinated 

$Z$q.) :. 2.; 
promissory note to DM In the orlglnal principal amount of $40 million. Dl% is our primary supplier or raw milk, and the prnmisso~y ..;.:%:. ::.%? ':,. -:? 

note is designed to ensure that DFA has the opportunitp to continue to supply raw mflk to certain of our plants untll 2021, or be 5,,;<.:.;. ;.,:-,;:+ 

paid for the loss of that business. The pmmissory note has a 20-year I;erm and bears inkrest based on the consumer price index 
Interest W l  not be paid In cash, but will be added to the grlnclpal amount oltbe note annually, up to a maxtmum prlnclpal amormt 
of $96 million. We may prepay the note in whole or In part at  any time, wlthout penalty. Tbe note wlll only become payable if we ever 

materially breach or terminate one of our rnllk supply agreements with DFA without wnewal or replacement. Otherwise, the note 



, . ,; ;.;.,.:: 
, : ~  ' Notes to Consolidated Financial Statements - .,..., *<, .. .' ., .; ., ", \t>pz>'?y<..: 
*,>,L-.' w ;: .. . *. $6. : ' S ,  Acquired ~ a c i t ~ t y  Closing casts - AS part. ot our purchase price a\\or.ations. we accrued costs ~ m m  time to time pursuant to plans to 
@G,: :x .? .. . . , &>::.>; , . . . , . exit certafn activities and operations of acquired businessra in order to rationalize production and reduce costs and lnefficiendes. 

During 2003, we accrued costs related to the closing of an ice cream plant acquired In July 2003 by our Dairy Group. One plant was 
closed in connectdon with our acquisition olMarle8 in May 2002 and several plants were ciaqed in connection with our acquisition 

of Legacy Dean. 
The prlnclpal components of the plans include the following: 
Workforce reductions a s  a result of plant ctosings. plant rationalizations and cxJnsolidation of administrative functions: 
Shutdown costs, including those costs thaL are necessary to clean and prepare the planl' facllltles lor closure and costs incurred 
after shutdown such as lease obligations or termination costs, utilities and ploperty taxes a€tefa shutdown. 

Activity with respect to these acquisition llabillties for 22003 is summarlzed below: 

Acnued A c c ~ e d  
Charges at Charges at 

Member 31. December 31. 
2002 Accruals Payments 2003 

0 9.002 $100 $ (6.231) $2.871 
11.637 500 19.820) 6.317 

$20.039 $600 $(12.0511 $0.188 

Activity with respect to these acqulsltion ltabillties for 2002 Is summarized below: 

Accrued Accrued 
Charges at Charges at 

Decembs 31. December 31, 
2001 I \cwak Payments 2002 . 

Worklorce lrductlon c o m  $20.029 $1 1.205 $122.232) S 9.002 

Shuldom costs 12.621 7.880 18.864) 1 1.637 
$32.650 81 9.085 $(31.096) 320.639 

Rnzen creamer operations 

of certain contingencies 

which includes the follow&: 
illion on the divestiture of the 1 1 plants divested in connectdon with the acquisition of Legacy Dean. The gain 

An expense of $28.5 million resulting h m  a payment to DM as Consideration br certain modifications to olu8 exlsting milk supply 
arrangements; and 


