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BACKGROUND/COMPANY HISTORY
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I have a theory that you can tell the difference
between those who have inherited a fortune
and those who have made a fortune. Those who
have made their own fortune forget not where
they came from and are less likely to lose touch
with the common man [Bill Sterling, “Just
Browsin” column, Eastern Shore News, March
2,1988].
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In 1917, Arthur W. Perdue, a Railway Express

agent and descendant of a French Huguenot family
named Perdeaux, bought 50 leghorn chickens for
$5 and began selling table eggs near the small town
of Salisbury, Maryland. A region immortalized in
James Michener’s Chesapeake, it is alternately
known as “the Eastern Shore” or the “DelMarVa
Peninsula” and includes parts of Delaware, Mary-
land and Virginia.

Initially, the business amounted to little more
than a farm wife’s chore for “pin money,” raising a
few “biddies” in a cardboard box behind the wood
stove in the kitchen until they were old enough to
fend for themselves in the barnyard. In 1920, how-
ever, when Railway Express asked “Mr. Arthur” to
move to a station away from the Eastern Shore, at
age 36 he quit his job as Salisbury’s Railway Ex-
press agent and entered the egg business full time.
His only child, Franklin Parsons Perdue, was born
that same year.
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“Mr. Arthur” soon expanded his egg market and
began shipments to New York. Practicing small
economies such as mixing his own chicken feed
and using leather from his old shoes to make
hinges for his chicken coops, he stayed out of debt
and prospered. He tried to add a new chicken coop
every year. By the time young Frank was 10, he had
50 chickens or so of his own to look after, earning
money from their eggs. He worked along with his
parents, not always enthusiastically, to feed the
chickens, clean the coops, dig the cesspools, and
gather and grade eggs. A shy, introverted country
boy, he went for 5 years to a one-room school,
eventually graduated from Wicomico High School,
and attended the State Teachers College in Salis-
bury for 2 years before returning to the farm in
1939 to work full time with his father.

By 1940, it was obvious to father and son that
the future lay in selling chickens, not eggs. But the
Perdues made the shift to selling broilers only after
careful attention to every detail—a standard Perdue
procedure in the years to come. In 1944,“Mr.
Arthur” made his son Frank a full partner in what
was then A. W. Perdue and Son, Inc., a firm already
known for quality products and fair dealing in a
toughly competitive business. In 1950, Frank took
over leadership of Perdue Farms, a company with
40 employees. By 1952, revenues were $6 million
from the sale of 2.6 million broilers.

By 1967, annual sales had increased to about
$35 million but it was becoming increasingly clear
that additional profits lay in processing chickens.
Frank recalled in an interview for Business Week
(September 15,1972) “... processors were paying
us 10 cents a live pound for what cost us 14 cents
to produce. Suddenly, processors were making as
much as 7 cents a pound””

A cautious, conservative planner, Arthur Perdue
had not been eager for expansion, and Frank Per-
due himself was reluctant to enter poultry process-
ing. But economic forces dictated the move, and in
1968, Perdue Farms became a vertically integrated
operation, hatching eggs, delivering the chicks to
contract growers, buying grain, supplying the feed
and litter, and finally, processing the broilers and
shipping them to market.

The company bought its first plant in 1968,a
Swift and Company operation in Salisbury, reno-
vated it, and equipped it with machines capable of
processing 14,000 broilers per hour. Computers
were soon employed to devise feeding formulas for
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each stage of growth so that birds reached their
growth potential sooner. Geneticists were hired to
breed larger-breasted chickens, veterinarians were
put on staff to keep the flocks healthy, and nutri-
tionists handled the feed formulations to achieve
the best feed conversion.

From the beginning, Frank Perdue refused to
permit his broilers to be frozen for shipping,a
process that resulted in unappetizing black bones
and loss of flavor and moistness when cooked. In-
stead, Perdue chickens were (and some still are)
shipped to market packed in ice, justifying the
company’s advertisements at that time that it sold
only “fresh, young broilers.” However, this policy
also limited the company’s market to those loca-
tions which could be serviced overnight from the
Eastern Shore of Maryland. Thus Perdue chose for
its primary markets the densely populated towns
and cities of the East Coast, particularly New York
City, which consumes more Perdue chickens than
all other brands combined. ,

During the 1970s, the firm entered the Balti-
more, Philadelphia, Boston, and Providence mar-
kets. Facilities were expanded rapidly to include a
new broiler processing plant and protein conver-
sion plant in Accomac, Virginia, a processing plant
in Lewiston, North Carolina, a hatchery in Murfrees-
boro, North Carolina, and several Swift and Com-
pany facilities including a processing plant in
Georgetown, Delaware, a feedmill in Bridgeville,
Delaware, and a feedmill in Elkin, North Carolina.

In 1977,“Mr. Arthur” died at the age of 91, leav-
ing behind a company with annual sales of nearly
$200 million, an average annual growth rate of 17%
compared to an industry average of 1% a year, the
potential for processing 78,000 broilers per hour,
and annual production of nearly 350 million
pounds of poultry per year. Frank Perdue, who says
without a hint of self-deprecation that “I am a B-
minus student. I know how smart I am. I know a
B-minus is not as good as an A,” said of this father
simply,“I learned everything from him.”

Stew Leonard, owner of a huge supermarket in
Norwalk, Connecticut, and one of Perdue’s top cus-
tomers, describes Frank Perdue as “What you see is
what you get. If you ask him a question, you will
get an answer” Perdue disapproves of the presence
of a union between himself and his associates and
adds:“The absence of unions makes for a better re-
lationship with our associates. If we treat our asso-
ciates right, I don’t think we will have a union.” On



conglomerates, he states:“Diversification is the
most dangerous word in the English language.” His
business philosophy is:“I'm interested in being the
best rather than the biggest. Expansion is OK if it
has a positive effect on product quality. I'll do noth-
ing that detracts from product quality”

Frank Perdue is known for having a temper. He
is as hard on himself, however, as he is on others,
readily admitting his shortcomings and even his
mistakes. For example, in the 1970s he apparently
briefly discussed using the influence of some unsa-
vory characters to help alleviate union pressure.
When an investigative report in the late 1980s
asked him about this instance, he admitted that it
was a mistake, saying “. . . it was probably the dumb-
est thing I ever did.”

In 1981, Frank Perdue was in Massachusetts for
his induction into the Babson College Academy of
Distinguished Entrepreneurs, an award established
in 1978 to recognize the spirit of free enterprise
and business leadership. Babson College President
Ralph Z. Sorenson inducted Perdue into the acad-
emy, which, at that time, numbered 18 men and
women from four continents. Perdue had the fol-
lowing to say to the college students:

There are none, nor will there ever be, easy
steps for the entrepreneur. Nothing, absolutely
nothing, replaces the willingness to work
earnestly, intelligently toward a goal. You have to
be willing to pay the price.You have to have an
insatiable appetite for detail, have to be willing
to accept constructive criticism, to ask ques-
tions, to be fiscally responsible, to surround
yourself with good people and most of all,

to listen.

The early 1980s proved to be a period of fur-
ther growth as Perdue diversified and broadened
its market. New marketing areas included Washing-
ton, D.C., Richmond, Virginia, and Norfolk, Virginia.
Additional facilities were opened in Cofield, Kenly,

Halifax, Robbins, and Robersonville, North Carolina.

The firm broadened its line to include value-added
products such as Oven Stuffer roasters and Perdue
Done It!, a new brand of fresh, prepared chicken
products featuring cooked chicken breast nuggets,
cutlets, and tenders. James A. (Jim) Perdue, Frank’s
only son, joined the company as a management
trainee in 1983.

The latter 1980s also tested the mettle of the
firm, however. Following a period of considerable
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expansion and concentric diversification, a consult-
ing firm was brought in to recommend ways to
cope with the new complexity. Believing that the
span of control was too broad, the consulting firm
recommended that strategic business units, respon-
sible for their own operations, be formed. In other
words, the firm should decentralize.

Soon after, the chicken market leveled off and
eventually began to decline. At one point the firm
was losing as much as $1 million a week, and in
1988 Perdue Farms experienced its first year in the
red. Unfortunately, the decentralization had created
duplication of duties and enormous administrative
costs. MIS costs, for example, had tripled. The firm’s
rapid plunge into turkeys and other food process-
ing, where it had little experience, contributed
to the losses. Waste and inefficiency had permeated
the company. Characteristically, Frank Perdue
took the firm back to basics, concentrating on effi-
ciency of operations, improving communications
throughout the company, and paying close atten-
tion to detail.

On June 2, 1989, Frank celebrated 50 years with
Perdue Farms, Inc. At a morning reception in down-
town Salisbury, the governor of Maryland pro-
claimed it “Frank Perdue Day.” The governors of
Delaware and Virginia did the same.

The 1990s have been dominated by market ex-
pansion to North Carolina, Atlanta, Georgia, Pitts-
burgh, Pennsylvania, Cleveland, Ohio, Chicago,
Illinois, and Florida. New product lines have in-
cluded fresh ground chicken, fresh ground turkey,
sweet Italian turkey sausage, turkey breakfast
sausage, fun-shaped chicken breast nuggets in star
and drumstick shapes, and BBQ and oven-roasted
chicken parts in the Perdue Done It! line. A new
Fit 'n Easy label was introduced as part of a nutri-
tion campaign using skinless, boneless chicken and
turkey products. By 1994, revenues had increased
to about $1.5 billion, Frank Perdue was chairman of
the executive committee and Jim Perdue was chair-
man of the board.

In January 1995, Perdue Farms became the third
largest producer in the broiler industry when it
bought Showell Farms, Inc., of Showell, Maryland,
the twelfth largest producer in the United States
with about 8000 employees and revenues of ap-
proximately $550,000.

Sitting in the small, unpretentious office that
had been his dad’s for 40 years, Jim looked out the
window at the house where he had grown up, the
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broiler houses Frank built in the 1940s, his grandfa-
ther’s homestead across the road where Frank was
born,and a modern hatchery.“Dad would come
home for dinner and then come back here and
work into the early hours of the morning. There’s a
fold-out cot behind that credenza. He got by on 3
or 4 hours of sleep a night.”

MISSION STATEMENT AND STATEMENT
OF VALUES
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From the beginning,“Mr. Arthur’s” motto had been
to“...create a quality product, be aware of your
customers, deal fairly with people, and work hard,
work hard, work hard.” In a speech in September
1991 to the firm’s lenders, accountants, and Perdue
associates, Frank reiterated these values, saying

If you were to ask me what was the biggest
factor in whatever success we have enjoyed, I
would answer that it was not technology, or
€economic resources, or organizational structure.
It ... has been our conscious decision that, in or-
der to be successful, we must have a sound set
of beliefs on which we premise all our policies
and actions. ... Central to these beliefs is our
emphasis on quality. . .. Quality is no accident.

It is the one absolutely necessary ingredient

of all the most successful companies in the
world.

The centrality of quality to the firm is featured
in its mission statement and its statement of values.
To ensure that all associates know what the com-
pany’s mission, quality policy, values, and annual
goals are, managers receive a fold-up, wallet-sized
card with them imprinted on it (see Exhibit A).

SOCIAL RESPONSIBILITY
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To realize its corporate statement of values, Perdue
Farms works hard to be a good corporate citizen.
Two areas in which this is especially clear are its
code of ethics and its efforts to minimize the envi-
ronmental damage it causes.

Code of Ethics

Perdue Farms has taken the somewhat unusual
step of setting forth explicitly the ethical standards
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it expects all associates to follow. Specifically, the
Code of Ethics calls on associates to conduct every
aspect of business in the full spirit of honest and
lawful behavior. Further, all salaried associates and
certain hourly associates are required to sign a
statement acknowledging that they understand the
code and are prepared to comply with it. Associ-
ates are expected to report to their supervisor dis-
honest or illegal activities as well as possible
violations of the code. If the supervisor does not
provide a satisfactory response, the employee is ex-
pected to contact either the vice president for hu-
man resources or the vice president of their
division. The code notes that any Perdue manager
who initiates or encourages reprisal against any
person who reports a violation commits a serious
violation of the code.

Minimizing Environmental Damage
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Historically, chicken processing has been the focus
of special-interest groups whose interests range
from animal rights to repetitive-motion disorders to
environmental causes. Perdue Farms has accepted
the challenge of striving to maintain an environ-
mentally friendly workplace as a goal that requires
the commitment of all its associates, from Frank
Perdue down. Frank Perdue states it best:“We
know that we must be good neighbors environ-
mentally. We have an obligation not to pollute, to
police ourselves, and to be better than EPA requires
us to be”

For example, over the years, the industry had
explored many alternative ways of disposing of
dead birds. Perdue research provided the solu-
tion—small composters on each farm. Using this
approach, dead birds are reduced to an end prod-
uct that resembles soil in a matter of a few days.
This has become a major environmental activity.
Another environmental challenge is the disposal of
hatchery wastes. Historically, manure and un-
hatched eggs that make up these wastes were
shipped to a landfill. Perdue produces about 10
tons of this waste per day. However, Perdue has re-
duced the waste by 50% by selling the liquid frac-
tion to a pet food processor who cooks it for
protein. The other 50% is recycled through a ren-
dering process. In 1990, Perdue spent $4.2 million
to construct a state-of-the-art waste water treat-
ment facility at its Accomac, Virginia, plant. This fa-
cility uses forced hot air heated to 120°F to cause
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EXHIBIT A

Perdue: Fiscal Year 1994

Mission Statement

Our mission is to provide the highest-quality
poultry and poultry-related products to retail
and food service customers.

We want to be the recognized industry leader in
quality and service, providing more than expected
for our customers, associates, and owners.

We will accomplish this by maintaining a tradi-
tion of pride in our products, growth through
innovation, integrity in the management of our
business, and commitment to Team Management
and the Quality Improvement Process.

Quality Policy

We shall produce products and provide ser-
vices at all times which meet or exceed the ex-
pectations of our customers.

We shall not be content to be of equal quality
to our competitors.

Our commitment is to be increasingly superior.

Contribution to-quality is a responsibility
shared by everyone in the Perdue organization.

Statement of Values

Our success as a.company, and as individuals
working at Perdue, depend upon:

¢ Meeting customer needs with the best-
quality, innovative food and food-related
products and services.

¢ Associates being team members in the busi-
ness and having opportunities to influence,
make contributions, and reach their full po-
tential,

* Working together as business partners by
implementing the principles of the QIP so
that mutual respect, trust, and a commitment
to being the best are shared among associ-
ates, customers, producers, and suppliers.

* Achieving the long-term goals of the com-
pany and providing economic stability and a
rewarding future for all associates through
well-planned, market-driven growth.

Being the best in our industry in profitability
as a low-cost producer, realizing that our
customers won'’t pay for our inefficiencies.
Staying ahead of the competition by investing
our profits to provide a safe work environ-
ment; to pay competitive wages; to maintain
up-to-date facilities, equipment, and
processes; and to create challenging oppor-
tunities for associates.

Serving the communities in which we do
business with resources, time, and the cre-
ative energies of our associates.

FY 1994 Company Goals

. PEOPLE—Provide a safe, secure, and pro-

ductive work environment.

» Reduce OSHA recordable incidents by
12%

¢ Reduce per capita workers’ compensation
by 28%

» |mplement an associates satisfaction sur-
vey process

¢ Provide an annual performance evaluation
for all associates.

. PRODUCTS—Provide the highest-quality

products and services at competitive costs.

¢ Develop an improved measurement of
consumer satisfaction

o Improve the “Customer Service Satisfac-
tion Index”

* Improve our quality spread over competi-
tion

+ Consistently achieve a plant weighted
ranking score for product quality of 212
points

» Increase sales from new products

. PROFITABILITY—Lead the industry in prof-

itability.

» Achieve a 10% ROAE

¢ Broiler Agrimetrics Index to be equal to
the Southeast Best Eight Average

¢ Turkey Agrimetrics Index to be equal to
the Best Eight National Average

» Increase market share by growing at a
rate which exceeds the industry.
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the microbes to digest all traces of ammonia, even
during the cold winter months. In April 1993, the
company took a major step with the creation of its
Environmental Steering Committee. Its mission is
“...to provide all Perdue Farms work sites with vi-
sion, direction, and leadership so that they can be
good corporate citizens from an environmental
perspective today and in the future” The commit-
tee oversees how the company is doing in such en-
vironmentally sensitive areas as waste water, storm
water, hazardous waste, solid waste, recycling,
biosolids, and human health and safety.

Jim Perdue sums it up as follows:“. .. we must
not only comply with environmental laws as they
exist today, but look to the future to make sure we
don’t have any surprises. We must make sure our
policy statement is real and that there’s something
behind it and that we do what we say we’re going
to do”

MARKETING
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In the early days, chicken was sold to groceries as a
commodity; that is, producers sold it in bulk, and
butchers cut and wrapped it. The consumer had no
idea what company grew the chicken. Frank Per-
due was convinced that higher profits could be
made if Perdue’s products were premium quality
so that they could be sold at a premium price.
However, the only way the premium quality con-
cept would work was if consumers asked for it by
name—and that meant the product must be differ-
entiated and “branded” to identify what the pre-
mium qualities are—hence the emphasis over the
years on superior quality, a higher meat-to-bone ra-
tio, and a yellow skin (the result of mixing marigold
petals in the feed), which is an indicator of bird
health.

In 1968, Perdue spent $40,000 on radio adver-
tising. In 1969, the company spent $80,000 on ra-
dio, and in 1970, it spent $160,000, split 50-50
between radio and television. The advertising
agency had recommended against television adver-
tising, but the combination worked. TV ads in-
creased sales, and Frank Perdue decided that the
old agency he was dealing with did not match one
of the basic Perdue tenets:“The people you deal
with should be as good at what they do as you are
at what you do.”

This decision set of a storm of activity on

Frank’s part. In order to select a new ad agency,
Frank studied intensively and personally learned
more about advertising than any poultry man be-
fore him. He began a 10-week immersion in the
theory and practice of advertising. He read books
and papers on advertising. He talked to sales man-
agers of every newspaper and radio and television
station in the New York City area, consulted ex-
perts,and interviewed 48 ad agencies. On April 2,
1971, Perdue Farms selected Scali, McCabe, Sloves
as its new advertising agency. As the agency tried
to figure out how to successfully “brand” a
chicken—something that had never been done—it
realized that Frank Perdue was their greatest ally.
“He looked a little like a chicken himself, and he
sounded a little like one, and he squawked a lot!”
Ed McCabe, partner and chief copywriter of the
firm, decided that Frank Perdue should be the
firm’s spokesperson. Initially, Frank resisted. In the
end, however, he accepted the role, and the cam-
paign based on “It takes a tough man to make a ten-
der chicken” was born. Frank set Perdue Farms
apart by educating consumers about chicken qual-
ity. The process catapulted Perdue Farms into the
ranks of the top poultry producers in the country.

The firm’s very first television commercial
showed Frank at a picnic in the Salisbury City Park
saying

A chicken is what it eats. ... And my chickens
eat better than people do....I store my own
grain and mix my own feed. ... And give my
Perdue chickens nothing but pure well water to
drink. ... That’s why my chickens always have
that healthy golden yellow color.. .. If you want
to eat as good as my chickens, you'll just have to
eat my chickens. ... Mmmm, that’s really good!”

Additional ads, touting superior quality and more
breast meat, read as follows:

Government standards would allow me to call
this a grade A chicken ... but my standards
wouldn’t. This chicken is skinny.. ..It has
scrapes and hairs. . .. The fact is, my graders re-
ject 30% of the chickens government inspectors
accept as grade A. ... That’s why it pays to insist
on a chicken with my name on it....If you're
not completely satisfied, write me and I'll give
you your money back. ... Who do you write in
Washington? ... What do they know about
chickens?



Never go into a store and just ask for a
pound of chicken breasts. . .. Because you
could be cheating yourself out of some meat. . ..
Here’s an ordinary one-pound chicken breast,
and here’s a one-pound breast of mine. ...
They weigh the same. But as you can see,
mine has more meat, and theirs has more
bone. I breed the broadest breasted, meatiest
chicken you can buy....So don’t buy a chicken
breast by the pound. ... Buy them by the
name ...and get an extra bite in every
breast.

The ads paid off. In 1968, Perdue Farms held
about 3% of the New York market. By 1972, one out
of every six chickens eaten in New York was a Per-
due chicken. Fifty-one percent of New Yorkers rec-
ognized the label. Scali, McCabe, Sloves credited
Frank Perdue’s “believability” for the success of the
program.“This was advertising in which Perdue
had a personality that lent credibility to the prod-
uct.” Today, 50% of the chickens consumed in New
York are Perdue.

Frank had his own view. As he told a Rotary au-
dience in Charlotte, North Carolina, in March 1989,
“...the product met the promise of the advertising
and was far superior to the competition. Two great
sayings tell it all:‘nothing will destroy a poor prod-
uct as quickly as good advertising’ and ‘a gifted
product is mightier than a gifted pen!”

Today, the Perdue marketing function is unusu-
ally sophisticated. Its responsibilities include decid-
ing (1) how many chickens and turkeys to grow,
(2) what the advertising and promotion pieces
should look like, where they should run, and how
much the company can afford, and (3) which new
products the company will pursue. The marketing
plan is derived from the company’s 5-year business
plan and includes goals concerning volume, return
on sales, market share, and profitability. The inter-
nal marketing department is helped by various ser-
vice agencies, including

¢ Lowe & Partners/SMS—advertising campaigns,
media buys

¢ R.C.Auletta & Co.—public relations, company
image

e Gertsman & Meyers—packaging design

¢ Group Williams—consumer promotional pro-
grams
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¢ Various research companies for focus groups,
telephone surveys, and in-home use tests

OPERATIONS
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Two words sum up the Perdue approach to opera-
tions—quality and efficiency—with emphasis on
the first over the latter. Perdue more than most
companies represents the total quality manage-
ment (TQM) slogan:“Quality, a journey without
end.” Some of the key events are listed in Exhibit B.
The pursuit of quality began with Arthur Perdue in
1924 when he purchased breeding roosters from
Texas for the princely sum of $25 each. For com-
parison, typical wages in 1925 were $1 for a 10-
hour workday. Frank Perdue’s own pursuit of
quality is legendary. One story about his pursuit of
quality was told in 1968 by Ellis Wainwright, the
State of Maryland grading inspector, during startup
operations at Perdue’s first processing plant. Frank
had told Ellis that the standards that he wanted
were higher than the government grade A stan-
dard. The first 2 days had been pretty much disas-
trous. On the third day, as Wainwright recalls,

We graded all morning, and I found only five
boxes that passed what I took to be Frank’s
standards. The rest had the yellow skin color
knocked off by the picking machines. I was
afraid Frank was going to raise cain that I had
accepted so few. Then Frank came through and
rejected half of those.

To ensure that Perdue continues to lead the in-
dustry in quality, it buys about 2000 pounds of
competitors’ products a week. Inspection associ-
ates grade these products, and the information is
shared with the highest levels of management. In
addition, the company’s quality policy is displayed
at all locations and taught to all associates in qual-
ity training (see Exhibit A).

Perdue insists that nothing artificial be fed or in-
jected into its birds. The company will not take any
shortcuts in pursuit of the perfect chicken. A
chemical- and steroid-free diet is fed to the chick-
ens.Young chickens are vaccinated against disease.
Selective breeding is used to improve the quality of
the chickens sold. Chickens are bred to yield more
breast meat because that is what the consumer
wants.



248 CASE 20  Perdue Farms, Inc. (1995)

EXHIBIT B

Milestones in the Quality Improvement Process at Perdue Farms

1924 Arthur Perdue buys leghorn roosters for $25.
1950s  Adopts the company logo of a chick under a-magnifying glass.
1984 Frank Perdue attends Philip Crosby’s Quality College.
1985 Perdue recognized for its pursuit of quality in A Passion for Excellence.
200 Perdue Managers attend Quality College.
Adopted the Quality Improvement Process (QIP).
1986 Established Corrective Action Teams (CATs).
1987 Established Quality Training for all associates.
Implemented Error Cause Removal Process (ECR).
1988 Steering Committee formed.
1989 First Annual Quality Conference held:
Implemented Team Management.
1990 Second Annual Quality Conference held.
Codified Values and Corporate Mission.
1991 Third Annual Quality Conference held.
Customer Satisfaction defined.
1992 Fourth Annual Quality Conference held.

“How to” implement Customer Satisfaction explained for team leaders and QITs.

Efficiency is improved through management of
details. As a vertically integrated producer of chick-
ens, Perdue manages every detail, including breed-
ing and hatching its own eggs, selecting growers,
building Perdue-engineered chicken houses, formu-
lating and manufacturing its own feed, overseeing
the care and feeding, operating its own processing
plants, distributing via its own trucking fleet, and
marketing. Improvements are measured in frac-
tional cents per pound. Nothing goes to waste. The
feet that used to be thrown away are now
processed and sold in the Orient as a bar room del-
icacy.

Frank’s knowledge of details is also legendary.
He not only impresses people in the poultry indus-
try but those in other industries as well. At the end
of one day the managers and engineers of a new
Grumman plant in Salisbury, Maryland, were re-
viewing their progress. Through the door, unan-
nounced came Frank Perdue. The Grumman
managers proceeded to give Frank a tour of the
plant. One machine was an ink-jet printer that la-
beled parts as they passed. Frank said he believed
he had some of those in his plants. He paused for a
minute, and then he asked them if it clogged often.
They responded yes. Frank exclaimed excitedly,“I

am sure that I got some of those!” To ensure that
this attention to detail pays off, eight measurable
items—hatchability, turnover, feed conversion, liv-
ability, yield, birds per worker-hour, utilization, and
grade—are tracked.

Frank Perdue credits much of his success to lis-
tening to others. He agrees with Tom Peters that
“nobody knows a person’s 20 square feet better
than the person who works here.” To facilitate the
transmission of ideas through the organization, it is
undergoing a cultural transformation beginning
with Frank (Exhibit C). He describes the transition
from the old to the new culture and himself as fol-
lows:

... we also learned that loud and noisy were
worth a lot more than mugs and pens. What [
mean by this is, we used to spend a lot of time
calling companies to get trinkets as gifts. Gradu-
ally, we learned that money and trinkets weren’t
what really motivated people. We learned that
when a man or woman on the line is going all
out to do a good job, that he or she doesn’t care
that much about a trinket of some sort; what
they really want is for the manager to get up
from behind his desk, walk over to them and, in



EXHIBIT C

Perdue Farms, Inc., Cultural Transformation

Old culture

Top-down management
Poor communications
Short-term planning
Commitment to quality
Profitability focus

Limited associate recognition
Limited associate training
Short-term cost reduction

M ® N A WD~

Annual goals as end target

S

Satisfied customers

New culture

Team management

Focused message from senior management
Long-range planning

Expanded commitment to quality

Focus on people, product, and profitability
Recognition is a way of life

Commitment to training

Long-term productivity improvements

0 ® N AWM~

Continuous improvement

S

Delighted customers

front of their peers, give them a hearty and sin-
cere “thank you.”

When we give recognition, now, we do it
when there’s an audience and lots of peers can
see. This is, I can tell you, a lot more motivating
than the “kick in the butt,” that was part of the
old culture—and I was the most guilty!

Changing the behavioral pattern from writing
up people who have done something wrong to rec-
ognizing people for doing their job well has not
been without some setbacks. For example, the
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company started what it calls the “Good Egg
Award,” which is good for a free lunch. Managers in
the Salisbury plan were all trained and asked to dis-
tribute the awards by “catching” someone doing a
good job. When the program manager checked
with the cafeteria the following week to see how
many had been claimed, the answer was none. A
meeting of the mangers was called to see how
many had been handed out. The answer was none.
When the managers were asked what they had
done with their award certificates, the majority
replied they were in their shirt pocket. A goal was
set for all managers to hand out five a week.

The following week, the program manager still
found that very few were being turned in for a free
lunch. When employees were asked what they had
done with their awards, they replied that they had
framed them and hung them up on walls at home
or put them in trophy cases. The program was
changed again. Now the “Good Egg Award” consists
of both a certificate and a ticket for a free lunch.

Perdue also has a beneficial suggestion program
that it calls “Error Cause Removal.” It averages bet-
ter than one submission per year per three employ-
ees. Although that is much less than the 22 per
employee per year in Japan, it is significantly better
than the national average in the United States of
one per year per five employees. As Frank has said,
“We’re ‘one up’...because with the help of the
Quality Improvement Process and the help of our
associates, we have thousands of ‘better minds’
helping us”

MANAGEMENT INFORMATION
SYSTEMS (MIS)
000000000000 0000000000000000000000000
In 1989, Perdue Farms employed 118 IS people
who spent 146 hours per week on IS mainte-
nance—“fix it”—jobs. Today, the entire department
has been reduced to 50 associates who spend only
52 hours per week in “fix it”and 94 percent of
their time building new systems or re-engineering
old ones. Even better, a 6-year backlog of projects
has been eliminated, and the average “build it” cost
for a project has dropped from $1950 to $568—an
overall 300% increase in efficiency.

According to Don Taylor, director of MIS, this
is the payoff from a significant management re-
orientation. A key philosophy is that a “fix it”
mentality is counterproductive. The goal is to
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determine the root cause of the problem and re-
engineer the program to eliminate future problems.

Developer-user partnerships—including a
monthly payback system—were developed with
five functional groups: sales and marketing, finance
and human resources, logistics, quality assurance,
and fresh poultry and plant systems. Each has an as-
signed number of IS hours per month and defines
its own priorities, permitting it to function as a cus-
tomer.

In addition, a set of critical success factors
(CSFs) was developed. These include (1) automa-
tion is never the first step in a project; it occurs
only after superfluous business processes are elimi-
nated and necessary ones simplified; (2) senior
management sponsorship—the vice president for
the business unit—must sponsor major projects in
their area; (3) limited size, duration, and scope; IS
has found that small projects have more success
and a cumulative bigger payoff than big ones, and
all major projects are broken into 3- to 6-month
segments with separate deliverables and benefits;
(4) precise definition of requirements—the team
must determine up front exactly what the project
will accomplish; and (5) commitment of both the
IS staff and the customer to work as a team.

Perdue considers IS key to the operation of its
business. For example, IS developed a customer or-
dering system for the centralized sales office
(CSO). This system automated key business
processes that link Perdue with its customers. The
CSO includes 13 applications including order en-
try, product transfers, sales allocations, production
scheduling, and credit management.

When ordering, the Perdue salesperson negoti-
ates the specifics of the sale directly with the buyer
in the grocery chain. Next, the salesperson sends
the request to a dispatcher who determines where
the various products are located and designates a

EXHIBIT D

Perdue Farms, Inc.,Technological Accomplishments

specific truck to make the required pickups and
delivery, all within the designated 1-hour delivery
window that has been granted by the grocery
chain. Each truck is even equipped with a small
satellite dish that is connected to the LAN so that a
trucker on the New Jersey Turnpike headed for
New York can call for a replacement tractor if his
or her rig breaks down.

Obviously, a computer malfunction is a possible
disaster. Four hours of downtime is equivalent to
$6.2 million in lost sales. Thus Perdue has separate
systems and processes in place to avoid such prob-
lems. In addition to maximizing on-time delivery,
this system gives the salespeople more time to dis-
cuss wants and needs with customers, handlé cus-
tomer relations, and observe key marketing issues
such as Perdue shelf space and location.

On the other hand, Perdue does not believe that
automation solves all problems. For example, it was
decided that electronics monitoring in the poultry
houses is counterproductive and not cost-effective.
While it would be possible to develop systems to
monitor and control almost every facet of the
chicken house environment, Perdue is concerned
that doing so would weaken the invaluable link be-
tween the farmer and the livestock; that is, Perdue
believes that poultry producers need to be person-
ally involved with conditions in the chicken house
in order to maximize quality and spot problems or
health challenges as soon as possible.

RESEARCH AND DEVELOPMENT

0000 0000000000000 00000000000000000000
Perdue is an acknowledged industry leader in the
use of technology to provide quality products and
service to its customers. A list of some of its tech-
nological accomplishments is given in Exhibit D. As
with everything else he does, Frank Perdue tries to

¢ Breed chickens with 20% more breast meat

First to use digital scales to guarantee weights to customers
¢ First to package fully cooked chicken products on microwavable trays
+ First to havea box lab to define quality of boxes from different suppliers

First to test both its chickens and competitors’ chickens on 52 quality factors every week
» Improved on-time deliveries 20% between 1987 and 1993




leave nothing to chance. Perdue employs 25 peo-
ple full time in the industry’s largest research and
development (R&D) effort, including five with
graduate degrees. It has specialists in avian science,
microbiology, genetics, nutrition, and veterinary
science. Because of its R&D capabilities, Perdue is
often involved in USDA field tests with pharma-
ceutical suppliers. Knowledge and experience
gained from these tests can lead to a competitive
advantage. For example, Perdue has the most exten-
sive and expensive vaccination program among
breeders in the industry. As a result, Perdue grow-
ers have more disease-resistant chickens and one of
the lowest mortality rates in the industry.

Perdue is not complacent. According to Dr. Mac
Terzich, doctor of veterinary medicine and labora-
tory manager, Perdue really pushes for creativity
and innovation. Currently, the company is working
with and studying some European producers who
use a completely different process.

HUMAN RESOURCES MANAGEMENT
00000 0000000000000 0000000000000000000
‘When entering the Human Resources Department
at Perdue Farms, the first thing one sees is a promi-
nently displayed set of human resources corporate
strategic goals (Exhibit E). Besides these human re-
sources corporate strategic goals, Perdue sets an-
nual company goals that deal with “people.” Fiscal
year 1995s strategic “people” goals center on pro-
viding a safe, secure, and productive work envi-

EXHIBIT E

Human Resources Corporate Strategic Goals
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ronment. The specific goals are included on the
wallet-sized, fold-up card mentioned earlier (see
Exhibit A).

Strategic human resources planning is still de-
veloping at Perdue Farms. According to Tom
Moyers, vice president for human resources man-
agement,“Every department in the company has a
mission statement or policy which has been devel-
oped within the past 18 months. ... Department
heads are free to update their goals as they see fit.

.. Initial strategic human resource plans are devel-
oped by teams of three or four associates. . .. These
teams meet once or twice a year company-wide to
review where we stand in terms of meeting our ob-
jectives.”

To keep associates informed about company
plans, Perdue Farms holds “state of the business
meetings” for all interested associates twice a year.
For example, during May 1994, five separate meet-
ings were held near various plants in DelMarVa, the
Carolinas, Virginia, and Indiana. Typically, a local au-
ditorium is rented, overhead slides are prepared,
and the company’s progress toward its goals and its
financial status are shared with its associates. Dis-
cussion revolves around what is wrong and what is
right about the company. New product lines are in-
troduced to those attending, and opportunities for
improvement are discussed.

On joining Perdue Farms, each new associate at-
tends an extensive orientation that begins with a
thorough review of the Perdue Associate Hand-
book. The handbook details Perdue’s philosophy

¢ Provide leadership to the corporation in all aspects of human resources, including safety, recruitment and
retention-of associates, training and development, employee relatlons, compensation, benefits, communica-
tion, security, medical, housekeeping, and food services.

Provide leadership and assistance to management at all levels in communicating and implementing com-
pany policy to ensure consistency and compliance with federal, state, and local regulations.

Provide leadership and assistance to management in maintaining a socially responsible community image in
all-our Perdue communities by maintaining positive community relations and encouraging Perdue associ-
ates to be active in their community.

Provide leadership and assistance to management in creating an environment wherein all associates can
contribute to the overall success of the company.

Be innovative and cost-efficient in developing, implementing, and providing to all associates systems that
will reward performance, encourage individual growth, and recognize contribution to the corporation.
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on quality, employee relations, drugs and alcohol,
and its code of ethics. The orientation also includes
a thorough discussion of the Perdue benefit plans.
Fully paid benefits for all associates includes (1)
paid vacation, (2) eight official paid holidays, (3)
health, accident, disability, and life insurance, (4)
savings and pension plans, (5) funeral leave, and (6)
jury duty leave. The company also offers a scholar-
ship program for children of Perdue associates.

Special arrangements can be made with the in-
dividual’s immediate supervisor for a leave of ab-
sence of up to 12 months in case of extended
non-job-related illness or injury, birth or adoption
of a child, care of a spouse or other close relative,
or other personal situations. Regarding the Family
and Medical Leave Act of 1993, although opposed
by many companies because its requirements are
far more than their current policies, the act will
have little impact on Perdue Farms, since existing
leave of absence policies are already broader than
the new federal law.

Perdue Farms is a nonunion employer. The firm
has had a long-standing open-door policy, and man-
agers are expected to be easily accessible to other
associates, whatever the person’s concern. The
open door has been supplemented by a formal
peer-review process. While associates are expected
to discuss problems with their supervisors first,
they are urged to use peer review if they are still
dissatisfied.

Wages and salaries, which are reviewed at least
once a year, are determined by patterns in the poul-
try industry and the particular geographic location
of the plant. Changes in the general economy and
the state of the business are also considered.

Informal comparisons of turnover statistics
with others in the poultry industry suggest that
Perdue’s turnover numbers are among the lowest
in the industry. Perdue also shares workers’ com-
pensation claims data with its competitors, and in-
cidence rates (for accidents) are also among the
lowest in the industry. Supervisors initially train
and coach all new associates about the proper way
to do their jobs. Once trained, the philosophy is
that all associates are professionals and, as such,
should make suggestions about how to make their
jobs even more efficient and effective. After a 60-
day introductory period, the associate has seniority
based on the starting date of employment. Senior-
ity is the determining factor in promotions where
qualifications (skill, proficiency, dependability, work

00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000

record) are equal. Also, should the workforce need
to be reduced, this date is used as the determining
factor in layoffs.

A form of management by objectives (MBO) is
used for annual performance appraisal and plan-
ning review. The format includes a four-step
process:

1. Establish accountability, goals, standards of per-
formance, and their relative weights for the re-
view period.

2. Conduct coaching sessions throughout the re-
view period, and document these discussions.

3. Evaluate performance at the end of the review
period, and conduct an appraisal interview.

4. Undertake next review period planning.

The foundation of human resources develop-
ment includes extensive training and management
development plus intensive succession planning
and career pathing. The essence of the company’s
approach to human resources management is cap-
tured in Frank Perdue’s statement:

We have gotten where we are because we have
believed in hiring our own people and training
them in our own way. We believe in promotion
from within, going outside only when we feel it
is absolutely necessary—for expertise and
sometimes because our company was simply
growing faster than our people development
program. The number one item in our success
has been the quality of our people.

FINANCE
00000000000 00000000000000000000000000
Perdue Farms, Inc., is a privately held firm and con-
siders financial information to be proprietary.
Hence available data are limited. Stock is primarily
held by the family and a limited amount by Perdue
management. Forbes (December 5,1994) estimates
Perdue Farms revenues for 1994 at about $1.5 bil-
lion, net profits at $50 million, and the number of
associates at 13,800. The January 1995 purchase of
Showell Farms, Inc., should boost revenues to more
than $2 billion and the number of associates to
about 20,000.

The firm’s compound sales growth rate has
been slowly decreasing during the past 20 years,



mirroring the industry, which has been experienc-
ing market saturation and overproduction. How-
ever, Perdue has compensated by wringing more
efficiency from its associates; for example, 20 years
ago,a 1% increase in associates resulted in a 1.3%
increase in revenue. Today,a 1% increase in associ-
ates results in a 2.5% increase in revenues (see
Table 1).

Perdue Farms has three operating divisions: Re-
tail Chicken (62% of sales, growth rate 5%), Food-
service Chicken and Turkey (20% of sales, growth
rate 12%), and Grain and Oilseed (18% of sales,
growth rate 10%). Thus the bulk of sales comes
from the sector—retail chicken—with the slowest
growth rate. Part of the reason for the slow sales
growth in retail chicken may stem from Perdue
Farm’s policy of selling only fresh—never frozen—
chicken. This has limited the company’s traditional
markets to cities that can be serviced overnight by
truck from production facility locations, for exam-
ple, New York, Boston, Philadelphia, Baltimore and

Washington, which are pretty well saturated (devel-

oping markets include Chicago, Cleveland, Atlanta,
Pittsburgh, and Miami). On the other hand, foodser-
vice and grain and oilseed customers are nation-
wide and include export customers in eastern
Europe, China, Japan, and South America. Perdue
Farms has been profitable every year since its
founding, with the exception of 1988. Company of-
ficials believe the loss in 1988 was caused by a de-
centralization effort begun during the early
eighties. At that time, there was a concerted effort
to push decisions down through the corporate
ranks to provide more autonomy. When the new
strategy resulted in higher costs, Frank Perdue re-
sponded quickly by returning to the basics, recon-

TABLE |

Annual Compound Growth Rate:
Revenues and Associates

Past 20 years 13% 10%
Past |5 years 1% 8%
Past 10 years 9% 5%
Past 5 years 5% 2%
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solidating and downsizing. Now the goal is to con-
stantly streamline in order to provide cost-effective
business solutions.

Perdue Farms has a conservative approach to fi-
nancial management, using retained earnings and
cash flow to finance asset replacement projects
and normal growth. When planning expansion pro-
jects or acquisitions, long-term debt is used. The
target debt limit is 55% of equity. Such debt is nor-
mally provided by domestic and international bank
and insurance companies. The debt strategy is to
match asset lives with liability maturities and have
a mix of fixed-rate and variable-rate debt. Growth
plans require about $2 in projected incremental
sales growth for each $1 in invested capital.

THE U.S. POULTRY INDUSTRY

U.S. annual per capita consumption of poultry has
risen dramatically during the past 40 years from
26.3 pounds to almost 80 pounds in 1990. Con-
sumption continued to grow through 1994 accord-
ing to a broiler industry survey of the largest
integrated broiler companies. Output of ready-to-
cook product increased 5.8% in 1991,5.3% in
1992,6.0% in 1993, and 7.9% in 1994 to 508 mil-
lion pounds per week.

Recent growth is largely the result of con-
sumers moving away from red meat due to health
concerns and the industry’s continued develop-
ment of increased-value products such as pre-
cooked or roasted chicken and chicken parts.
Unfortunately, this growth has not been very prof-
itable due to chronic overcapacity throughout the
industry that has pushed down wholesale prices.
The industry has experienced cyclic troughs be-
fore, and experts expect future improvement in
both sales and profits. Still, razor-thin margins de-
mand absolute efficiency.

Fifty-three integrated broiler companies ac-
count for approximately 99% of ready-to-cook pro-
duction in the United States. While slow
consolidation of the industry appears to be taking
place, it is still necessary to include about 20 com-
panies to get to 80% of production. Concentration
has been fastest among the top four producers. For
example, since 1986, market share of the top four
has grown from 35% to 42% (see Table 2).

Although the DelMarVa Peninsula (home o
Perdue Farms, Inc.) has long been considered the
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TABLE 2

Million Million

Heads Pounds
I. Tyson Foods,Inc.  26.70 88.25
2. Gold Kist, Inc. 13.40 44.01
3. Perdue Farms,Inc. 10.971 42,64t
4. ConAgra, Inc. 10.50 37.91

*Based on average weekly slaughter; Broiler Industry Survey, 1995.
fincludes figures for Showell Farms, Inc., which Perdue acquired in
January 1995.

birthplace of the commercial broiler industry, re-
cent production gains have been most rapid in the
Southeast. Arkansas, Georgia, and Alabama are now
the largest poultry producing states—a result of
abundant space and inexpensive labor. The South-
east accounts for approximately 50% of the $20 bil-
lion U.S. chicken industry, employing 125,000
people across the region. Still, DelMarVa chicken
producers provide about 10% of all broilers grown
in the United States. This is due largely to the re-
gion’s proximity to Washington, Baltimore, Philadel-
phia, New York, and Boston. Each weekday, more
than 200 tractor trailers loaded with fresh dressed
poultry leave DelMarVa headed for these metropol-
itan markets.

Seven integrated companies operate 10 feed
mills, 15 hatcheries, and 13 processing plants on
the DelMarVa Peninsula, employing approximately
22,000 people and producing approximately 10
million broilers each week (see Table 3).

THE FUTURE

Considering Americans’ average annual consump-
tion of chicken (almost 80 pounds per person in
1990), many in the industry wonder how much
growth is left. For example, after wholesale prices
climbed from 14 cents per pound in 1960 to about
37 cents per pound in 1989, the recession and a
general glut in the market caused prices to fall
back (see Figure 1). Although prices rebounded
somewhat in 1993 and 1994, in real terms the
price of chicken remains at an all-time low. A
pound of chicken is down from 30 minutes of an
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TABLE 3

Integrated Broiler Producers Operating on the
DelMarVa Peninsula*

National Rank

Tyson Foods, Inc. I

Perdue Farms Inc. (includes 3
Showell Farms, Inc., which
Perdue acquired in January 1995)

ConAgra, Inc.
Hudson Foods, Inc.
Townsend, Inc. (Millsboro, Delaware) 10

Alien Family Foods, Inc. 14
(Seaford, Delaware)

Mountaire Farms of Delmarva, Inc. 26
(Selbyville, Delaware)

*DelMarVa Poultry Industry, Inc., May 1995 fact sheet.

average worker’s 1940 wage to only 4.5 minutes of
a 1990 wage.

While much of this reduction can be justified
by improved production efficiencies, prices are
clearly depressed due to what some consider over-
capacity in the industry. For example, in 1992,
ConAgra, Inc., temporarily stopped sending chicks
to 30 DelMarVa growers to prevent an oversupply
of chickens, and several chicken companies have
started to experiment with producing other kinds
of meats—from pork to striped bass—to soften the
impact (Kim Clark, 7he Sun, July 4, 1993).

The trend is away from whole chickens to skin-
less, boneless parts. Perdue has responded with its
line of Fit 'n Easy products with detailed nutrition
labeling. It is also developing exports of dark meat
to Puerto Rico and chicken feet to China. Fresh
young turkey and turkey parts have become an im-
portant product, and the Perdue Done It! line has
been expanded to include fully cooked roasted
broilers, Cornish hens, and parts. Recently, the com-
pany has expanded its lines to include ground
chicken and turkey sausage.

Frank Perdue reflected recently that“... we
have a very high share of the available supermarket
business in the Middle Atlantic and Northeastern
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Wholesale Price per Pound of Live Broilers as Received by Farmers.
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United States, and if we were to follow that course
which we know best—selling to the consumer
through the retailer—we’d have to consider the
Upper Midwest—Pittsburgh, Chicago, Detroit, with
25 to 30 million people.
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