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Mr. Howard Schultz, the Chai
Z, rman and CEQ of St :
lf;rtltxl\l;Zr(s)lft)tlr’l: ;chfe mdll‘Stfy at a well-known busine:srzgﬁlc(:)lcgrpgrauon’ had just given a speech on the
0 . As
Starbucks Coffee ”PAPSU 131rr cgf:}e:ﬁlgopathe Brewery. The shop’s si;eif}\c:}il:alzzt:l;:th?]’ he stopped at the
. - ordered the Hou - It-was “Now: Servin

from any Starbucks coffeehouse. The shop was se Blend, he noticed that the Brewery was a far ;
As Mr. Schultz was leaving the B P Was messy, the service was poor, and the coffee was &
oliular phone. McDonald’ rewery, Orin Smith, Starbucks President and COO, called hi avera%:,_

: ald’s, whom Starbucks had turned down a number of times, was o;xr:eo:gailxsl

petitioning for a contract to serve Starbucks coffee. On the plane back to Seattle, Washington, Mr

Schultz’s thoughts drifted back to his experience at the Brewery and the call from McDonald’s. He asked

SPECIALTY COFFEE INDUSTRY

Coffee was the second most traded commodity next to oil. It was divided into tWo categories: specialty

coffee and basic coffee. Specialty coffee was the highest echelon of quality coffee gvgilal?le in the world.
Many people described it as gourmet coffee. There was no one accepteq definition 1n thedmd;;try;
however, everyone agreed that specialty coffee was of higher quality than basic supermarket brand cotiee.

i i i 15 per cent per year and

coffee industry was growing ata rate of 15 per ¢ :
Ly w SPeCIaIS/ngO Although rrr}llost consumers only saw this division at the retail
: at originated with the coffee grower.

It was estimated i

that the basic coffee industry was suffe

level, specialty versus basic coffee was 2 concept th
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Jted coffee sales, Coffee PrOCESSOTS OF eXporerg
are » L re
or parchment. T'he coffee 8uly;
woulg the ly i

themselves because most countrics regul : _
smaller farmers and bought their coffee' cither 1n chcrry ' ment. c ¢
to a mill where there would be other farmers’ production from the same or different regions n bemlxlteq
the parchment, the millers sold it o the cxpor_lcr(s). lt‘ ‘w‘as. ‘cl(ln‘nn?l(‘m P!flﬁc r(,‘r ?f)ffce " c};anﬁerhu&.lw
many as five times before it rcached a specialty collee sc .Lr. ypica y,‘u)ﬂcc was m ge hanqlng
collector, to the miller, to the exporter, to the importer, and finally, to the Spce-d ffnmslﬁ‘

.Clahy &% o

feg

farmer, to the

seller.

ed this process well, typically concentrated on high quality

.mium_prices. Lower quality bean suppliers concen ratArabiC '

ymewhat congruent to the way the industry was divide on "h\in.\

commercial industry and higher quality beans for the Sed,.,.e', 0“:1,-,

at specialty coffee made up 31 per cent of thiectg]a?%ff:;
c‘)ff%

The bean suppliers that manag
for which they could comman
sans This quality division was S
‘quatity beans were harvested for the
industry. (Industry experts estimated th

consumption; sce Exhibit 1.)

reflection of the quality and quantity of coffee availgy
fable 4
2

The price of certain coffee was a direct
icular time. It was very difficult to get price confirmations because a successful coffee 1,
These included weather conditions, health of the Coaf;vest W

part
dependent on so many different factors.
harvesting practices, disease and infection caused by insects, and the social, political, regy ,
offee-producing countries. For example, the 1975 Brazi]ia’n ﬁistztory ang

TOVE the

economic environments of the ¢
price of coflee up, and U.S. coffee consumption never recovered from the 18.5 per cent decline

CONSUMERS
d in the United States. In 1996, the per capita consumption of

coffee was 1..7 cups per day per person, a significant decrease from the two to three cups daly
consumption in the 1960s an.d 1970s. The National Coffee Association attributed this decrease to k
product development, packaging, and position (price focused) by the industry’s leading coffee produft)::r.;r

However, now it seemed that coffee consumption was on the rise. The following compares US

consumption rates to global consumption rates:

Coffee consumption patterns had change

In terms of kilograms of coffee per person consumed in 1985, the United States at 4.7
Ea}lgrl;e]d tent6h;3 behind Sweden (11.6), Denmark (11.0), Finland (10.0), Holland (9.5),
behingngo(st;; [){,iCFf?gcse (5.5), and ltaly (4.9) among the coffee-consuming nations and
o betwe:n - ;Sand Brazil (5.5) among the coffee-producing nations. Overall, in
e ceea y apd 1985, Europe’s. levels of imported coffee rose significantly,

apan doubled, while those of the United States remained steady despite increased

population.3

The recent i e, ‘
healthier?ifgs(gr;ar::g ey coffes was e Tesult of fouy cansuitier peails: (1) (8 adoption 013
where people could meet; (3) mlenc-ans to replace alcohol with coffee; (2) coffee bars offered 2 place
) _people liked affordable luxuries and specialty coffee fit the bill; and (4)

cons i
umers were becoming more knowledgeable about cofTee

1 -
This process varied b
» y country.
Once the coffee chen
Ty had be i
en washed and dried, what remained was the coffee b
e bean in some sort of husk.

.
y
E/R: CIO; ae(ﬂa()’ AI” ), ()aSte(’ orrfee.
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and worked in urban ares S purchased sp JJ{_Q’L@MJ

ccialty coffec, This ﬁ%ﬁf@sj@lw Coffee Industry,* 22 per

$
chased 4 Per cont 3

community Gathering Place%

Consumers’ patterns of socializing had chan
by the pursuit of entertai

was a move away from
be a resurgence of outside-the-home ente
accessible than bars. Coffee’s image ha
could be enjoyed any time and as a socij
they could get a higher quality cup
Increasingly, coffee shops were turni

d“;':::e:(;, 1L\Coffeeh_ouses were able to fill this need and were more
al ged from being purely a breakfast drink to a beverage that

catalyst. Coffee purchasers wanted more than just a place where
of coffee. They wanted a place that answered a life-style need.

- ng into living rooms, where 1 j

: ; s people sat back and enjoyed a cup of
coffee or Somethn?g else and relaxed with their friends or business associates. Coffeechouses had become
community gathering places. .

COMPETITION

Product-Based Competition

In retail coffee-house sales, Specialty coffee not only competed with basic coffee, it also competed with

tea, juice, soft drinks, alcohol and other coffee and non-coffee-related drinks. However the consumption of
all of these beverages relative to specialty coffee was declining.

Specialty Coffee could be divided into flavoured coffee which represented 25 per cent of all specialty
coffee sold and non-flavoured coffee. Flavoured coffee referred to coffee that was flavoured with a variety
of essences during the roasting process. Popular flavours included hazelnut, amaretto, raspberry, etc.
Flavoured coffee was not offered by specialty coffee companies like Starbucks, Peet’s, Caribou Coffee and
The Coffee Station, but the opposite was true for Timothy’s, and The Second Cup. F!avored coffee was
popular among traditionally non-coffee drinkers, younger coffee drinkers, and those interested in a low

calorie substitute for desserts or snacks. For a comparison of retail sales of different types of coffee, see
Exhibit 2.

Another important product substitute was specialty coffee originating from basic coffee companies in the
" h P To respond to the phenomenal growth in specialty coffee in the grocery chain, many large,
Egsic: rglo(f:'f;c:mr;1anufaclt)urelrs were moving into more specialty brands by introducing upscale versions of

4 o + lume 27. -
M rities, April 30, 1996, Vo iati 'S.A & Montgomery Securities Volume 27.
51909'7519;/%?3 ggf‘;ge Drinkigg Study, National Coffee Association of the U (o]

ide these parameters is a copyright violation
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_ nalysts foree Honsible for per cent
already popular supermarket brands. However. mdusifx “::;/ Slores r‘i;;) This shift would result (_:f
consumer purchasing of specialty coffee. Currently. B 46 per cent ! currently 10 54 per cent .
specialty coffee sales; this figure was expected 10 fall to wores: 19 per cent n
greater amounts of coffee being purchased from spccmll)’ ;
1999,
Retail-Based Competition
-~ about 10,000 coffee rety;
~ would b€ room for a ffee b Ctail
America estimated there 0 of those would be coffee bars and cafes;
0 om for growth In the retail coffee

5,9
99, But only unt of 10

The Specialty CofTee Association of
depicts the amo

outlets in the United States and Canada by 19
the rest would be carts.® The following table

industry:

Total

: Starbucks
population N:f::::)“:::} Stores asa
Number Current Heeeshary ; fee stores percentage
Location Population of Population to support coffee e of total
(millions) | Starbucks /Store a coffee supporta e
Stores 0 house by market posst
ou stores
[
Top 50
u.g. 144.9 914 158,581 54,470
Markets I
Vancouver,
Toronto, 11.3 113 99,611 56,000
Ottawa,
Montreal,
Calgary
Top 100
US. & 180.2 1,074 167,784 55,000
Major
Canadian
Markets
Total U.S.
& Canadian 276.2 1,074 257,128 56,000 4,931 22%
Markets

From William Blair & Company, Starbucks Corporation, June 20, 1997

Given the low barriers to entry in the retail specialty coffee market, there were more than 3,48»57
competitors in the market. However, most of these were one-store establishments with no real plans for
growth. A description of those companies that had developed a strong regional and/or national presence

follows.

§Chicago Tribune, Sunday, March 10, 1996
7«Caffeine Rush: Customers are High on Gourmet Coffee and so are Operators” Restaurant Busi <) 1, 1996
usiness, January 1,
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roasted beans

sold light food items and
whole bean collee

a few wholesale
customers

gpemtcd a total of' 32
coffechouses in Texas,
Colorado, and California
1996 sales: $10.2 million

pnm.arily a wholcsaler of |

Specialty coffee (3,000
customers)

small number of retajl
opcrqlions with in-store
roasting facilities

roasted over 25 high
quality Arabica coffees to
produce over 70 varieties
1996 sales: $38.3 million | .

GRE pﬂ‘M‘(T‘%* _
*REE UNT I —
COFFEE INC. AIN COFFEE PEOPLE

» located in suburban
neighbourhoods and
business districts,
averaging about 1,500 to
2,000 square feet in size

¢ used specialty kiosks
located in high traffic
locations such as airports

9A98M006

and shopping malls
hoped to have 100
locations by 1998

A.L. VAN HOUTTE BARNIE’S COFFEE & CARIBOU
TEA COMPANY
« focussed on the « wanted to be the third

offered 36 types of

ground coffee, nine types

of flavored coffee and 54
pes of whole beans

sold its coffee through

restaurants, including its
own network of 107 café-
bistros (only four
corporate stores)

« good reputation as a
vendor of coffee to
offices, hotels, etc.

o 1996 sales: $164.1

million

merchandising aspect of
coffee retailing; it offered
400 different branded
products
typically seated about 50
people and was located in
malls
its newest innovation was
a restaurant, La Venezia
Cafe; seated 200 people
and offered 47 different

coffees

place between work and
home where people could
socialize

« implemented a very

American feel to its
coffeehouses rather than a
European feel

« offered very fast service,
magazines, nNewspapers,
free refills, and seating

« had 50 stores; analysts
predicted that it would be
a growth leader

COFFEE BEANERY

CHOCK FULL O’NUTS

CAFE APPASIONATO J

« franchiser who operated
175 units across the
United States

« coffee beverages and

food accounted for 80 per

cent of the sales and 20
per cent came from
merchandise

» focus had always been on

malls but it was now
shifting its focus to free-
standing locations

begun franchising coffee

carts

operated as a coffee
supplier to the restaurant
industry
enough contracts with
restaurants to warrant its
own fleet of 150 trucks
recently, company had
begun diversifying into
different coffeehouse

formats like double drive-

throughs and sit-down

retail outlets, about 3,000

« small but aggressive
player in the industry
primarily a coffee roaster

sold its coffee in its own
retail outlets, franchised
stores, wholesale coffee
to specialty stores and
restaurants, grocery
division, direct mail,
exports to the Pacific
Rim, private label coffee
production and co-label
ventures with fast food

square feet In size

L_chains, such as Taco Bell

-
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SECOND CUP

~ations S esult, )
Second Cup was primarily a franchiser (90 per cent of all l-(')cdtl(l)'?;l’ in(éeri nagr r?skt atth(:hzozgan) Wi
consistently cash flow positive and had the benefit of laklng“l ' rz -+ had moved into m e leve]
l‘ntdi(iunuilv. the Second Cup was mall-based, but in the 'paSl iwg )’f?dre not always on prime r(;rel Stand-
alone locations. These locations were established rather qUI‘CkI)cll z'mkswjarietals ovored coffec aidesune.
In its retail coneept, the Second Cup olfered specialty coffee drinks, ) snack

s,

and believed strongly in growth via acquisitions. One of its

k ions), 1 i s. Including it 944
major acquisitions included Gloria Jean's (247 Iocatupns), in tht? lUmte(gfeSeta;:‘e;ustry Whegre :hg\;n 243
stores, the Second Cup was the second largest player 1n the specialty co fee Indus ;1 Where econd
Cup’s revenues came from liquid coflee and snack food items, Gloria Jean’s o gh percentage of

ales from collee mugs, related items and coffee beans.

The Sevond Cup was very growth-oriented

active in developing alliances with other food service

companies. Through its alliance with Cara Operations Ltd., the S?cond Cup h(g)}?dl to %ilmsaccess to a
number of its partner’s institutional and retail sites such as Harvey’s and Swiss Chalet. Ihe econd Cup
also held a 30 per cent interest in the Great Canadian Bagel that operated 120 stores n 1996 and was
planning to own 175 by the end of 1997. Finally, the company had also struck a deal to serve its coffee on
Air Canada flights. Revenues for 1996 amounted to $63.3 million.

In recent times, the Second Cup had become quite

See Exhibit 3 for a comparison of the industry competitors using different financial and growth measures.

STARBUCKS’ STRATEGY

Starbucks’ strategy for the future was presented in the following extracts of a letter to Starbucks’
sharcholders. This letter, from Howard Schultz, Chairman and CEO, and Orin Smith, President and Chief
Operating Officer, appeared in the company’s 1996 Annual Report:

We have firmly established our leadership position, ending fiscal 1996 with more than
1,000 retail locations in 32 markets throughout North America and two new stores in
Tokyo, Japan. With more than 20,000 dedicated partners (employees), we are creating
oppoqunities every day for millions of customers around the world to enjoy the Starbucks
Experience. From selecting the finest Arabica beans to hiring the most talented people, we
are committed to applying the highest standards of quality in everything we do . . . . When
you walk into a Starbucks store, when you open a mail order package, when you drink our
coffee on United Airlines, it is our goal to offer more than just a great cup of coffee — we
want to offer a memorable experience . . . We are excited about the global possibilities as
more new customers embrace our business, and we know that we have many brand-
building opportunities ahead of us. In 1994, when we entered into a joint venture
agreement with Pepsi-Cola to develop ready-to-drink coffee products, we knew that we
wanted to redefine the category . ... we look forward to the positive reception of bottled
FpippLICCIno . . . but most importantly, we know that we have developed a platform for
bigger product innovations. During fiscal 1996, we installed proprietary, state-of-the-art
roastil_lg a!nd manufacturing equipment to create a world-class logistics and manufacturing
organization . . . . Mcialty sales and marketing team has continued to develop pe s
c\h;annels of distribution ..ﬂ(our direct response group launched a new America Online
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tore ,
(most recognized and e " We continye t work
Pecte 'K towardg
o e 1 our long-term .
goal of becoming, the

than ever that » the he

coffee and oy peopl a
e

can say tha oo+ Iwenty.

Y that we prey, our com :1); ﬁ\{e Years from noy, wh

With the g, * hen we look back again, if we

embrace today, thep We will knoy,

STARBUCKS' BUSINESs SYSTEM

Sourcing

Starbucks sourced approximate]
: Y 50 per ¢ i
Rim, and 15 per cent from ast ent of'its beans from Latin i
NG : - : Am i
palette of coffees to its Customers wh?it- t}::vmgb? S Jordic s le:vszzl%;;zzttgo?f s Pac}?c
Ng able to maintain hed iti orier a greater
ged position.

Starbucks maintained close relationeh: :
i ini nships with it
them with training. Mary Wiljj or Vi 5 EXPOrters by working directly wit idi
ams, Senior Vice-President of Coffee at %tarbuckys,“cll]e:c;h;erg \?vr;\(:xtpi:ot\(;lc‘)ilznt%

be considered an official Starbycks’ exporter:

expect t() be able to call grfo:nh:;g ;ﬁu‘aslgyr; rlo Ef:;,t})
reject this; it doesn’t meet our standards.” I expect them to say: ‘OK, we will tai<e it back,
no problem and we will replace it.’ Both the customer service and consistency are the
things we look for over time.

‘Exporters of high quality coffee were very anxious to become Starbucks suppliers because Starbucks
purchased more high quality coffee than anyone else in the world. Starbucks’ relations 1p with its suppliers

was so good that if Supplier ‘A’ sold to a number of different buyers and it had only one container of a

ertain coffee, Starbucks would be the first to get it.

To ensure quality, Starbucks extracted three different samples of coffee from every shipment of 250 bags.
Sample one was an offer sample sent by an exporter trying to make a sale to Starbucks. Sample two was
taken just before the shipment was due to be sent. Sample three was extracted from the shipment, which
arrived at the coffee roasting plant. At every stage of sampling, Starbucks reserved the right to reject the

coffee if it was not in line with its quality standards.
the next three years. This could make the ability to find coffees

ts difficult. Starbucks needed to offer an increasing number

Starbucks hoped to double volumes over
ends provided more flexibility around components

that would meet its quantity/quali'ty requiremen s dife
of blends to deal with its increasing volumes, since

cake; you need to put lots of different kinds of

ly have to have cinnamon, nutmeg and allspice.

Mary Williams explained:
s of that cake will not know the

ou blend coffee, it’s like baking a
u don’t necessarl

When y
s of spices, and the consumer

spices in a spice cake; yo
You can have other kind
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. se Blend with a particular flavg
diff because it tastes like a spice cake. S0 @ ‘,l(;::poncnts to reach the same ﬂaV(;
ifference, becaust s  of the same quallty C o varictals i« one of the m
profile can have different ty‘pL: plends an d revolving : ost
ds offering more i quality/ quantity miX of the coffee we buy,

profile. Moving towar

hings Starbucks can do to enst

y coffee was an option that wag flow
€r

important t
: . qualit
needs, growing its own, high quali

Despite Starbucks’ large supply
seriously considered.

e and temperature- Recipes were put tqgether by tthff C((;ffee departmen
had been tested and were up to star_]dard. Despite Comphu erized roasters which

was not a complete science; it was more of a tec nologl_cal art. This wag
g es of the roasting process, ie

d to understand the properti .
st coffees along different roast curves. Roasting was essentig]

d could change its entire taste.

ROASTING AND BLENDING
Roasting was a combination of tim
once all the components

guaranteed consistency, roastin
because the people roasting the coffee ha

managing temperature and being able to roa

to Starbucks, because how a coffee was roaste
many different ways, under many

Starbucks undertook a great deal of resea g .
different temperature and time conditions to ensure that it was getting as much as possible from the bean,
These trial and error sessions allowed Starbucks to build signature roasting curves. These roasting curves
were then built into proprietary computer software. The method by which they were developed was as
much a result of the technology as the art. This ensured that even if a roaster were to defect to another
competitor, he/she would not be able to duplicate Starbucks’ signature roasts.
the coffee was immediately vacuum-sealed in one-way valve bags. This
packaging was unique in its ability to ensure freshness, since it allowed gases naturally produced by fresh
lve technology extended the shelf life of

roasted beans out without letting oxygen in. This one-way va
Starbucks coffee to 26 weeks. However, Starbucks did not keep any coffee on its shelves for more than
three months and for the coffee it used to prepare beverages in the store, the shelf life was limited to seven

days, after the bag was opened.

rch by roasting its coffees in

After roasting and air cooling,

SUPPLY CHAIN OPERATIONS

nsportation rates in the industry, a
will need coffee when” that was
and a fully integrated
he time beans
ese skills
ly in the

Starbucks Supply (_thin Operations (SCO) claimed it had the best tra
comple]:;( bakery distribution model, a forecasting process for “who
generally very accurate, strong inventory turns for the speci ee i

i ate, st pecialty coffee indust
manufactun(;lg and d!stnbuuon process that protected the coffee beans from ox;yéen from t
w%rebroas]:e go the time they were packaged (closed loop system). Starbucks had develo ed th
and benefits because it benchmarked against its competitors, hired experts, and believedpstrong

concept of integrated supply.

Starbucks tried to build its supply chain o i :

] ; 4 perations in orde s P

effi .S . r to eliminat mize

wh](;:l]eesna(;g Chl;f]?lle}isc};ﬁln op_e;ratlccl)ns seryed four business units: the retail stor: I'e.dunﬂancy gnld malxz an

idsmalinr A .de mail order business and the grocery channel. Accordi units, the specialty Sa1° "
: ice President, Supp]y Chain Operations, the phenome '] cording to Ted Garcia, Star.buc

posing challenges to supply chain operations: nal growth in these business units ¥

as
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espresso machine:

You get more than th
. e finest coff
rate music, a comfort €e when you visit §
s able it Starbucks. Y
and upbeat meeting place, and so(:;getag\rf?zé peor)Le, ﬁr'st-
’ on brewing

excellent coffee at h
ome. At home ,
company. And somewhere i you’re part of a family. At »
yourself. That's what a estrtzr;)r:;c?(etwte en there’s a place whzre yox\;V ?:2:1 );(:tu g:cga:ngsz
lace’ where the § store 1s to many of its — aki “thi
- Y can escape, reflect, read, chat or l)i,sten g customers —a Kind of “third

Starbucks’ formula as firml ased i 1
; . Yy sed in its coffee, i
Hors : it lestat , s i ’ o i, its etrinployszes, 1ts merchandlsmg, 1s ownership

Employees

Seti;b(tlf?ktrsa i s:g;eairgp\tg:e;bgbatnstals) tended to be either in college or university. They received a great
e 0 etota k about a variety of different coffees and processes. Having baristas
a a strong coffee education was essential because Starbucks’ consumers were becoming more and
more knowledgeable about coffee. Mary Williams, SVP Coffee for Starbucks, outlined the nature of the

questions asked of the baristas at Starbucks:

We he.lve very educated consumers. They ask very interesting questions of the people who
work in our stores; such as, ‘I am having chocolate mousse for dessert, what kind of coffee

should.I serve?’: or ‘I am having shrimp scampi for dinner and a fruit salad for dessert,
what kind of coffee should I serve?” So we have to give the baristas some kind of a basis
and background so that they can answer these difficult que:stions.9

reat deal of effort from employees and as

Developing coffee knowledge and service expertise demanded a g
licate the values, culture and service

Starbucks grew, finding enough good people that could rep
experiences was an ongoing challenge.

Merchandising
In terms of coffee-making equipment, it purchased

quality merchandise.
d Bodum. It also offered accessory items bearing

Starbucks only carried the highest !
like Krups, Gaggia an

its machines from manufacturers

81995 Annual Report, Starbucks Corporation
Mary Williams, SVP Coffee, Starbucks Corporation

12 shase parameters is a copyright violation
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terms of merchaﬁdising. Starbucks faced challenges 'r:;\l?;e(ﬂvgzual suppliers. -

merchandising program, since many of its stores dealt w1 :

mugs, grindcrs,

Real-estate Approach
always wait for the perfectly designeq !

Starbucks considered itself to be real estate oppO . retail spaces, be i

location, i.e., a box. It had a design team that could fit a locatl?" ‘:‘Cn;inz;f store Eluste’ring t\:hiC:}:ner’ :

trapezoid, or triangle. This flexibility, in addition to itarbucgsblgzk aﬁlowad Starbucks to ,maximi;:t e.:n
X on the sam ’ . its

placed retail outlets across from one another or | reputation.

market share in given areas of a city and to begin building a regiona
0 real estate managers across the country. Thege

s who specialized in identifying the best rety;
landlord or by Starbucks. These real estate brokerg
If the landlord’s brokerage commission did not
ered a very loyal relationship between

rtunistic. It did not

i st PV

mately 2

To meet its growth needs Starbucks had approxi
fessional

managers worked with “street sniffers,” i.e., pro
locations. Their commissions were paid either by the
were guaranteed a minimum commission per location.
cover the minimum, Starbucks paid the difference. This engend

Starbucks and the real estate network.

Starbucks was very disciplined about its entire approach to real estate:

locating a store in a targeted demographic area this
market share versus being disciplined enough to wait
for the corner or the mid-block with a parking lot. Discipline is rooted in the ability to
understand the differences and business issues involved with taking a store today that may
do $750,000 versus waiting for a store that may do $1 million. Understanding and acting
mporl location issues such as corners, parking lots and co-tenants; that’s the discipline of it.

Discipline is the difference between
year, in order to get in there and gain

As Starbucks grew and the number of ‘A’ sites in ‘A’ markets decreased, one of the key challenges faced
by Starbucks was to constantly motivate its real estate staff to continue to generate 20 to 40 solid stores per
month. Starbucks had to meet this challenge if it was going to meet its goal of 2,000 stores by the year
2000. Traditionally, Starbucks had been focused on the retail store on Main and Main of every major North
American city. Now it was expanding to the Main and Main of different regions within a city. See Exhibit

4 for the actual and forecasted income statement of a typical store.

Another way in which Starbucks hoped to reach a new customer base was through the introduction of its
new espresso carts or kiosks. By introducing Starbucks Espresso Carts, the company had succeeded in
branding the coffee cart, which had always been a brandless, grassroots type of specialty coffee refailer.
Starbucks called its version of the espresso cart Doppio. The Doppio was an eight by eight-foot cube that
unfolded into a larger stand with sides, counters, and Starbucks’ trademark finishes Itg would allow the
company to take advantage of sales areas such as train stations, street corners, malls étc Starbucks was in

the initial stages of its Doppio strategy.

104 rthur Rubinfeld, Senior Vice-President Real Estate, Starbucks Corporation



Page 11
—

, 9A98MO006
pomestic Versus International gy |
Mage

fic simply because it did .

9 once and b id not have the resources to go
half hour_ flight from the area. It was expecte:c?ut;e one half of the world’s population lived a five and a
contribution would be sizeable, See Exhibit 6 for a
to Starbucks’ eamnings. Also see Exhibit 5 for a fore

cast of Starbucks’ growth in the Pacific Rim.
SPECIALTY SALES

Specialty sales were agreements with retailers, wholesalers, restaurants, service providers, etc. to carry
:Stafb“(’ks coffee. Spec_1glty sales not only provided Starbucks with revenue growth potentiai but also with
increased name recogm'tlon. Starbucks partnered with companies that were leaders in their field, companies
that had stellar reputations for success and quality. Partnerships existed with many different companies,
some of which included:

¢ United Airlines — Starbucks was served on all domestic and international flights.

¢ Nordstrom — Starbucks had developed a special blend for Nordstrom.

« Barnes & Noble Bookstores — Starbucks operated individual but attached locations. Many of these
locations had separate entrances th

at allowed them to stay open even after Barnes & Noble closed.
o PepsiCo — Starbucks and PepsiCo had jointly developed the Frappuccino product, a milk-based cold
coffee beverage in a bottle.
e PriceCostco — Starbucks had developed a special brand name, Meridian, for PriceCostco.
« Red Hook Breweries — Starbucks provided coffee concentrate as an ingredient for one of the
brewery’s beers, Double Black Stout.
o Dreyers’ Ice Cream — In this joint
promoted via its grocery channels. _
¢ ARAMARK — This was the world’s leading provider of a broad

reaching 10 million people a day at more than 400,000 locations. Through ARAMARK, Starbucks
coffee was now being served at over 0ne hundred of those locations, including such college campuses

as the University of Florida and Boston University, corporations such as Boeing and Citicorp, and

hospitals such as St. Vincent’s in New York. ARAMARK also had a few licenced locations.

venture, Starbucks had its own brand of ice cream that Dreyers’

range of services to businesses,

Some of these partnerships involved serving Starbucks coffee, some were for product development and

i i ing its participation in specialty sales
bucks was actively mcreasing 1
others were for store development. Star A
contracts.

September 16, 1996
"'Merrill Lynch Capital Markets, Starbucks company Report, S€P

at s Ao t e un | e‘) (=1 he | ; e 'l Ol rl ht V!Olatloﬂ
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NEW VENTURES

contract with Dreyers’ 1ce Cream, its bottleq
s

uded 1t - channel-

i ’ .
hree of Starbucks’ newest business venturcs incl
nto the groce

Frappuccino product with Pepsi and its penetration i _
1 at retail and contribute at least \

milliot )
erhaps reach $40 hewhat limited (see Exhibit 6), it

was Sot o
h the return quality image, and built i

It was estimated that Starbucks’ ice cream would p
e, reinforced its premium

$500,000 to earnings during fiscal 1997. Althoug
opened Starbucks to an entirely new customer bas
reputation with supermarket chains.

P _to-drink coffee beverage into
Bottled Frappuccino was Starbucks’ attempt to introduce a qu‘aht}'erra e as a $1 billion opportunity. Thg:;ee
North American market place. Starbucks viewed this bottled bev %Oduct test quite as well as bottled
estimates were from Pepsi, who said that it had never seen a P

ducts that had hit the bili;
Frappuccino, where 70 per cent of testers became repeat purchasers- (S)l::(; Ti%tircl b Teas, Theeptr):)l:;srl
dollar mark with less favorable test results were Ocean Spray Juice &

ffee beverages, like th
! ' i jready a market for cold co ‘ ! ;
might even do better in countries where thefy\zi?nag offe)r/ed in all Starbucks retail stores and had begun

Pacific Rim. Bottled Frappuccino was curren See Exhibit 6 for a forecast of bottled

to be distributed via PepsiCo’s national distribution channels.
ks’ future earnings.

Frappuccino’s contribution to Starbuc

f
In penetrating the grocery market, Starbucks met with a great deal of Sl.lCCCSS when 1t began test mar\_<etm.g
in the Portland area. Now it was test marketing the Chicago market. If 1't was success'ful n ChlcagO,.then it
would consider initiating a national roll out with the expectation that in five years 1t woulfl be n'atlona\\y
available. See Exhibit 6 for an estimate of the impact of a national roll out on Starbucks’ earnings. Mr,
Orin Smith, Starbucks President and COO, explained how he viewed the importance of Starbucks’

penetration into the grocery chain:

Presence in supermarkets is not essential to Starbucks’ survival or prosperity. However, in
e home, we have to be available in

the interest of being a major player in coffee for th
supermarkets. This is because convenience plays a key role in the decision to purchase

coffee for the home. Therefore, no matter how many stores we open, We will never
overcome the ‘convenience’ advantage of supermarkets. For us, the choice is clear: Are
we going to allow supermarkets to continue to capture 70 to 80 per cent of the home
coffee business or are we going to join up and take our piece of that? Supermarkets are
very interested in carrying Starbucks Coffee because we can offer them greater margins;
we can grow their business and we will help pull consumers out of the lower priced

categories into our cate:gory.12

Other areas of op:»portunity include.d the introduction of Starbucks coffee to the higher echelon restaurants
and da?/-!aart chains. Day-part chains are retail outlets catering to the day-time trade. Examples are bagel
shops, juice bars, lunch counters etc.

MAIL ORDER
For a long time, mail order had allowed Starbucks to meet the needs of its customers not located near 2

Starbucks retail store and its regular home users. The co i
X : c mpany had a direct mai i re.
Encore customers received a monthly shipment of a different type of either gr(;Lsziogsa\:vnhsg‘gee:nficnocgee

20rin Smith, Chief Operating Officer, Starbucks Corporation
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¥ increaSin tra . "
& transaction size, ang introducing customers to a wider range
| HOWARD SCHULTZ

LY o e P

oward Schultz began his coffe .

gtailer solely of whole beap Ct;fﬁt;fee g:rger With Starbucks Coffee Com
Milan inspired Mr. Schuitz, He rem.l‘nercliibuym

retailer into a coffee bar, The Bogr, -
starbucks to start his own coffee

i bar co
success, Il Giornale purchased the Starbuz;(p
outlets to Starbucks.

e ' pany in 1982, when it used to be a

Star% 1‘5) to Italy, in 1983, the vast number of coffee bars in

d of D Ucks and presented his idea to expand the whole bean
1rectors rejected his idea

an d and two years later, Mr. Schultz left
Y which he named 1l Giornale. After two years of great

S name and assets and changed the names of all of its retail

e respect. He said His ugmmngs. He remembered how his father used to work hard
mediocrity.” He was the first in his family to

pbringing instilled in him “not a fear of failure but a fear of
He was young and energetic at 45 and very ha

get a college degree and had always been an over-achiever.
nds-on in the company.

Howard is very creative, he is very inspiring
3

Ak he is exceptionally demanding, he is
tremendously competitive, exceptionally ambiti

5 ’ ous, and has very high standards in
every’-thmg we can do and he is always ratcheting the bar up. He really cares about people;
anything anyone would do to damage the culture — he would be right on it.">

Howard Schuliz played a very important and unique role at Starbucks.

The barista’s interpretation of the vision is the engine of the company, Howard is the on-

board computer, and to some extent he is also the fuel that drives through it. People

around here feel very much that they are following Howard up some mountain with a flag
clenched under their teeth and they give 110 per cent.'*

HUMAN RESOURCES

Starbucks had a very flat organizational structure. Everyone from the CEO to

not an employee. Starbucks placed a great deal of effort into secking the thoughts and opinions of its

s 2 ; nt, at

baristas, because they were in direct contact with Starbucks custolmqsihSta:l;lecsle( n;z:ager:iarza%:;ng?ar 2

’ o emthe s .

' ular contact with field people. Many peop : the el

Eeadqu.a“eg’- ker]))tr:;i:‘jlzglt of Retail, and would not hesitate to call her dl-rectkl\y tt? :glks;tr)\?i‘:rd e

XeCU,UVZ 'lc'e;ls The head office managers had sessions with peopléhl“ ) ?olwedezi and open forums

i ;cwuihe.y collected questions from anyone about any topic and then resp ’
reviews where

where they heard from and listened to the partner base.

a barista was a partner and

<ol ; d education. Starbucks
) s ciples: hospitality, productloq and eC
: built on three principie: . i making exactly the type
The coffee s?rVICC S twr?isér-service oriented by being hosp]t?blef:feffeclt;z:dmuestiongs Thiedemanded
expected banstas 1o be cus™ d and able to answer the customers’ cO ee-r?il 1 nqe they all underwent 24
of drink the customer reql;e;te] £ of the baristas. To prepare them for the challenge,
a great deal of effort on bena

tion
' i inq Officer, Starbucks Corpora o
"Orin Smith, Chief Openazfmq ) Is(;cefent, e iofing arbucks Corpo
"Scott Bedbury, Senior Vice Pre M
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rve a cup 0

N y SC .
allowed itions,

hours of training before they were 4t  exceutive pos
employee, even those that werc hired for ©
a storc.

o . Cerele 11N
which included a two-week tern gher wage than most fooq Servi

Jiohtly hi : -
slightly dental, medical), disability ang ]"(ice
I

artners 4 s
part ision, o
employces also received “Bean Stock » "

> dn

paid its

In addition to training, Starbucks
d hca

- curance (V
; eeiVEe th insural
companies. Also, all employees reccive ‘clk All company
insurance, and a free pound of coflce ca.ch week. e employces.
quite

- ~ i m
: % T »fitable for sO
employee stock option plan. This was P - ment. For bari
in recruitment. For bar
reat care in recrul Istas, tumo\,er

stry average (150 to 300 per cent), Many e

arbucks took g
ike. McDonalds, Hallmark, Wendy’s’ o

half of the indu
N

From its baristas to its senior managers, St
ss than
wth retailer.

rates were about 60 per cent; this was le o Taco Bell
4 ’
the senior managers came from companics like !
N e a high gro

¥
Blockbuster. These managers knew how t0 manag

ORGANIZATIONAL CULTURE
»s 1995 Annual Report, helped Starbucks Measure

The following six guiding principles, from the company
the appropriateness of its decisions:
other with respect and dignity.

e way we do business.

Provide a great work environment and treat each
roasting, and fresh delivery of our coffee,

1

2. Embrace diversity as an essential component of th '
3. Apply the highest standards of excellence to the purchasing,
4. Develop enthusiastically satisfied customers all of the time.
5. Contribute positively to our community and our environment.

6. Recognise that profitability is essential to our future success.

The following statements captured employee sentiments about Starbucks’ culture.

th?n people ask me what I do for a living, I say: I drink coffee and talk about it. That’s
my job — not too shabby. I have a lot to learn, and a lot of places I can go if I wanted to
leave Starbucks, but its so interesting and I’ve met the neatest people that work here. I
have a lot of passion for it. You know you go through bumps and grinds because we’ve
changeq a lot but it’s like being in any kind of relationship. You fall in love, it’s all great
gv(eir?;thxpg is beautiful and then you find out that there are some things lik’e wrinkles o;
S?arbual;(xt?. Yo}L: work on.thos.e,and then you’re in puppy love again. | love working at
Star cts, my husband thinks it’s pretty twisted. I mean I was a store manager and I lived
y store ... people would say that you do such a great job and I would say that I

couldn’t do it without these peopl

weird ideas and be as goofy as | wa

\ nt one day or as serj

t rious as I

its OK. When 1 started at Starbucks Someone told me: you telrl]b:;(; tv(\)/]z)aet - dta i, agd
you want to do

and I will help you.'”
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fih s we do care about
value was our entrepreneurial spirit. We

> We want t i . . .
company'lc 0 continually strive to be innovative
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FINANCIAL

gtarbucks’ stock price and EPS had been rap

. 'd . .
span of six n}‘onths, i_‘Tom January to June l1 é);';nc;easmg over the last five years (see Exhibit 7). In the
company as a BUY” in their report to investore S’e our prominent investment companies had rated the

regarding EPS, P/E ratios and share price. One § e Exhibit 8 for a forecast from each of these companies
buy stated: - Investment company that rated Starbucks as a long-term

Since its 1992 IPO A

initial goal of builéli?)?r?}?ed;z ng e,xecutet_i its strategy to near perfecti_on, achieving its

growth in its North Ameri y's le:admg branded retailer of specialty coffees. As

O ompany i ; can retail business decelerates from unsustainably rapid rates,
pany 1s now in the early stages of pursuing a more ambitious goal — to build the

most recognized and respected coffee brand in the world. Current initiatives include the

development of Starbucks stores with local partners in the Pacific Rim, domestic brand

extensions into packgged ice cream and bottled beverages, and test-marketing Starbucks
whole bean coffees in the supermarket channe

] 1. While greatly enhancing the company’s
long-term growth potential, we believe th

; ese new pursuits also raise the risk profile of the
stock. With SBUX shares trading at 33 times our estimate of calendar 1998 EPS, we
believe extraordinary intermediate-term appreciation relies upon the successful execution

of these ventures. Given the strength of the brand, our confidence in management, and

impressive joint-venture partners, wWe are optimistic that these activities, in the aggregate,

will contribute significantly to Starbucks’ profitability over the next three to five years.
We conclude that Starbucks remains a core holding for long-term growth stock investors,
albeit with higher risk, as it transitions from a category-dominant domestic branded
retailer into a global consumer brand."”

In North America, Starbucks owned all of its retail outlets other than host lice;nsing afrangemen'ts.
However, owning all of its stores, Starbucks was faced with the prospect of depending heavily on equ1t¥1
and debt financing to Zrow. Jts competitors like Seattle’s Best Coffee and the Second C\fs ,wberf a
franchised, and consequently, needed less internal ﬁna.ncing to roll out stores. For Starbuc alance
sheet, see Exhibit 9. For the income statement, S€€ Exhibit 7.

; ration
Liz Sickler, Director, Special Projects, St?r%u;:ks Corpo
"William Blair and Company on June 20,
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MARKETING

' d equity./ The retail busin
Of key concern in Starbucks’ marketing. de .amncr?t wzs l;ntt)rt?;t Starbucks was never just alc;i)sut};;d
\Tﬁ§101‘lcally‘beell Strbucks” source of brand equity. This had m .
coffee; it was about a place, an experience.

- from whi
Starbucks now wanted to develop its brand beyond being thi prefesnt‘z?bl‘;;i?t S;niorwv;gg-;?egémhase
coffee to becoming the preferred consumer prand. Scott Bedbury, ent of

Marketing, explained its brand:

ric view about the brand to a view that will

We are transitioning from a very retail centr! . ts to people every day. I
ks’ role is to provide uplifting moments t0 peop Y day.
allow us to say that Starbucks P you can get to literature,

i t to music
didn’t say coffee! If you go beyond coffee, you can g¢ ’ !
you can get to a number of different areas. It can also become a license to dilute the brand.

Therefore our goal is to remain true to our €ore, coffee. After all we are the protectors 9f
something that is 900 million years old. Just like when you drop a rock in a pond there will
be ripples that come outside that core, Starbucks is not just a pound of coffee, but a total
coffee experience.

One of the key challenges faced by Starbucks was trying concretely to define its brand image. Company
executives felt that this was essential before Starbucks started mounting grand-scale national-advertising
campaigns and other brand leveraging activities. Liz Sickler, Starbucks Director of Special Projects,
commented: -

I don’t think that we leverage our size well enough. Very often we have strong
competition in local markets from Caribou, to Seattle’s Best Coffee to the Second Cup in
Canada. And it’s always mind-boggling how they can be so competitive in their local
markets despite the fact that our national brand image is so much stronger. We need to
tal_<e advantage of our national presence. We need to compete on our brand ;ecognition. 1
think that’s why we started to do some national advertising this year to see if that’s how

n

OPTIONS

chultz’s key concerns.
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Exhibit 1
SPECIALTY ¢
AS A PERCENTAGE OF To7a, SALES
COFFEESALES
50
40
; 30
»
° 2
o~
10
0
1983 1989 1994 2000
Year
Source: Specialty Coffee Association of America, Montgomery Securities Volume 27
Exhibit 2
COMPARING THE RETAIL SALES OF COFFEE (US$ MILLIONS)
1998E | 1990-1994 | 1994-1998E
R 1994 growth growth
0 1.240 800 —11.8% -10.4%
Ground Regular 2,050 | ’575 450 -3.0% —5.9%
Ground Decaffeinated 650 ______]__;]%_____ = i S 6%
Ground Specialty | 810 o0 |78 3.7% —6.3%
Instant Regular 1,175 o 170 —6.4% -12.9%
Instant Decaffeinated | 38> 380 500 10.5% 7.1%
Whole Bean L2 e 255 | 165.9% 49.7%
5
Ready-To-Drink 5065 5,590 -1.3% 2.5%
30 ?
Total 5,3

. 25,
Source: Yorkton Securities Inc-s March

1997
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Exhibit 3
ITALIZATIONS
COFFEE CHAINS’ STOCK PRICES AND MARKET CAP
Year Mark.et.Cap.
Company High (5) Low () ($ millions)
U.S. Companies
Brothers 4.63 2.13 30.8
Coffee People 9.38 6.00 21.4
Diedrich 12.00 3.00 23.6
Green Mountain 7.50 6.88 24.8
Starbucks 40.25 21.50 2,438.5
Canadian Companies
Cara 4.80 3.30 440.2
Van Houtte 28.35 18.50 225.6
Second Cup 13.35 9.15 137.2
COMPARING THE COFFEE CHAINS
Company TEV (1)/EBITDA (2) Net Margin
U.S. Companies
Brothers 6.0 _14.0%
Coffee People 8.4 1.7%
Diedrich 15.6 1.2%
Green Mountain 7.3 33%
Starbucks 251 ‘ 6.0%
Average 14.5
Canadian Companies
Cara
1.7 5.8%
Van Houtte 78
. 4.7%
Second Cup 132
Average ' —3.7%
c 17.9

(1) TEV is total enterprise value defined as current m
oo et o, arket cap plus debt less cash. Debt and cash are as latest avaiad?
(2) EBITDA for Brothers and Diedrich is trailing 12 months

Source: Yorkton Securities Inc., March 25, 1997
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Exhibit 4
ANALYSIS oF
UNIT ECoNo
(Uss thousands|;‘luc Ll
1994 | 19

Cash Investment: 22 | 19% | 1997E | 1998 | 1999E

Store Build Out (D

330 357
Pre-opening - 315 310 305 300
B eginn] 23 21 200  20{ 20
ginning Inventory 17 20 24 20 20

Total Cash Investment 363 400 360 350 345 3?1((;
Average Sales/Store (2) 820 820 850 825 790 765
Average Sales/Investment 23x|  2.1Ix| 24x| 24x| 23x| 2.3x
EBIT Margin (3) 18.9%| 17.5%| 16.5%| 18.0%| 17.8%| 17.6%
EBIT 155 144 140 150 141 135
ROI (EBIT/Cash Invested) | 43.0%| 36.0%| 39.0%| 43.0%| 41.0%| 40.0%

(1) Estimated Investment per store opened during the fiscal year.
(2) Estimated average sales and EBIT for units open at least one year.
(3) EBIT includes marketing and field level overhead expenses.

Source: William Blair & Company, 1997

Exhibit 5
OPMENT (A)
PORATION PROJECTED PACIFIC RIM DEVEL
STARBUCKS COR e millions)
1997E | 1998E | 1999E 2000E
- 13 30 55 100
Ending units W—W 7 S1.0
Average unit volume 59 30 | $73 | S150
a
TOta] s ( ) nsees. We expect additional partnership

pan‘nerships, and lice

(8) Note that total sales reflect , d before Yé ;
e o disclosé yoted saying
2greements ir;_ the Pag’g’g ':m;_?/e?/in franchisee) smcardy 4
- Company in Taiwan s China.
Starbucks stores in Taiwar, and perhap

o : until at 1€as a
anticipate development in Europeof puilding infr astrucﬂ{f‘: mational Ve

tre ct expenses f future Nt
thr ?5;: o1u QSQQW eDee)g)eendingpon tht; csz ;’tg;”r e 0
consumer of Starbucks investme” p

99. Whereas the long-term

97
Source: William Blair & Company’ 19

’ar-end. In fact, an execu

de of the opp

rowing rapidly w::l/
ks ntures, this

tive of President Foods (the largest food
that the company expected to develop
ortunity in the Pacific Rim, we do not
tential of international development is
be a drag on Starbucks profits at least
pusiness could become a significant

po
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Exhibit 6

PROJECTED AVENUES OF GROWTH — ESTIMATED CONTRIBUTION FROM JOINT VENTURES
(US$ millions)

1995 1996 1997E | 1998E | 1999E

Annual Investment
Ice Cream 0.0 0.9 2.0 1.0 0.5
Bottled Beverages 1.2 2.7 18.0 15.0 10.0
Whole Bean 0.0 0.0 3.0 5.0 9.5
Total 1.2 6.0 30.0 33.0 35.0

Retail Revenues

0.0 15.0 40.0 45.0 50.0

Ice Cream
Bottled Beverages 0.0 0.0 65.0 250.0 300.0
Whole Bean 0.0 0.0 1.3 43.8 78.8
Total 0.0 15.0 114.8 368.8 501.3

Contribution to Starbucks Earnings:

Ice Cream 0.0 -0.7 0.5 24 3.0
Bottled Beverages -1.2 -0.4 -0.5 44 7.9
Whole Bean 0.0 0.0 -0.5 1.6 4.5
Total -1.2 -1.1 -1.5 8.4 15.4
Joint Venture Contributions -1.2 -1.1 -1.5 8.4 15.4

Source: William Blair & Company, 1997
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Exhibit 7
INCSME STATEMENT
(Uss thousands)
i I \\‘
_— W\
Net Revenues ‘\"\4 1995 1996 1997E, 1998E 1999E,
Retail \W
S pecialfy Sales 26,223 402,874| 600,367 827,00311,053,796{1,276,840
Direct Response _Tgi 47917) 78,702| 110,331] 148612 193,552
Total Net Revenues o 72| 14422] 17,412] 22.066] 25.792] 30,008
rore Operating Expenses 923| 465,213| 696,481 959.400(1.228200(1,500.400
Ot Dperating Expenses 90,087( 148,757 210,693| 296,200| 368,700 441,800
mealeS and Related O 8,698 13,932 19,787\ 24200 31,800| 40200
o — ccupancy Costs 162,840| 262,408] 409.008] 548.800| 687.000] 827.700
Operating income 23,298| 40,116 56,993] 90,200] 140,700| 190,700
Othe_’ Expenses _ -5,544|  3,027| 11,508] 3,600 -2.600] -7.000
Eamings before income taxes 17,754| 43,143 68,501 93,800| 138,100 183,700
Income Taxes 7,548| 17,041 26,373| 36,100 53,200 70,700
Net Eamnings 10,206 26,102 42,128| 57,7001 84,900} 113,000
Preferred Stock Dividends Accrued =270 0 0
Net Eamings Available to Common Shareholders 9,936 26,102| 42,128| 57,700f 84,900{ 113,000
Net Eamings Per Share 0.17 0.36 0.47 0.70 1.00 1.30
Weighted Average Shares Outstanding 57,575 71,909| 80,831| 88,600| 89,500 90,400
Average Share Price s i = c 3 7]
Price Earmings Ratios 148 42 o1 ! 20 =
. ; Judes the gains from the sale of Noah's Bagels. 4 ,
xgg: ;’. ;22 'i% ‘;;EE,;SS”,T 33349):/:071/; si)e $0.22 without the one-time charges associated with the acquisition of Coffee
C ct k i f record on November 1, 1995. Net
Note 3 On December 1, 1995, the company recorded a 2 for 1 stock spit fo L

eamings per share for all years have been res

tated to reflect the stock split.

Sources: Starbucks Annual Reports & William Blair & Company
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Exhibit 8
HARE PRICE
FORECAST OF STARBUCKS’ EPS, PE RATIO AND S

7E 1998E
Robinson-Humphrey Company Inc. 1996 199
Earnings Per Share $0.54* $O':7O 51 '90
Price / Earnings Ratio 55.6 times 42.9 imes 30,0 tumes
Forecasted Share Price $49.00

*Includes a one-time gain on the Sale of Noah’s Bagels.

Alex. Brown & Sons 1996 1997E 1998E
Earnings Per Share $0.48 $0.70 $0.98
Price / Earnings Ratio 39.0 times 27.8 times
Forecasted Share Price $45.00
Painewebber Inc. 1996 1997E, 1998E
Earnings Per Share $0.47 $0.70 $0.95
Price / Eamings Ratio 40.5 times 30.0 times
Forecasted Share Price $42.00
William Blair and Company 1996 1997E 1998E 1999E
Ea.mlr/lgs Pe'r Share ‘ $0.47 $0.70 $1.00 $1.30
R IR TR e 76.1 times | SI.1 times | 35.8 times | 27.5 times
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Exhibit 9
BALANCE sy
EET
(US$ thousands)
L 1994
Assets ————_ | 1995 1996 1997E | 1998E | 1999E
Current Assets: [
Cash and Cash Equivalents
8,394
Accounts Receivable 5,394 22’944 126,215] 128,900  53,200] 21,000
Iventories 56’064 ]23,22 17,621| 24,300 31,100| 38,000
Other Current Assets 14,728 ,057 83,370| 122,500 149,600{ 178,100
s 50,897| 112,335 12,500 16,100 19,600
Total Current Assets 84,580 ’ ,
- gt 3 205,350] 339,541| 288200 250,000 256,700
roperty and Equipment, Net 140,754| 244,728| 369,477 496,700] 617,600] 733.600
Other Assets 6,087 18,100 17,595 43,100 78,100 121,100
Total Assets 231,421 468,178| 726,613| 828,000f 945,700} 1,111,400
Liabilities and Shareholders’ Equity
Current Liabilities
Accounts Payable 9,128]  28,668| 38,034
Other Current Liabilities 31,290) 42,378 63,057
Total Current Liabilities 40,418 71,046 101,091| 134,100{ 165,800 198,100
Other Liabilities 81,105| 84,901] 173,862
Shareholders’ Equity: 604.300| 717200
Common Stock 89,861 265,679 38(1)?5)? . , ,
Retained Earnings 20,037 Tgéi = 1,660
Total Shareholders’ Equit 109,898 312, :
Total Shareho quity S31421| 468,178 726,613 828000 945,700 1,111,400
Total Liabilities -

Sources: Starbucks Corporation Annual Rep

orts & William Blair & Company

shorized for use in educational programs at Shanghai National Accounting Institute until September 9, 2017. Use outside these parameters is a copyright violation
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Case questions

starbucks

1. What are the most important elements should be taken into account when Starbucks works
on its strategy?

2. What are Starbucks’ primary resources and capabilities? How should it leverage its resources
and capabilities to achieve its growth objective?

3. How do you think about Starbucks’ international strategy?

Chery Automobile: Chinese firms catching up

1.

Why is open innovation important for firms trying to catch up? Has Chery applied open
innovation in its catch up process?

Why is internationalization important for firms trying to catch up?

Referring to decreased domestic sales and increased competition in exports in the
international market, if you were the CEO, what would be your strategy?

Merrill Lynch: Supernova

1.

What is Supernova’s value proposition, including for its clients and for its financial
advisors?

How does Supernova work, and what are some of the challenges in implementing it?
Should the senior management of Merrill Lynch proceed with a national
implementation or a less aggressive incremental roll-out of Supernova? Why?

Michelin Fleet Solutions

1.

Why did Michelin introduce the fleet solutions? What are the major benefits the new
business could bring from the perspective of the company and the customers
respectively?

What are the major challenges Michelin is facing in introducing the new business?

What is your opinion regarding whether Michelin should continue or give up the new
business? Explain your major reasons.



