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General Description of Peet's Coffee & Tea 
Mission: To enable and inspire customers to enjoy the daily pleasure of Peet’s coffees and teas by providing distinctive, superior products, superior coffee and tea knowledge, and superior service to every customer, every day.
Vision: To be the gold-standard specialty coffee and tea company in the world with brands that attract a highly dedicated and loyal customer following.

- Peet’s Coffee & Tea, Inc., Annual Meeting of Shareholders, May 18, 2010.
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Peet’s is a specialty roaster of whole bean coffee & teas based in Emeryville, California. Alfred Peet, immigrant to the United States from the Netherlands, founded the company in 1966 at the original store still located at Walnut and Vine Streets in Berkeley, California. Mr. Peet sold the company in 1979, but continued with the company as a coffee buyer. Mr. Peet died in 2007, the same year that the company’s new roasting plant opened in Alameda. Photo: www.peets.com

Peet’s today is a publicly traded company (NASDAQ: PEET), with 192 retail stores in 6 states, and about 3,700 employees. Peet’s delivers coffee from its roastery to grocery stores in most parts of the United States. Peet’s also distributes coffee to offices and food services, and to private homes. Sales in 2009 were $311mn. 

Competitors

Principal competitors in retail stores include Starbucks, Tully’s, Coffee Bean & Leaf, and thousands of local independent coffee shops. Principal competitors in the grocery channel are Kraft, which distributes Starbucks, Seattle’s Best, Maxwell House and other brands, and J. M. Smucker, which distributes Dunkin’ Donuts coffee, Folgers and other brands. 

Profitability and Financial Condition

In Peet’s Quarterly Report on Form 10-Q for the first quarter of 2010, we see that Peet’s has a strong cash position and little debt.

	2010Q1
	Millions of dollars

	Cash
	56

	Current Assets
	46

	Other Assets
	104

	Total Assets
	206

	Liabilities
	-32

	Equity
	174


Peet’s most profitable and fastest-growing business sector is the Grocery operation, in the Specialty business unit, which has a 26% operating margin compared with 9% for the retail sector. Here is the distribution of 2010Q1 revenues, and the rate of growth compared with 2009Q1.

	Rev 10Q1 $mn
	Rev %
	Growth
	Margin
	

	50.1
	62%
	4%
	9%
	Retail

	
	
	
	
	

	18.6
	23%
	39%
	
	Grocery

	8.5
	10%
	27%
	
	Food Svc & Office

	4.0
	5%
	-1%
	
	Home Delivery

	31.1
	38%
	29%
	26%
	Specialty

	81.2
	100%
	13%
	
	Total


Target Customers 
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We conducted a survey of convenience to identify customers and their preferences. Peet’s customers value quality highly, and most like strong, dark coffee. Peet’s attracts persons of relatively higher incomes, compared with other brands. (Liu, Survey)

Peet’s has long cultivated a group of customers called Peetniks, so dubbed by a Berkeley policeman who found them in Alfred Peet’s original store. Peetniks enjoy coffee every morning. Peet's dedicates part of their retail online website to them, where customers can join the Peetniks loyalty program and receive exclusive benefits with recurring orders.

Products

About 85% of Peet’s revenues come from sales of specialty coffees. Peet’s is highly selective in sourcing beans. Peet’s maintains close relationships with suppliers, some dating back decades. Peet’s pays above market prices to obtain fine coffees (Brockman, notes on Annual Meeting, 2010). Peet’s artisan roasters roast the coffee to order in small batches. Peet’s emphasizes freshness, delivering coffee to groceries within 24 hours of roasting. Peet’s serves coffee within 30 minutes of brewing in the retail stores, and they never steam the milk twice. 

Key Success Factors 
Key success factors of note include expertise in coffee and tea. Peet’s also has a sophisticated information systems infrastructure, with highly automated ERP Enterprise Resource Planning, POS Point of Sale, CS Customer Service and Business Intelligence systems. We also count as a KSF Peet’s intention of freshness. 

Sustainable Competitive Advantages 
Sustainable Competitive Advantages include the DSD Direct Store Delivery system, by which Peet’s maintains their own logistics network for delivering coffee to grocery stores. DSD moves coffee from roastery to grocery shelf within 24 hours. Peet’s Artisan roasting style draws on generations of roasting expertise. Also, Peet’s has cultivated long-term relationships with coffee exporters, growers and brokers in coffee-growing regions throughout the world to assure high grades of supply. A competitor could not easily duplicate these advantages.

Prices

In their retail stores, Peet’s sells their coffee drinks for about the same prices that principal competitor Starbucks sells comparable drinks. (Brockman, Prices)

In grocery stores, Peet’s coffees sell for about $8 to $12 for a 12-ounce package. This price is above average for coffees sold in 12-ounce bags. Retailers determine the price at which they sell the coffee.

Promotional Activities

Peet’s advertising budget was $5mn in 2009, less than 2% of revenue. The company depends on in-store promotions, partnerships with food service operators and an online presence (@Peets_Tweets on Twitter.com). Peet’s intends to conduct its business responsibly in all communities where it does business. Peet’s contributes to schools, medical clinics and other organizations in coffee growing regions. Peet’s also provides business consulting, for example the on-site advisor to the Technoserve organization of coffee growers in Rwanda. Peet’s engages in community service activities in US communities. This way, Peet’s familiarizes customers with the brand and positions the company as a responsible participant in its communities.

Strengths, Weaknesses, Opportunities and Threats

	S
	Distribution Network
High Quality Ingredients
Community Involvement
Collaboration with Sources
	Limited brand recognition
Limited food selection in retail stores
	W

	O
	New Product Launch: Godiva Flavored Coffees
Geographic Expansion
Partnerships with Airlines, Grocers or Candy Manufacturers
Expand product lines to Instant and Canned
	Highly Competitive Market
US Economic Slowdown
	T
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Alternatives and Summary Recommendations

Peet's has several business alternatives that could prove beneficial. We will evaluate four. For each alternative, we consider its ability to grow the company, maintaining quality of beverages and excellent customer experience, while conducting business responsibly and profitably.

Airborne. Peet’s might partner with an airline, learning to serve excellent fresh coffee at high altitudes in trials on flights from Oakland Airport, located 1 mile from the Alameda, California roastery. This would grow the company by making travelers from distant places aware of Peet’s. Profitability would be modest, between a retail store and a food service partner. An uncertainty: Can we train airline crews to serve fine coffee? We recommend Peet’s conduct trials and assess. Photo: http://cache2.asset-cache.net/xc/dv2073107.jpg?v=1&c=IWSAsset&k=2&d=91F5CCEF208281FD11B22D3DA4566975DBE39609AABE24D59AFFE01CA9AFD9D4
Invest in Grocery. Peet’s is in every major grocery chain nationwide, except Wal-Mart, but there are areas and potential customers not yet served. Demand is growing as customers migrate to specialty coffees and awareness of Peet’s grows. Peet’s has financial assets available for investment. The grocery channel is growing rapidly (39% year-over-year in 2010Q1) and very profitably (26% operating margin). The main concern is uncertainty over the limits to growth in this channel. Also, Peet’s competitors in the grocery channel are far larger companies. Our recommendation: Invest in this star line of business.

Instant and Canned. Peet’s could introduce lines of canned and instant coffees. This would grow the company by reaching out to new customer segments. Also, it would leverage the store delivery system. But there are reasons not to proceed, too. Canned and instant coffee isn’t fresh, and this would require Peet’s to modify its standards of quality. We recommend Peet’s should stay out this product market.

Invest in Retail. Peet’s could open more retail stores and sell more coffee. There are many potential Peetniks outside the 6 states where Peet’s currently operates. Unfortunately, a new store doesn’t pay for 3 years, margins are low, and the channel is growing slowly. Grocery promises much better returns. Our recommendation: For this year, don’t invest aggressively. Maybe next year.

Summary. We recommend that Peet’s should: Experiment with serving Peet’s on airplanes, and assess.

1. Conduct trials of coffee service with an airline.

2. Expand distribution through the Grocery channel.

3. Not invest in Instant or Canned coffee.

4. Not invest aggressively in new Retail stores.
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Appendix 1 - Survey of coffee drinkers
Team member Yizhe Liu conducted a survey of convenience to assess the character of Peet’s customers and potential customers. Questions included gender, age, income and education levels, for classification. Other questions probed customer preferences. 52 respondents participated. Some respondents gave multiple answers for some questions.

Question 1. Gender.

	Male 
	29 
	56.86% 

	Female 
	22 
	43.14% 

	1 Respondent Skipped question #1 
	51 Responses Total 
	98.08% 


Question 2. Age

	Under 18 
	0 
	0.00% 

	18-35 
	27 
	51.92% 

	36-54 
	19 
	36.54% 

	55+ 
	6 
	11.54% 

	Decline to State 
	0 
	0.00% 

	0 Respondents Skipped question #2 
	52 Responses Total 
	100.00% 


Question 3. Annual Household Income

	Less than 50,000 
	8 
	15.38% 

	50,000-125,000 
	20 
	38.46% 

	125,000 + 
	15 
	28.85% 

	Decline to State 
	10 
	19.23% 

	0 Respondents Skipped question #3 
	52 Responses Total 
	100.00% 


4. Highest level of education.

	High School (GED or Completed Dipoloma) 
	1 
	1.92% 

	Some Colleges(Community College Certificate Progams 
	11 
	21.15% 

	College Graduate (Bachelors) 
	26 
	50.00% 

	Graduate Degree (Masters, MBA, PHD, etc) 
	12 
	23.08% 

	Decline to State 
	2 
	3.85% 

	0 Respondents Skipped question #4 
	52 Responses Total 
	100.00% 


Question 5. Is the quality of coffee important for you?

	Strong Disagree 
	4 
	7.69% 

	Disagree 
	1 
	1.92% 

	Undecided 
	7 
	13.46% 

	Agree 
	16 
	30.77% 

	Strong Agree 
	24 
	46.15% 

	0 Respondents Skipped question #5 
	52 Responses Total 
	100.00% 


Question 6. Do you prefer tea or coffee?

	Tea 
	5 
	9.62% 

	Coffee 
	31 
	59.62% 

	Sometimes tea and sometimes coffee 
	17 
	32.69% 

	Decline to state 
	1 
	1.92% 

	0 Respondents Skipped question #6 
	52 Responses Total 
	100.00% 


Question 7. Which kind of coffee do you like?

	Strong, dark roasted 
	21 
	40.38% 

	Medium 
	18 
	34.62% 

	Light 
	7 
	13.46% 

	Sometimes one and sometimes another 
	4 
	7.69% 

	I don't like coffee 
	5 
	9.62% 

	0 Respondents Skipped question #7 
	52 Responses Total 
	100.00% 


Question 8. When you go to a coffee shop,which is the most important for you?

	Quality 
	34 
	65.38% 

	Location 
	13 
	25.00% 

	Price 
	5 
	9.62% 

	I never (or hardly ever) visit coffee shops 
	9 
	17.31% 

	None of the above 
	1 
	1.92% 

	0 Respondents Skipped question #8 
	52 Responses Total 
	100.00% 


Question 9. What's the reason for you to buy coffee from a coffee shop?

	Convenience 
	10 
	19.23% 

	Socialising 
	10 
	19.23% 

	Ambiance 
	12 
	23.08% 

	Good coffee 
	36 
	69.23% 

	Good service 
	5 
	9.62% 

	I don't buy coffee from coffee shops 
	6 
	11.54% 

	0 Respondents Skipped question #9 
	52 Responses Total 
	100.00% 


Question 10. Among those coffee shop brands, which one do you visit most frequently?

	Peet's 
	15 
	28.85% 

	Starbucks 
	19 
	36.54% 

	Coffee Bean 
	1 
	1.92% 

	Others 
	18 
	34.62% 

	I don't visit coffee shops 
	6 
	11.54% 

	0 Respondents Skipped question #10 
	52 Responses Total 
	100.00% 


Question 11. When you buy coffee at a grocery store, which kind of coffee do you usually prefer?

	Regular (Maxwell House, Folgers, Yuban, etc.) 
	6 
	11.54% 

	Specialty (Starbucks, Seattle's Best, Peet's, Dunkin' Donuts, etc.) 
	21 
	40.38% 

	Flavored 
	2 
	3.85% 

	Some other 
	9 
	17.31% 

	I don't buy coffee at grocery stores 
	19 
	36.54% 

	0 Respondents Skipped question #11 
	52 Responses Total 
	100.00% 


Selected crosstabulations of responses follow. Note that some respondents provided multiple answers for some questions.

	  
	Question 8)  When  you go to a coffee shop which is the most important for you? 

	Question 10)  Among those coffee shop brands  which one do you visit most frequently? 
	I never (or hardly ever) visit coffee shops 
	Location 
	None of the above 
	Price 
	Quality 
	Grand Total 

	Coffee Bean 
	  
	  
	  
	  
	1 
	1 

	I don't visit coffee shops 
	5 
	1 
	1 
	1 
	1 
	9 

	Others 
	2 
	4 
	  
	3 
	13 
	22 

	Peet's 
	  
	2 
	  
	  
	13 
	15 

	Starbucks 
	3 
	8 
	  
	3 
	13 
	27 

	Grand Total 
	10 
	15 
	1 
	7 
	41 
	74 
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	Question 3) Annual Household Income: 

	Question 10) Among those coffee shop brands  which one do you visit most frequently? 
	125 000 + 
	50 000-125 000 
	50 000-125 000 --- Decline to State 
	Decline to State 
	Less than 50 000 
	Grand Total 

	Coffee Bean 
	  
	  
	  
	1 
	  
	1 

	I don't visit coffee shops 
	  
	3 
	  
	2 
	1 
	6 

	Others 
	6 
	5 
	1 
	1 
	5 
	18 

	Peet's 
	7 
	3 
	1 
	3 
	1 
	15 

	Starbucks 
	6 
	9 
	  
	2 
	1 
	18 

	Grand Total 
	19 
	20 
	2 
	9 
	8 
	58 


	  
	Question 7) Which kind of coffee do you like? 

	Question 10) Among those coffee shop brands which one do you visit most frequently? 
	I don't like coffee 
	Light 
	Medium 
	Sometimes one and sometimes another 
	Strong dark roasted 
	Grand Total 

	Coffee Bean 
	  
	  
	  
	  
	1 
	1 

	I don't visit coffee shops 
	3 
	1 
	1 
	  
	1 
	6 

	Others 
	  
	4 
	9 
	2 
	6 
	21 

	Peet's 
	  
	1 
	3 
	2 
	9 
	15 

	Starbucks 
	2 
	2 
	8 
	  
	7 
	19 

	Grand Total 
	5 
	8 
	21 
	4 
	24 
	62 


	  
	Question 2) Age:  

	Question 10) Among those coffee shop brands which one do you visit most frequently? 
	55 
	18-35 
	36-54 
	Grand Total 

	Coffee Bean 
	  
	  
	1 
	1 

	I don't visit coffee shops 
	  
	3 
	3 
	6 

	Others 
	2 
	12 
	4 
	18 

	Peet's 
	2 
	5 
	8 
	15 

	Starbucks 
	2 
	10 
	7 
	19 

	Grand Total 
	6 
	30 
	23 
	59 


Appendix 2 - Growth of Peet’s Quarterly Revenues
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Sources: SEC filings from http://investor.peets.com/sec.cfm and S&P Report from https://www.schwab.com
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