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Industry and Company Analysis

The Frappuccinos
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I. Introduction

A steady growth in restaurant sales throughout the 1990’s has led to an abundant number of new companies entering the restaurant/specialty eatery segment hoping to grab a share of the market with their particular niche technique. Incidentally, US citizens spend almost half of their expendable income on food, mostly for dining out (Hoover’s Online).  Changes in lifestyle, trends, and fashions of the food industry have caused changes in the way companies compete in this industry, leading to a much more dynamic marketplace with a great deal of specialization and diversification.  As the demand for convenience has made eating out a normal routine for Americans, the demand for specialty food services has increased in recent years (Hoover’s Online).  It is the goal of a company like Starbucks to obtain as large a share of this market as possible and to grow and maintain that market share in face of intense competition in order to remain profitable.

II. Analysis of the Macro Environment

According to Hoovers Online, Starbucks is in the Specialty Eateries & Catering Services industry of the Leisure sector (Hoover’s Online).  This industry is well-grounded and relatively steady with few political influences, a solid economic environment, and little social and technological changes affecting the industry.

Political influences mainly consist of government-imposed minimum wage fluctuations.  Specialty eateries are usually able to train workers to perform required job functions such as serving coffee or preparing food for the customer.  In most cases, little previous experience or education is required.  This allows companies in the industry to hire workers at the minimum wage or slightly above.  Therefore companies in the specialty eatery industry are sensitive to increases in the national minimum wage that would increase labor costs.  Additional political influences are regulatory and licensing restrictions imposed by state and local governments as well as political relations between the coffee supplying nations and the United States.  Other potential political influences include governmental rent control (affecting the price of housing within an area and available labor base), tax base determination (affecting the costs of operations and location profitability), and labor laws (affecting employer-employee relations).

The economic environment of specialty eateries is solid overall due to the constant demand for food and beverage services.  Overall sales growth of the industry was 5% in 1998 (Schwab Online).  However the growth rate of the top five specialty eateries, as measured by sales and number of employees, was 12% in 1998.

The greatest source of concern within the industry is the economic relationship between domestic purchasers and producers.  For example in the coffee segment of the specialty eatery industry, coffee producing nations pose great influences on coffee purchasing companies.  Coffee is the world’s second largest traded commodity with supply and prices being subject to significant market volatility.  Within the specialty eatery industry, the type of coffee demanded is more likely to be green coffee beans, which command a market premium and tend to be sold at a negotiated price rather than as a commodity (Starbucks 10K Report).  The biggest concern to companies within this industry is that these producers would ally and form a cartel-type of organization to artificially inflate coffee prices.  As the chart below indicates, Brazil and Colombia account for 44% of all green coffee beans produced in 1998-1999 (Coffee Business News).  Any alliance between these two countries could drastically affect overall coffee bean prices.
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Socially, the industry has to deal with consumer perceptions and attitudes toward coffee and caffeine, a stimulant.   The use of caffeine does have some side effects including dizziness, diarrhea, rapid heartbeat, irritability, nervousness, nausea, tremors, insomnia, and vomiting.  Although the number of occurrences of these side effects is minimal, if consumers were to view caffeine in a negative light, it could have an adverse impact on consumer demand for coffee, with competing products filling the void.

Going out to get a bite or a drink at a specialty food chain is a social habit that will likely see few changes.  However shifts in tastes and brand preferences can influence the popularity of a specialty food chain.  A social shift from eating donuts or bagels in the morning to another food item can influence individual specialty food chains that are often reliant on specific food items to compliment their coffee products.  Changes in overall eating habits can influence the entire specialty eatery industry as well.  A move towards eating more full course meals rather than individual specialty items such as bagels, croissants, or donuts can decrease overall demand for specialty eatery chains.  Even though there are risks of social changes affecting industry demand, judging by steady demand and growth in the specialty eatery industry, few exist at this point to warrant concern.

Considering that the specialty eatery industry involves mainly purchasing and preparing food and beverage items, few technological trends influence the industry to a great extent.  However technology can be used to a  lesser extent to help advertise products, improve production and distribution, and keep abreast of commodity market changes in real time.  Internet web sites can be used to promote companies within the industry, while also providing the consumer with an additional means of purchasing products. Food and beverage products can be produced more efficiently with the advent of new machinery or technological improvements in the production process.  For example, a new percolating machine can help produce more coffees or coffees with better quality.

III. Industry and Competitive Analysis

As mentioned previously, Starbucks specifically competes within the specialty eateries and catering services industry.  However, in a broader sense, Starbucks has to compete with every outlet a consumer has in order to satisfy their need for coffee specifically and beverages generally.  These outlets include other specialty eateries, fast food restaurants, local convenience stores, and any other retail environment that choose to carry coffee or other beverages.  Additionally, Starbucks retail stores face competition in trying to sell their whole bean products from coffee bean distributors such as Brothers Gourmet Coffees, Farmer Brothers Coffee, Green Mountain Coffee, Inc., and even Starbucks itself.  These coffee beans are available at local retail establishments, convenience stores, and, most importantly, grocery stores.

Industry Costs and Capital Structure

The cost and capital structure of the specialty eatery industry is low to moderate, depending upon whether the location is leased or purchased and the extent of investment each company wishes to make into property and leasehold improvements.  Major fixed capital expenditures include the leasing or purchasing of stores, store appliances, and store setup, while sources of variable costs include cost of coffee and other goods sold, advertising, and cost of labor. 

Market Structure

The market structure for the specialty eateries and catering services industry falls into a monopolistic competitive market structure.  There are many competitors in the industry competing to sell specialty food and beverage items in retail locations. Coffee is a commodity with marginal differences in quality, texture, and flavor.  Companies such as Starbucks are normally price takers and are not able to exert a large degree of influence over the price they can charge.  However, they do attempt to influence consumer demand for their own products by positioning their product and accentuating slight product differences (both actual and perceived) in areas such as quality, flavor, or atmosphere of the eateries themselves.

Barriers to entry for individual outlets are low; however, market participants do face the daunting task of building brand equity and mind share in order to attempt to become a big player in the industry.  Even today, there is only a small number of proven top specialty restaurants and eateries in the United States.  

Competitive Activity

As a competitor in a monopolistic competitive market, Starbucks is forced to rely on product and location differentiation to influence consumers’ demand for their products.  While some coffee retailers are relegated to the role of a price taker, Starbucks is able to establish their own pricing structure.  To do so, they rely on coffee that is positioned as a premium product of the highest quality, served in ‘chic’ locations where status is as important as the coffee itself.  This marketing strategy has yielded great results.  Starbucks is the market leader with over $1.3 billion 1998 in sales.  Their nearest competitor is Einstein / Noah Bagels with $372 million in sales.  After that the nearest competitors are Panera Bread Company ($250 million), Diedrich Coffee ($24 million), New World Coffee-Manhatten Bagel ($17 million) and Tully’s Coffee Corporation ($15 million).  
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Starbucks' primary expansion strategy has been to increase its retail market share in markets in which it already competes and to open stores in new markets where it believe it can become the leading specialty coffee retailer (Starbucks: Still Perking?).   They are also known for partaking in some aggressive market practices.  For instance when Deanna McGovern, a bohemian café owner whose business grossed $750,000 in 1996, refused to sell her business to Starbucks for a low ball bid of $105,000, Starbucks opened up a new location directly across the street from her (US News and World Report). This was only after they were unsuccessful in getting her landlord to double the monthly rental rate so that only Starbucks would be able to afford the property (IBID).

Starbucks is not the only aggressive company in the marketplace.  Upstart Diedrich coffee, which only had $24 million in sales in fiscal 1998, has implemented a strategy to expand to up to 1500 stores within the next five to seven years.  Unlike taking the company-owned store model of Starbucks, they are looking to achieve that growth by entering into major franchise area development agreements with experienced, multi-unit franchise operators (Diedrich Coffee Inc.)  Leading Diedrich in this growth revolution are John Martin, the former CEO of Taco Bell Worldwide, and Tim J. Ryan, his senior marketing executive.  They are a dynamic duo who have a combined 38 years experience in the food business, having grown Taco Bell from 1,500 locations to 25,000 (Forbes Magazine).  Additionally, retailers that have not traditionally focused on specialty coffees such as Einstein/Noah Bagel Corporation, Panera Bread Company, New World Coffee / Manhattan Bagel Company, and Dunkin Donuts are now finding themselves allocating more resources away from their bagel, croissant, and donut products towards coffee products in order to remain competitive.

Competition is only expected to continue to grow fiercer.  According to Multex.com, growth within the industry for both soft drinks and restaurant chains is expected to be positive into the 20th century (Multex.com).  Theoretically, over the next few years we will continue to see expansion in the specialty eatery market until overall economic profits reach zero.  We will then likely see consolidation within the industry as large operations absorb smaller ones.  Based on their current financial position, Starbucks is in a prime position to remain the market leader.  They are extremely liquid, with over $123 million in cash and short-term investments as of the end of fiscal 1998 (Starbucks 10K).  The next closest is New World Coffee which had a war chest of just over $5.2 million for the same time period (New World Coffee 10K).  This means that Starbucks will continue to be liquid enough to expand into new markets, shore up existing markets to avert competitor take over, and have enough cash to weather any potential economic storms.

IV. Company Analysis

Starbucks Corporation purchases and roasts high quality whole bean coffees and sells them along with fresh, rich-brewed coffees, Italian-style espresso beverages, and a variety of pastries (generally purchased from local sources, based on quality and price), confections, coffee-related accessories and equipment through the company-operated retail stores (Zacks). 

Starbucks faces two main competitive arenas: firstly, in whole beans, it competes directly against specialty coffees sold at retail through supermarkets, specialty retailers and growing numbers of specialty coffee stores.  Secondly, in the beverage market, Starbucks competes against restaurants and espresso stands.  Moreover, the company goes to great lengths to ensure that only the highest quality of green beans are used (Starbucks Corporation: Still perking?).

Starbucks strategy is to maximize market penetration by placing retail stores in high-traffic, high-visibility locations.  Because of the flexibility of the size and format of its stores, Starbucks stores can be found in a variety of settings, including retail centers, university campuses, office buildings, and supermarket foyers. The convenient location of its retail stores attract consumers ranging from students and simple coffee lovers to corporate professionals seeking a cup of high quality coffee served in a variety of personalized ways.  In particular, Starbucks caters to the somewhat affluent, coffee aficionados, as a big player in the specialty sales and eatery industry.

In an effort to create American coffee enthusiasts with the dedication of their Italian counterparts, Starbucks needed to provide a seductive and relaxing atmosphere and make coffee bars a social destination.  The stores are uniform in their decorative styles as well as being smooth, neat and comfortable.  Coffee preparers are referred to as “baristas”(Italian for bartender) and biscotti is readily available on the counter in a glass jars.  The daily papers are available as well, creating a relaxing stop for patrons.  The stores are well lit, feature plenty of burnished wood and brass with artwork on the walls.  Jazz or opera is usually played softy in the background (Starbucks Corporation: Still perking?). As Howard Schultz, chairman and CEO of the company said to Business Week in the November 18, 1991 edition, “We’re not just selling a cup of coffee, we are providing an experience”.

Starbucks Corporation was described by Fortune Magazine as one of the “100 Best Companies to Work For” (1997 and 1998) for a number of reasons which differentiate the company from the competition.  Starbucks offers its benefits package to both full-time and part-time employees; a package that includes medical, dental, vision and short-term disability insurance, paid vacations and employee stock options.  The benefits package promotes long-term dedication and commitment to the company and its implicit ideals.  The implementation of this policy has been highly successful for Starbucks.  The company empowers its employees to make decisions without having to ask managers for consent.  The employees are also encouraged to think for themselves as partners in the business.  Schultz believes that these benefits packages decrease employee turnover and encourages them to be attentive in order to satisfy consumer needs (Starbucks Corporation: Still perking?).  Consequently, this type of program helps Starbucks retain their employees and maintain the elite quality of their service.  

Starbucks also offers specialty sales, distributing its coffee beans to airlines, restaurants, office coffee suppliers, and hotels.  Recently, Starbucks has begun to enter the retail sales market with a multitude of products available through direct mail shipment.  In a join venture partnership with Pepsi, bottled Frappuccino® ready-to-drink coffee based products were introduced to the market and distributed to supermarkets, convenience, and drug stores in 1998.  Most recently, the company expanded its product line with a selection of highly successful premium ice cream flavors, widely available to the general public.  Through joint venture partnerships, bottled drinks and ice cream are produced and sold to the general public as an auxiliary strategic business unit to their retail store operations.

One of the main differentiating factors between Starbucks and its competitors is Starbucks’ use of coffee as their main product to draw customers into stores.  Starbucks’ competitors maintain coffee market share by selling coffee as a complementary product to their end consumer, focussing their attention on other products.  Many of Starbucks’ competitors (Panera Bread Company-formerly Au Bon Pain, Einstein/Noah Corporation, and Dunkin Donuts) bring consumers’ coffee dollars with products like European breads (Au Bon Pain), bagels (Einstein/Noah) and donuts (Dunkin Donuts).

Another aspect of Starbucks’ marketing strategy is to reach consumers outside of the scope of the retail store environment. This is related to the company’s overall strategy of market growth and penetration. They have achieved this by establishing relationships through agreements that include domestic retail licensing, domestic grocery licensing, domestic joint ventures, international licensing, and direct response. An example of the domestic grocery-licensing relationship would be the transition to Kraft, which is the licensing agreement to handle Starbucks whole bean and ground specialty coffee in supermarkets. Starbucks Specialty Sales & Marketing (SS&M) sells to various groups in the food service industry. These segments include health care, business and industry, college and university, hotel and resort. SS&M also supplies to restaurants, grocery stores, and to various companies such as United Airlines, Starwood Hotels & Resorts, Sodexho Marriott Food Services, and General Cinemas. Starbucks also has mail order and online catalogs .

Starbucks’ suppliers are generally international and the company’s supply chain can often be affected by numerous factors in their supplying countries.  Supply and price can be affected by multiple factors such as weather, natural disasters,  and political and economic situations (Zacks: Business Desctiption for Starbucks Corporation).
The overall characteristics of Starbucks apply to the specific site of 64 Central Street, Wellesley, Massachusetts. This particular site is positioned in a high-traffic, high-visibility area in the upper-middle-class community of Wellesley with the typical decoration and the standardized product variety.  This location attracts commuters and local residents in the morning and evenings as well as Wellesley College and Babson College students.  The particular site in Wellesley reflects the company’s goal of expanding its retail operations into areas of high traffic and in a moderately affluent community. Since there are so many residences in Wellesley and numerous colleges nearby, the location of this particular site is very convenient for a fair proportion of people, being as it is on their way to work (in the direction out of town toward a highway). Instead of waiting to get to work in Boston for his first coffee, Joe Public can get Starbucks coffee by just walking down the street. Students who want to take a break in the afternoon can sit down and enjoy a cup of coffee in the store as well. Incidentally, both Babson College and Wellesley College attract fairly upper-middle-class and upper class students capable of a fair share of spending. 

Customers that choose Starbucks, as compared with other places where coffee is sold, are generally people looking for a cup of high-quality coffee in an atmosphere that is more lush than the competition can afford.  Moreover, they are people willing to pay extra money for coffee with Starbucks brand name because of actual and perceived product benefits.  The Starbucks offers value comes from its higher-than-normal quality coffee, attributable of the coffee bean selection criteria used by the company. 

Starbucks is also committed to many environmental activities and community service programs within the areas they serve.  The involvement of Starbucks in such activities helps to promote a positive image to customers as well as attract cognizant customers with concern for philanthropy.  Environmental commitment, accessibility to higher quality coffee beans and superior service creates loyal customers with a high rate of return.

Starbucks’ Operation Results and Cost and Capital Structure

Starbucks Corporation derived 84% of net revenues from its Company-operated retail stores with the remaining 16% accounted for through its specialty sales operations. Net revenues increased by 27%, a much higher figure than that experienced by competitors. In North America, 293 stores opened by the Company caused an increase of 25% in retail sales, although the average dollar value per transaction did not change. Specialty sales figures increased 35% due to higher revenues from license and joint venture activities, namely the 32 new stores opened in North America and 84 new stores opened internationally (Starbucks Company 1998 10K). 

Cost of sales was 78.8% of revenues with increased labor costs and decreased advertising and marketing expenses causing a net increase in store operating expenses of 37.6%. The transition of the Starbucks grocery business to Kraft resulted in lower operating expenses, thus decreasing other operating expenses of specialty sales and arriving at a net increase in revenues in the specialty sales division by 20%. The depreciation on new information technology systems from 1998 has caused an increase in depreciation and amortization of cost resulting in an increase of 5.9% in depreciation expenses.  Relative to net revenue growth, slower growth in payroll and administrative expenses caused general and administrative expenses as a percentage of net revenues to decrease by 5.6%. The debentures converted to common stock decreased during the first quarter of fiscal 1998. This caused a decrease in interest and other expenses. Losses and charges from the integration of Seattle Coffee Company caused the effective tax rate to increase to 40.1% instead of last year's effective tax rate of 38.0%. 

The opening of 313 new Company-operated stores, enhancing information systems, purchasing equipment, and remodeling certain existing stores relate to the $175 million in capital additions to property, plant and equipment. The Company made equity investments of $16 million and received $3 million in distributions from its domestic joint ventures. Net positive activity resulting from the use of excess cash invested in short-term marketable securities was $33 million.  Cash generated from the Company’s employee stock purchase plan, which received proceeds and a tax deduction, totaled $61 million.  The cash requirements for the remainder of fiscal 1999 consist of typical capital expenditures and the addition of 400 new Company-operated retail stores in North America. Production capacity and information systems will be enhanced while existing stores will be remodeled, incurring a great financial burden on the Company.

The Company strives to pursue business opportunities on the Internet by investing in related businesses. Cash from operations and investments should finance capital requirements through fiscal 2000. By the end of 2000, the goal is to reach a total of 2,500 stores in North America. If necessary, cash flow from operations will be utilized toward debt financing in order for Starbucks to reach their goal of 500 total stores in the Pacific Rim and Europe by the end of 2003.

COMPANY S.W.O.T.

Strengths


Starbucks Corporation has established and successful differentiation over the competition and a value proposition that has met with an ever-increasing amount of success.  Starbucks is strong in the specialty coffee arena, attracting its particular segment of the population and maintaining its niche market.  Expansion and growth have been tremendous in the past several years, though the concentration of stores in some areas has led to a minor degree of market cannibalization.  The company has a dedication to its workforce and an employee benefit program, both of which serve to keep employees involved and enthusiastic, thus providing for a better overall product and level of customer service.  The Starbucks Foundation has begun to mobilize as a community-minded entity serving the communities of which the Company is a part as well as less fortunate, generally impoverished communities.

Weaknesses

Starbucks Corporation is weak insofar as its cash is considered for future expansion.  Debt financing has been a major obstacle for Starbucks, though 1998 proved to be a tremendous year in wholly eliminating debt from the books.  Also, their broadening product line can be seen as a weakness, a departure from their long-term vision and strategic objectives initially agreed upon.  Their operating strategy is somewhat vague, leading to ambiguity about the Corporation’s future.

Opportunities

Starbucks has seized many potential opportunities thus far, but they should consider launching a new business unit with the goal of targeting and challenging the dollars of the less affluent and less particular coffee drinkers who do not need a plush atmosphere.  Such people prefer a cheap coffee on the go to paintings and biscotti.  In addition, the potential penetration for their various specialty sales products has a great deal of untouched consumers in the international arena.  Expanding Starbucks internationally is an opportunity that deserves particular attention, though the stakes are high and the costs are higher.  Serious marketing must be done prior to investment being made in such international arenas, but the potential profitability is tremendously powerful.

Threats

Starbucks Corporation is highly competitive within its industry, but has several major vulnerabilities that leave it susceptible to future harm.  Among those vulnerabilities are their lack of ownership in the coffee supplies in Central and South America, the concentration of stores in some areas, the uncertainty of some new ventures.  Green coffee bean prices are subject to substantial price fluctuations, generally caused by multiple factors acting at once, including weather, political and economic conditions in the producing countries, and other supply-related matters (SEC 10-K 1998).  Certain organizations and associations have affects on green coffee bean prices and are likely to have effects in the future.  Export quotas established through the International Coffee Organization, for instance, influence commodity prices as the countries attempt impose export quotas or trade restrictions.  Starbucks’ ability to raise prices in such cases is limited due to the elasticity of demand being moderate to low in the specialty coffee arena.  Another major threat to the corporation is its aggressive growth strategy, relying on the successful expansion of stores and the continued profitability of existing stores.  The complexity of expansion is mind boggling, but Starbucks has made an art of it thus far.  The “Starbucks expansion will present numerous operational and competitive challenges to the Company’s senior management and employees and will place significant pressure on the Company’s operating systems” (SEC 10K 1998).

V. Conclusion

Starbucks has proven itself to be the market leader in the specialty eatery and catering sector of the US economy.  They have achieved this despite being confined within a monopolistic competitive market.  They have done this by influencing consumer demand through superior product positioning – not just for their main product sold (high-quality coffee), but also for the atmosphere in which that product is served.  They have achieved market domination, with sales that are 3.5 times as high as those of their nearest competitor.

Starbucks has achieved this growth through a very simple strategy – their retail goal is to become the leading retailer and brand of coffee in each of its target markets.  They achieve this goal by selling the finest quality coffee and related products and by providing superior customer service.  They have won the loyalty of not just their customers, but their associate partners as well.

However, Starbucks is not done yet.  As the market is expected to continue to grow into the next millennium, so too is Starbucks.  With massive capital resources, strong consumer demand, and a sound expansion and operating strategy, the familiar green and white Starbucks is here to stay.

VI.  Works Cited

“Diedrich Coffee Form 10K”  Yahoo!Finance. Internet.    3 October 1999.  Available: http://biz.yahoo.com/e/990427/ddrx.html.

Diedrich Coffee.  “Diedrich Coffee, Inc. Signs Franchise Agreement For Development Of Coffeehouses In Wyoming, Montana, and Colorado.” Company Press Release.  23 August 1999.  Internet.  3 October 1999.  Available:  http://www.diedrich.com/press/990823.html.

“Einstein/Noah Bagel: Company Profile”.  Hoovers Online. Internet.  20 September 1999.  Available http://www.hoovers.com/premium/profile/0/0,2147,51380,00.html  

“Einstein Noah Bagel Corporation Form 10K”  Yahoo!Finance. Internet.    3 October 1999.  Available: http://biz.yahoo.com/e/990326/enbx.html.

Gallagher, Leigh .  “Bean Counters”.  Forbes.com  30 September 1999.  Internet.  12 October 1999.  Available: http://www.forbes.com/forbes/99/1004/640807a.htm.

Hoovers.com.  “Restaurants Industry”.  Internet.  20 September 1999.  Available: http://www.hoovers.com/industry/snapshot/0,2204,3600.html.

“Multex.com Investor Reports.”  Multex.com.  Internet.  5 October 1999.  Available:  http://www.multex.com.

“New World Coffee Corporation Form 10K”  Yahoo!Finance.  Internet.  3 October, 1999.  Available:  http://biz.yahoo.com/e/l/n/nwci.html

“Panera Bread: Company Profile.”  Hoovers Online.  Internet.  20 Septempber 1999:  Available:  http://www.hoovers.com/premium/profile/3/0,2147,13703,00.html

Schwartz, Nelson D.  “Still Perking After All These Years”.  Fortune.  24 May 1999: 203-207. Internet.  11 October 1999.  Available: http://uhavax.hartford.edu/~congden/star15.htm.

Simons, John.  “A Case of the Shakes”.  US News & World Report.  14 July 1997:  42-43.  Intenrnet.  11 October 1999.  Available:  http://uhavax.hartford.edu/~congden/star68.htm.

“Starbucks Corp (SBUX) Quarterly Report.” Yahoo!Finance.  Internet.  10 October 1999.  Available: http://biz.yahoo.com/e/l/s/sbux.html.

“Starbucks Corp (SBUX) SEC 10K Report.” Yahoo!Finance.  Internet.  10 October 1999.  Available: http://biz.yahoo.com/e/l/s/sbux.html.

“Tully's Coffee Corporation: Company Profile”.  Hoovers Online.  Internet.  20 September 1999. Available: http://www.hoovers.com/co/capsule/0/0,2163,58100,00.html.  

Zacks.com.   “Business Description for Starbucks Corp (SBUX)”.  Internet.  21 September 1999.  Available: http://www1.zacks.com/DoInquiry_frame?ticker=SBUX.

_1001330408.xls
Chart1

		Brazil

		Colombia

		Indonesia

		Vietnam

		Mexico

		Ethiopia

		India

		Uganda

		Guatemala

		Cote d'Ivoire

		Honduras

		Costa Rica

		Peru

		Other (44 Ctys.)



1998-1999 Green Coffee Production Estimate         (1,000 60-Kg Bags)

1998-1999 Green Coffee Production Estimate
 (1,000 60-Kg Bags)

35600

11500

6900

6333

4650

3867

3835

3600

3405

3300

2500

2455

1980

16950



Sources of Green Coffee Beans

		

				Country		1998-1999 Green Coffee Production Estimate         (1,000 60-Kg Bags)

				Brazil		35,600		33%

				Colombia		11,500		11%

				Indonesia		6,900		6%

				Vietnam		6,333		6%

				Mexico		4,650		4%

				Ethiopia		3,867		4%

				India		3,835		4%

				Uganda		3,600		3%

				Guatemala		3,405		3%

				Cote d'Ivoire		3,300		3%

				Honduras		2,500		2%

				Costa Rica		2,455		2%

				Peru		1,980		2%

				Other (44 Ctys.)		16,950		16%

				WORLD TOTAL		106,875

				Source:  USDA Green Coffee Production Estimate as of June 11, 1999

				downloaded from Best Investment Daily Coffee Newsletter web page

				http://www.binews.com/news.htm on 10/3/99.
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		Costa Rica		2455
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		Guatemala		3405
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		Honduras		2500

		Jamaica		40
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		Panama		173
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		United States 3		240
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		Bolivia		165

		Brazil		35600
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		Paraguay		60

		Peru		1980

		Venezuela		1300

		AFRICA

		Angola		160

		Benin		1

		Burundi		278

		Cameroon		1333

		Central African		150

		Congo		10

		Cote d'Ivoire		3300

		Equatorial Guin		5

		Ethiopia		3867

		Gabon		4

		Ghana		51

		Guinea		145

		Kenya		783

		Liberia		5

		Madagascar		950

		Malawi		65

		Nigeria		55

		Rwanda		250

		Sierra Leone		50

		Tanzania		833

		Togo		334
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		Zambia		50
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		ASIA
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		Indonesia		6900

		Laos		150
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		WORLD TOTAL		106875
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		Source of Information						Company 10K (9/28/98)		Company 10K & Hoovers.com		Company 10K & Hoovers.com		Amended 10K (6/8/98)		Company 10K & Hoovers.com		Co. Web Site & Hoovers.com

		1998 Financial Information as of						9/27/98		12/27/98		12/26/98		1/27/99		12/27/98

				Revenue

						Retail		1,102.6		371.9		237.1		21.2		12.4		15.0

						Specialty Sales		206.1		0.0				2.8

						Manufacturing Revenue										2.2

						Franchise Operations				0.0		12.6		0.2		2.7

				Total Revenue				1,308.7		371.9		249.7		24.2		17.3		15.0

						Cost of Goods Sold		1,113.0		227.4		210.3		22.5		10.9

						Gross Profit		195.7		144.5		39.4		1.7		6.4

						Gross Profit Margin		15.0%		38.9%		15.8%		7.2%		37.2%		0.0%

						SG&A Expense		77.6		167.1		19.4		4.0		6.5

						Operating Income		118.1		(22.6)		19.9		(2.3)		(0.1)

						Operating Margin		9.0%		-6.1%		8.0%		-9.4%		-0.6%

						Total Net Income		68.4		(203.9)		(4.4)		(2.6)		(7.5)

						Net Profit Margin		5.2%		-54.8%		-1.7%		-10.6%		-43.3%

						1-yr. Net Inc. Growth		19.2%						---				---

						Diluted EPS ($)		0.38		(6.18)		(0.37)		(0.43)		(0.55)

						# of Locations		2,100		546		140		360		335		87

						# of Employees		26,000		11,700		5,882		830		532		1,000

		Balance Sheet Data ($000) as of:						9/27/98						1/27/99

		Assets

				Current Assets:

						Cash and cash equivalents		101,663.0		3,766.6		1,860.0		1,408.2		5,269.6

						Short-term investments		21,874.0

						Accounts receivable		50,972.0		1,716.0		1,302.0		181.6		964.6

						Current Portion of Notes Receivable										2,103.1

						Inventories		143,118.0		9,672.0		1,662.0		1,375.1		1,355.7

						Prepaid expenses and other current assets		11,205.0		1,699.0		1,781.0		157.4		206.1

						Assets held for Resale										1,633.1

						Deferred income taxes, net		8,448.0				1,615.0		42.5

				Total Current Assets				337,280.0		16,853.6		8,220.0		3,164.8		11,532.2		- 0

						Joint ventures and other investments                                                              38,917         34,464		38,917.0

						Assets Held For Sale, Net						69,395.0

						Notes & Other Receivables, Net.						20.0				1,391.9

						Property, plant, and equipment, net                                                              600,794        488,791		600,794.0		122,403.0		38,856.0		10,104.8		6,889.9

						Goodwill, Trademarks, and Recipies, net.				228,217.0		19,787.0				17,064.3

						Deposits and other assets                                                                         15,764         16,342		15,764.0		7,669.0		17,340.0		678.8		1,215.1

		Total Assets						$992,755.0		$375,142.6		$153,618.0		$13,948.4		$38,093.4		$0.0

		Liabilities and Shareholders' Equity

				Current Liabilities:

						Accounts payable		54,446.0		17,804.0		4,020.0		1,204.4		1,750.6

						Checks drawn in excess of bank balances		33,634.0						- 0

						Accrued compensation and related costs		35,941.0						716.7

						Accrued occupancy costs		17,526.0						- 0

						Liabilities Held For Sale, Net						6,469.0

						Restructuring Charges		- 0						237.3

						Current portion of L/T debt				6,000.0		41.0				1,633.6

						Curr. Portion of Obligs Under Capital Leases										398.8

						Other accrued expenses		37,928.0		23,284.0		5,929.0		1,965.0		7,279.6

				Total Current Liabilities				179,475.0		47,088.0		16,459.0		4,123.4		11,062.7		- 0

						Deferred income taxes, net                                                                        18,983         12,946		18,983.0

						Convertible subordinated debentures                                                                   --        165,020		- 0		125,000.0		30,000.0

						Long Term Debt		- 0		18,000.0		34,089.0		2,500.0		13,530.7

						Obligation Under Capital Lease - Long Term		- 0						317.3		115.6

						Revolving Credit Facility				5,625.0

						Minority Interests				33,931.0

						Other Noncurrent Liabilities				16,140.0						4,179.6

						Deferred Rents		- 0						172.2		261.6

				Total Liabilities				198,458.0		245,784.0		80,548.0		7,113.0		29,150.3		- 0

				Shareholders' Equity:

						Common stock		589,214.0		341.0		1.0		57.4		19.4

						Additional Paid-In Capital		- 0		377,616.0		70,033.0		16,928.5		33,694.2

						Treasury Stock, at Cost				(5,261.0)

						Minority Interest						(257.0)

						Retained earnings (Accum. Defecit)		205,083.0		(243,338.0)		3,293.0		(10,150.5)		(24,770.5)

				Total shareholders' equity                                                              794,297        533,710				794,297.0		129,358.0		73,070.0		6,835.5		8,943.1		- 0

		Total Liabilities and Shareholders' Equity						$992,755.0		$375,142.0		$153,618.0		$13,948.4		$38,093.4		$0.0

		Oct. 1, 1999 Market Information (Yahoo)

						Stock Price		23  31/32		1  25/32		6  1/2		4  1/4		1  21/32

						52-Wk High		41		17/32		9		3  3/8		3  3/16

						52-Wk Low		15.75		3   5/8		4  1/8		7  1/8		1  1/4

						Earn/Share		0.5		-5.75		-1.76		-0.39		-1.02

						P/E		49.56		n/a		n/a		n/e		n/a

						Market Cap. ($M)		4,367.0		26.6		69.0		53.6		17.0

		Ratio Analysis

						Return on Equity		8.6		(0.00)				0		0

						Debt/Equity		0				87		47		153

						Price/Sales		2.48				0.33		1.23		1.4

						Price/Cash Flow		21.8				-11.4		-13.8		-4

						Low P/E Value		37.8				0		0		0

						Hight P/E Value		78.9				0		0		0

						Book Value/Share		4.43				6.07		0.97		0.92
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Sources of Green Coffee Beans

		

				Country		1998-1999 Green Coffee Production Estimate         (1,000 60-Kg Bags)

				Brazil		35,600		33%

				Colombia		11,500		11%

				Indonesia		6,900		6%

				Vietnam		6,333		6%

				Mexico		4,650		4%

				Ethiopia		3,867		4%

				India		3,835		4%

				Uganda		3,600		3%

				Guatemala		3,405		3%

				Cote d'Ivoire		3,300		3%

				Honduras		2,500		2%

				Costa Rica		2,455		2%

				Peru		1,980		2%

				Other (44 Ctys.)		16,950		16%

				WORLD TOTAL		106,875

				Source:  USDA Green Coffee Production Estimate as of June 11, 1999

				downloaded from Best Investment Daily Coffee Newsletter web page

				http://www.binews.com/news.htm on 10/3/99.
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				1998-1999

		NORTH AMERICA

		Costa Rica		2455

		Cuba		215

		Dominican Repub		450

		El Salvador		1777

		Guatemala		3405

		Haiti		420

		Honduras		2500

		Jamaica		40

		Mexico		4650

		Nicaragua		1131

		Panama		173

		Trinidad and To		20

		United States 3		240

		SOUTH AMERICA

		Bolivia		165

		Brazil		35600

		Colombia		11500

		Ecuador		947

		Guyana		5

		Paraguay		60

		Peru		1980

		Venezuela		1300

		AFRICA

		Angola		160

		Benin		1

		Burundi		278

		Cameroon		1333

		Central African		150

		Congo		10

		Cote d'Ivoire		3300

		Equatorial Guin		5

		Ethiopia		3867

		Gabon		4

		Ghana		51

		Guinea		145

		Kenya		783

		Liberia		5

		Madagascar		950

		Malawi		65

		Nigeria		55

		Rwanda		250

		Sierra Leone		50

		Tanzania		833

		Togo		334

		Uganda		3600

		Zaire		950

		Zambia		50

		Zimbabwe		167

		ASIA

		India		3835

		Indonesia		6900

		Laos		150

		Malaysia		160

		New Caledonia		5

		Papua New Guinea		1255

		Philippines		684

		Sri Lanka		40

		Thailand		994

		Vietnam		6333

		Yemen		90

		WORLD TOTAL		106875





Industry Comparison

		COMPETITOR ANALYSIS

								Starbucks		Einstein/Noah Bagel Corp		Panera Bread Company		Diedrich Coffee		New World Coffee- Mnhttn Bagel, Inc.		Tully's Coffe Corporation

								2401 Utah Ave. South  Seattle, WA 98134       206-447-1575   starbucks.com		Denver West Pkwy  Golden, CO 0401   303-215-9300  einsteinbros.com		7930 Big Bend Blvd Webster Grovs,MO 314-918-7779 panera.com		2144 Michelson Dr.   Irvine, CA 92612     800-354-5282      diedrich.com		246 Industrial Way  Eastontown, NJ     732-544-0155    nwcb.com		2010 Airport Way    Seattle, WA 98134          800-968-8559      tullys.com

		Source of Information						Company 10K  & Hoovers.com		Company 10K & Hoovers.com		Company 10K & Hoovers.com		Amended 10K (6/8/98)		Company 10K & Hoovers.com		Co. Web Site & Hoovers.com

		1998 Financial Information as of						9/27/98		12/27/98		12/26/98		1/27/99		12/27/98

				Revenue

						Retail		1,102.6		371.9		237.1		21.2		12.4		15.0

						Specialty Sales		206.1		0.0				2.8

						Manufacturing Revenue										2.2

						Franchise Operations				0.0		12.6		0.2		2.7

				Total Revenue				1,308.7		371.9		249.7		24.2		17.3		15.0

						Cost of Goods Sold		1,113.0		227.4		210.3		22.5		10.9

						Gross Profit		195.7		144.5		39.4		1.7		6.4

						Gross Profit Margin		15.0%		38.9%		15.8%		7.2%		37.2%		0.0%

						SG&A Expense		77.6		167.1		19.4		4.0		6.5

						Operating Income		118.1		(22.6)		19.9		(2.3)		(0.1)

						Operating Margin		9.0%		-6.1%		8.0%		-9.4%		-0.6%

						Total Net Income		68.4		(203.9)		(4.4)		(2.6)		(7.5)

						Net Profit Margin		5.2%		-54.8%		-1.7%		-10.6%		-43.3%

						1-yr. Net Inc. Growth		19.2%						---				---

						Diluted EPS ($)		0.38		(6.18)		(0.37)		(0.43)		(0.55)

						# of Locations		2,100		546		140		360		335		87

						# of Employees		26,000		11,700		5,882		830		532		1,000

		Balance Sheet Data ($000) as of:						9/27/98						1/27/99

		Assets

				Current Assets:

						Cash and cash equivalents		101,663.0		3,766.6		1,860.0		1,408.2		5,269.6

						Short-term investments		21,874.0

						Accounts receivable		50,972.0		1,716.0		1,302.0		181.6		964.6

						Current Portion of Notes Receivable										2,103.1

						Inventories		143,118.0		9,672.0		1,662.0		1,375.1		1,355.7

						Prepaid expenses and other current assets		11,205.0		1,699.0		1,781.0		157.4		206.1

						Assets held for Resale										1,633.1

						Deferred income taxes, net		8,448.0				1,615.0		42.5

				Total Current Assets				337,280.0		16,853.6		8,220.0		3,164.8		11,532.2		- 0

						Joint ventures and other investments                                                              38,917         34,464		38,917.0

						Assets Held For Sale, Net						69,395.0

						Notes & Other Receivables, Net.						20.0				1,391.9

						Property, plant, and equipment, net                                                              600,794        488,791		600,794.0		122,403.0		38,856.0		10,104.8		6,889.9

						Goodwill, Trademarks, and Recipies, net.				228,217.0		19,787.0				17,064.3

						Deposits and other assets                                                                         15,764         16,342		15,764.0		7,669.0		17,340.0		678.8		1,215.1

		Total Assets						$992,755.0		$375,142.6		$153,618.0		$13,948.4		$38,093.4		$0.0

		Liabilities and Shareholders' Equity

				Current Liabilities:

						Accounts payable		54,446.0		17,804.0		4,020.0		1,204.4		1,750.6

						Checks drawn in excess of bank balances		33,634.0						- 0

						Accrued compensation and related costs		35,941.0						716.7

						Accrued occupancy costs		17,526.0						- 0

						Liabilities Held For Sale, Net						6,469.0

						Restructuring Charges		- 0						237.3

						Current portion of L/T debt				6,000.0		41.0				1,633.6

						Curr. Portion of Obligs Under Capital Leases										398.8

						Other accrued expenses		37,928.0		23,284.0		5,929.0		1,965.0		7,279.6

				Total Current Liabilities				179,475.0		47,088.0		16,459.0		4,123.4		11,062.7		- 0

						Deferred income taxes, net                                                                        18,983         12,946		18,983.0

						Convertible subordinated debentures                                                                   --        165,020		- 0		125,000.0		30,000.0

						Long Term Debt		- 0		18,000.0		34,089.0		2,500.0		13,530.7

						Obligation Under Capital Lease - Long Term		- 0						317.3		115.6

						Revolving Credit Facility				5,625.0

						Minority Interests				33,931.0

						Other Noncurrent Liabilities				16,140.0						4,179.6

						Deferred Rents		- 0						172.2		261.6

				Total Liabilities				198,458.0		245,784.0		80,548.0		7,113.0		29,150.3		- 0

				Shareholders' Equity:

						Common stock		589,214.0		341.0		1.0		57.4		19.4

						Additional Paid-In Capital		- 0		377,616.0		70,033.0		16,928.5		33,694.2

						Treasury Stock, at Cost				(5,261.0)

						Minority Interest						(257.0)

						Retained earnings (Accum. Defecit)		205,083.0		(243,338.0)		3,293.0		(10,150.5)		(24,770.5)

				Total shareholders' equity                                                              794,297        533,710				794,297.0		129,358.0		73,070.0		6,835.5		8,943.1		- 0

		Total Liabilities and Shareholders' Equity						$992,755.0		$375,142.0		$153,618.0		$13,948.4		$38,093.4		$0.0

		Oct. 1, 1999 Market Information (Yahoo)

						Stock Price		23  31/32		1  25/32		6  1/2		4  1/4		1  21/32

						52-Wk High		41		17/32		9		3  3/8		3  3/16

						52-Wk Low		15.75		3   5/8		4  1/8		7  1/8		1  1/4

						Earn/Share		0.5		-5.75		-1.76		-0.39		-1.02

						P/E		49.56		n/a		n/a		n/e		n/a

						Market Cap. ($M)		4,367.0		26.6		69.0		53.6		17.0

		Ratio Analysis

						Return on Equity		8.6		(0.00)				0		0

						Debt/Equity		0				87		47		153

						Price/Sales		2.48				0.33		1.23		1.4

						Price/Cash Flow		21.8				-11.4		-13.8		-4

						Low P/E Value		37.8				0		0		0

						Hight P/E Value		78.9				0		0		0

						Book Value/Share		4.43				6.07		0.97		0.92
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