STATE OF THE OFFICE COFFEE SERVICE INDUSTRY

CHART 2: Operator sales
- change, 5-year review

Fuel
Continued

Growth
In 0CS

OCS operators report
that customers want more
variety and upscale options

2014/15

By Abby White, editor 2016/17

CS revenues continue to climb, reaching a new high of $5.71 billion,

according to nearly 100 respondents of our annual State of the Office Cof-

fee Service Industry survey (chart 1). Seventy-two percent of respondents
reported an increase in the number of locations served (chart not shown), accom-
panied by a necessary increase in OCS staft (chart 11), showing steady growth
over the previous year.

CHART 1: 0CS revenues - 10-year history
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CHART 3A: Composite green coffee prices, 2014 to August 2019
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Source: The International Coffee Organization, London, U.K.

CHART 3B: How rising

costs are being handled 5.6%
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[—1.4%

@ Raising prices

@ Absorbing

@ Combination

@ Adjusting product mix
Selling additional services

@ Changing workforce

23.8%
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*Other includes customer service, marketing, technology, business practices, etc.

A HEALTHY ECONOMY ENABLES A

HEALTHY OCS INDUSTRY “NEARLY THREE-QUARTERS
Nearly three-quarters of OCS pro-

viders reported an increase in sales,

trending with last year’s results (chart

2). Fewer noted a decline in sales,

and more said that sales remained the CHART 4A: Revenue per cup in cents per cup, Fraction pack
same. Many OCS providers said that Automatic/pourover coffee, 5-year review

their growth directly correlated to the 2014/15 2015/16 2016/17 2017/18  2018/19
health of the economy and low unem- Revenue 12.4¢ 12¢ 11.7¢ 12.5¢ 11¢
ployment, and was further augmented *Previous numbers have been adjusted based on additional data

by sales of additional services and

adjusting their product mix more than gy apy 48: Revenue per cup, single-cup coffee, 5-year review

in previous years. This was attributed 2014/15 2015/16 2016/17 2017/18  2018/19

to a variety of reasons, including the Revenue 45.5¢ 45.3¢ 36.2¢ . —

fact that consumers are more educated  single-Cup 47¢ 46¢

about coffee and demand specific Capsule

products, and that premium options Bean-To- 4lc 43¢
. Cup per cup

(like bean-to-cup brewers) are now cost

more affordable. *Previous numbers have been adjusted based on additional data
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CHART 5A: % OCS sales
by Supplier Type

SUPPLIER TYPE 2018/19

Private label coffee 48.1%
Local coffee (known to 21.3
consumer)

National brand - 15.3
specialty

National brand - value 9.8
Espresso coffee 55

CHART 58: % OCS sales by product
category

PRODUCT CATEGORY 2018/19

Frac pack 43.7%
Whole bean coffee 28.1
K-cups 14.3
Single cup (non K-cup) 13.9

cHART 5c: Top-selling OCS products
for past 12 Months, by volume

TOP PRODUCT 2018/19

Private label coffee 48.0%
Local coffee brands 16.0
Whole bean coffee 12.0
National coffee brands 8.0
Single-cup 8.0
K-cups 4.0
Value frac packs 0]
Specialty drinks o]
Tea o]
Pantry 0]
Water filtration service 0
Other 4.0

CHART 50: OCS product category,
% of Sales

PRODUCT CATEGORY 2018/19

Coffee 49.3%
Bottled water (5 gallon) 8.0
Cups/plates/paper 7.6
products

Creamers/sweeteners 6.9
Water filtration service 6.7

(non-bottled)
Non-coffee hot beverage 6.0

Soft drinks/juices 51
Tea 4.8
Pantry service/micro 3.9

kitchen (paid by employer
offered to employees)
Ice 1.7
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Several OCS operators reported
that they’re sourcing a greater variety
of new products — particularly upscale
and local brands — and expanding
their offerings with enough options to
keep clients (and their clients’ employ-
ees) happy. Several survey respondents
credited growth to their strong sales
force, who proactively offered addi-
tional services, enabling clients to con-
solidate services under one provider.

As in the previous year, the contin-
ued low unemployment rate affected
the number of people served at each
location, with the majority of OCS pro-
viders reporting more locations with
over 20 employees, particularly in the
30 to 49, 50 to 74, and 75 to 99 range
(20 percent each). It's worth noting that
only 4 percent served locations with
more than 100 employees, down from
15.8 (chart 8).

GREEN COFFEE PRICES
CONTINUE TO DROP
The International Coffee Organiza-
tion reported that green coffee prices
are at their lowest level in the past five
years, dipping below 100 cents per
pound (chart 3A), averaging 96 cents
by August 2019. The low cost of coffee
continues to offset the cost increases
in other areas of OCS, such as the
increasing popularity of specialty
single-serve options, supporting
customer requests to provide more
upscale options, salary increases to
retain key staff, investments in equip-
ment and technology, and the overall
high demand for quality coffee.
When asked what strategies were
used to respond to rising costs, most
operators said they approached this
challenge through a combination of
raising prices and absorbing costs, in

CHART &: Plumbed-in, automatic
and thermal as % of total

@ Pourover glass pot
@ Automatic thermal

Pourover thermal
@ Automatic glass pot
@ single-cup

2018/2019

line with last year’s results (chart 3B).
One noticeable shift from last year’s
survey is the number of respondents
who said they’re combating rising
costs by selling additional services
(33.3 percent, up from 16.7 percent)
and by adjusting their product mix
(29.4 percent, up from 21.4 percent).
Alternately, multiple respondents said
they were not raising costs; instead,
they’ve increased sales and gained
new customers.

WHAT'S TRENDING IN OCS
Many trends are driving the contin-
ued growth of OCS, and according
to our 2019 survey respondents, the
most impactful of these trends is the
increased desire for a variety of better
quality products in the workplace.
Customers want more options, and
better options, and they want them at
a reasonable price. Several respondents
noted that their clientele are more
informed than ever and are requesting
specific products and brands.
Customers are asking for bean-
to-cup, pantry service, local brands,
darker roasts and bolder coffee; one
OCS provider noted that clients are
demanding more selections than their
supplier offers, showing the impor-
tance of being able to source the items
your clients want. Single-cup brew-
ers continued their upward trend,
capturing 24.3 percent of the equip-
ment placed (chart 6), surpassing the
2014-15 high of 23.2 percent. While
multiple respondents said customers
are asking for micro markets, only half



cHART 7: Estimated market share of single-cup brewer placements in the U.S., 5-year review

2014/15 2015/16 2016/17 2017/18 2018/19 % Change

MARKETER PRODUCT(S)

Cafection Avalon, Total Lite, Total 1, 6.4% 9.7% 6.6% 5.1% 7.5% 47.1%
Alternative

Bodecker Brewed Bodecker 2.5 04 0.1 74 0.5 -92.8

VE Global Solutions  Brio, Colibri, Koro, Korinto, Kinvivo, 4.9 1.8 2.5 1.0 5.8 475.0
Trophy, Venus, Cypris, Juno, Prosyd

Crane Café System, Genesis 5.2 1.2 2.2 0 34 n/a

Cafejo Cafejo 0.1 o] 0.2 0 0.2 n/a

Technologies Coffea Coffea, Pro-11 G2 0.3 0 0 0 1.2 n/a

Dejung Duke Dejung Duke n/a n/a n/a 9.5 n/a -100

JM Smucker's Douwe Egberts C-300, C-600, 2.9 75 3.3 6.2 4.6 -26.0
C-60, N110, NG-300

VKI Technologies Eccellenza Express, Eccellenza 12 0.1 0.8 2.4 2.0 -16.7
Touch, Eccellenza Cafe, Latte
Lounge

Lavazza Espresso Point, Lavazza Blue, 5.3 4.8 0.3 1.3 2.0 53.9
Dual Espresso, EP 2500

Mars Drinks Flavia Barista, Flavia Creation 16.8 9.3 14.2 5.9 9.4 58.8

500, Flavia Creation 400, Flavia
Creation 200, Aroma

Filterfresh Filterfresh 1.2 0] 0.5 0 1.7 n/a
Grindmaster Grindmaster 1 (0] 2.6 0.9 1.0 111
Kraft/Heinz Gevalia, Tassimo T-3000, T-65 9.8 9.6 1.3 0.7 0.5 -23.8
Keurig K3000, K150, K145, B155, K155, 30.0 21.3 321 17.1 33.2 94.3
K130
Rheavendors Rhea, Cino (0] 0.2 0.1 2.1 0.5 -74.6
Saeco USA Saeco, Estro 0.5 0.1 1.5 0.2 1.3 533.3
Newco Smartcup, Freshcup, Freshcup 4.3 4.9 6.2 6.9 74 8.0
Touch, CafeXpress
Starbucks Starbucks 2.7 2.4 1 1.8 2.7 50.8
Bunn My Cafe Pod, AutPOD, Trifecta MB n/a n/a 17.2 22.3 15.8 -29.2
Nespresso Nespresso n/a n/a 0.5 0.5 1.8 253.0
Comobar n/a n/a n/a n/a 0.2 n/a
Wilbur Curtis Gold Cup, Expressions n/a n/a 0.8 6.7 5.8 -13.4
MzZB La San Marco OC System n/a n/a 0.5 1.8 0.7 -59.2
Cafe Primo Cappuccino n/a n/a n/a n/a 1.4 n/a
Other n/a n/a n/a n/a 13.6 n/a

*Represents OCS provider placements only

CHART 8: Account populations by size
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CHART 9: Accounts by type, 5-year review

2014/15 2015/16 2016/17 2017/18 2018/19
Offices 47.4% 46.6% 56% 53% 60.1%
Industrial plants 171 12.9 19.2 155 124
Schools/colleges 6.7 77 6.6 8.0 6.11
Convenience stores a7 8.8 3.6 7.4 4.2
Restaurants, delis, 8.5 7.1 6.5 5.4 4.8
bakeries
Other 6.5 8.9 6.4 4.4 3.2
(health care/
hotels)
Government/ 3.3 1.7 0.8 3.8 4.6
military
Retail outlets 5.8 6.2 0.9 2.5 4.5

CHART 10: New services added in 2017/18

40 - 39.2%
35
30
25
20
15
10
S
[0}
| didn't Water Janitorial Pantry Micro Vending Other
offer new service supplies service markets (if didn't (catered food,
services previously equipment repair,

bean-to-cup,
free vend)

offer it)
*multiple answers allowed

of OCS providers currently offer them,
a slight increase over last year (chart
not shown). For those who offer micro
markets, the majority reported that
they use a bean-to-cup brewer.

Having a more informed clientele
means that brands are more important
than ever, with more than 92 percent
of respondents saying that brand is
important or somewhat important to

CHART 12: Most popular environmental product offerings
@ 2011/2012 @ 2012/2013 @ 2013/2014* @ 2014/2015

Recycled products Water filtration Coffee with
(cups, filters, devices to reduce sustainability
pods, utensils) bottled water features

* Includes multiple mentions
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CHART 11: Where staff was added

@ Added Reduced @ No Change
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customers, up from 77.8 percent last
year. As clients continue to grow more
knowledgeable about different types
and brands of coffee, OCS providers
will need to stay on top of this trend in
order to give expert advice and insight
to their customers; currently, only 60
percent offer branded brewers or cups
(chart not shown).

Like last year, private label remains
the top-selling OCS product by volume
(chart 5C), claiming the highest per-
centage of coffee revenue compared to
national brands (value and specialty),
local coffee and espresso (chart 5A).
This year, respondents reported a drop
in national brand/value coffee (9.8 per-
cent, down from 19.0 percent), while

2015/2016 @ 2016/2017 @ 2017/2018

Other, such as
paper products

| don't offer products
to address environmental
concerns



local coffee brands grew in popularity
(21.3 percent, up from 13.6 percent).
This is likely due to customers’
requests to support local businesses.
When asked what drove changes
in net coffee sales per product
category from 2018 to 2019, most
respondents reported that increased
sales and additional accounts had
the largest effect on these numbers,
especially with the growing economy
and the younger workforce. Survey
participants also noted the shifts in
customer demand, particularly for
bean-to-cup, single-cup, upscale coffee,
and local brands. Expanded product
offerings including a wider assortment
of soft drinks, additional tea assort-
ments, snacks and pantry items also
contributed to this change.

EXPANSION INTO NEW SERVICES
Unsurprisingly, offices remain the
number-one account by type (chart 9),
gaining a few percentage points over
last year’s number from locations such
as industrial plants, schools/universi-
ties/colleges, convenience stores and
restaurants/delis/bakeries.

Like last year, coffee accounted
for nearly half of sales for products
offered in OCS (chart 5D). Non-coffee
hot beverages experienced a slight
dip from last year, as did cream-
ers/sweeteners, soft drinks/juices,
pantry service/micro kitchen and tea.
Conversely, bottled water experienced
the largest gain over last year, rising
along with water filtration service,
ice and cups/plates/paper products,
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cHART 13: Company currently offers online ordering on its website

® Yes ® No

Don’'t have a website

2.3% 0%

2016/2017

exemplifying how OCS providers are
further diversifying their offerings to
clients. This year, more OCS provid-
ers said that they offered new services
than last year (chart not shown). The
most popular new service was pantry
service, followed by water service and
micro markets.

Last year, only 44 percent of
respondents offered ice machines to
their locations (chart not shown), but
this year, the majority, 60 percent, of
respondents now offer this service. This
is likely due to the continued growth
of cold brew and iced coffee beverages
— 48 percent of respondents said they

“48 PERGENT

offered iced coftee options to their loca-
tions — which are particularly popular
with millennials.

CHALLENGES TO OVERCOME, AND
LOOKING FORWARD

This year, only 44 percent of respon-
dents said they offered online ordering
through their websites, slightly down
from last year (chart 13). While this
option is important to some OCS clients
who appreciate the efficiency and sim-

2017/2018

0%

2018/2019

plicity of online ordering, it appears that
many customers still prefer the human
touch. That being said, technology is
very important to OCS, as 60 percent
of respondents are currently using
industry-specific software to manage
operations (chart not shown). Several
respondents said they were able to add
business and reduce labor overhead by
streamlining billing, picking, ordering
and delivery with this software.

The availability of drivers, product
costs, competition and area busi-
nesses opening or closing were among
the many factors that OCS providers
said affected their businesses in the
past year. Discount stores and retail
outlets selling the same products at
competitive prices are perceived as
threats to OCS, as noted by some
survey respondents. Some OCS
providers said that the rise of very
small business (fewer than 10 people)
have also presented challenges to their
operations, as these businesses tend to
order their own coffee.

With the strong economy, educated
workforce and low unemployment,
better coffee is wanted and needed in
the workplace. Clients are demand-
ing a variety of high-quality products,
and they’re willing to pay for them as
long as they feel they’re getting good
value from their OCS provider. To
stay competitive, OCS providers need
to establish strong relationships with
their clients, source the items their
clients want, and provide superior
customer service. ®



