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STATE OF THE V/ENDING [NDUSTRY REPORT

Thriving economy creates
growing base of small
customer locations:
sales reach $23.3 billion

BY ELLIOT MARAS, EDITOR

he “restructuring” of
American industry is a

1998 Industry Total; $23.3 billion

(1997 Total: $22.1 billion)

“fait accompli.” This has Participants by Region:
resulted in a level of
prosperity unseen in peace time, Region Operators
an ideal business environment
for ser\{lce |ndustr_|e_s such as New England 2.8%
automatic merchandising. . .
. . Middle Atlantic 9.6
The automatic merchandis-
ing industry grew 5.6 percentage East North Central 21.1
points in fiscal 1998, according to West North Central 6.6
the Automatic Merchandiser South Atlantic 28.2
State of The Vending Industry East South Central 4.7
Replfrtt’htob&&i billion. Th_'s West South Central 4.6
marks the biggest one-year gain i
in a decade. It also marks the etiial) &
Pacific 16.9

second consecutive year that the

growth did not simply reflect

inflation — higher product costs passed on to cus-
tomers through higher prices. In fact, for the sec-
ond straight year, operators reported passing on
minimal if any price increases to customers,
despite rapidly rising labor costs. The revenue
gain reflected an increase in customers.

The only product category to post price
increases was cigarettes, a segment that dwindled
to less than 1 percent of the total in 1998.

The economy in 1998 was characterized by a
rapid rate of business startups against a backdrop
of downsizing. The startups were mostly small
companies, meaning vendors had to invest more
resources on a per-location basis than in previous
years. Operators hired almost 11 percent more
employees and added 12 percent more routes in
1998 to serve 5.2 percent more accounts. These
numbers indicate more employees were needed in

relation to the amount of new business.

1998 was also the second consecutive year
that rising labor costs put the damper on profits.
While the State of the Vending Industry Survey
does not measure profits, operators overwhelm-
ingly reported raising employees’ wages.

The State of the Vending Industry Report is
based on questionnaires completed by a random
sampling of 1,800 Automatic Merchandiser read-
ers. The survey generated a 20 percent response.

Survey participants were limited to full-line
vending operations that sold candy, snacks, con-
fections, cigarettes, hot beverages, cold bever-
ages, refrigerated food, frozen food, ice cream and
manually-served food. The sampling did not
include music and game operators whose main
business was not consumable merchandise vend-

CONTINUED
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CONTINUED

Operator sales
Size Revenue range % of 1998 Projected % of Projected % of
operators 1998 sales 1998 sales 1997 sales 1997 sales

Small under $1 million 75% $1.42 billion 6.4% $1.4 billion 6.7%
Medium $1M-$4.9M 18 3.98 17.9 3.66 17.4
Large $5M-$9.9 M 4 2.24 10.1 2.9 13.8
Extra large $10 M + 3 14.58 65.6 13.1 62.1
Total $22.23 billion* $21.06 billion*

* Does not include 5 percent of total revenue for in-house and self-operated machines.

ing, soft drink bottlers whose main business was
not vending, or ice cream distributors whose main
business was not vending. The results were
weighted to match the proportion of small, medi-
um size, large and extra large firms shown in the
chart above.

Aggregate revenue and equipment figures for

the report were based on a total operator universe
of 8,000 vending operations in the United States,
along with data from the government, product sup-
pliers and equipment suppliers. The mailing and
tabulating were done by Readex Inc., a St. Paul,
Minn.-based industrial research company.

The report’s revenue and equipment figures

Category 1995

[ Candy/snacks  25.1%
[ Hot beverages 6.9
[ ]ocs 36 /
[ Cold beverages 29.1 [
[ Dairy products 2.4

1 Vend food 6.6 .
[ Manual food 20.9 21.3
[ Cigarettes 2.2 1.7
[ Other 3.2 3.0

1996 1997

Projected 1998 sales by category

Category 1998 sales
Candy/snacks $5.92 hillion
Hot beverages $1.47 billion
OCS $955.3 million*
Cold beverages $6.62 billion
Dairy products $466 million
Vend food $1.56 billion
Manual foodservice $5.34 billion
Cigarettes $256.3 million
Other $676 million

* Refers only to OCS sold by vending operations.

Does not include OCS sold by dedicated OCS operations.
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Machines installed by location type

Location type % machines installed 1996 % machines installed 1997 % machines installed 1998

Manufacturing, fabrication
or warehouse facility
Offices

Hotels/motels

Retail locations
Restaurants, clubs, bars
Hospitals, nursing homes
Schools, colleges, universities
Military bases
Correctional facilities
Other

Purchasing sources
Source % expenditures from this source
1995 1996 1997 1998

1998 Vend/OCS distributors ~ 29% 28.2% 28.7% 34.9%
Foodservice distributors 23 23.6 24.4 15.6
Warehouse clubs 9 2.8 5.1 3.2
Manufacturer direct 11.8 1155 12.6 14.9
Beverage bottlers 18.4 28.8 25.8 29.5
Outside commissaries 3.2 0.9 1.4 1.1
Other 5.6 0.2 2.4 0.8

include machines operated by businesses for their
own use, known as in-house and self-operated
machines. This portion of the total industry is esti-
mated to be about 5 percent.

Labor was the industry’s primary issue in 1998.
Operators found it necessary to raise wages to
keep and attract employees due to the lack of avail-
able workers. Hence, the nation’s economic
growth offered the industry a doubled-edged
sword,; it fueled the demand for vending operators’
services, and at the same time, it limited the labor
pool needed to meet the invigorated demand.

The survey revealed a strong level of invest-
ment in new equipment, a trend that has carried
over from fiscal 1997. These purchases reflected a
gain in new business as well as a need to provide
new products, namely 20-ounce bottles.

Fiscal 1998 witnessed significant gains in man-
ual foodservice, OCS, cold beverages, dairy prod-
ucts, candy and snacks, and food. Manual foodser-
vice and OCS led these gains, posting double-digit
increases over fiscal 1997. These gains, however,
reflected continued dominance by the larger com-
panies rather than a growing demand for these
services. The extra large companies (those with
sales of more than $10 million) gained a bigger
share of the sales in 1998, as indicated by the
chart on page S - 4, even though they only repre-
sented the same percent of the companies — 3
percent. The survey showed that the larger the
company, the more active they were in manual
foodservice, OCS and dairy products.

Gains in cold beverages and candy and snacks
were uniform across all size companies.

Vend food, a segment dominated by larger
firms, gained the least of all categories that
increased in fiscal 1998.

Fiscal 1998 marked the second year of growth

CONTINUED
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for bottled beverages, which required newer
machines, newer and larger vehicles, and more fre-
quent service. The increase in food machine place-
ments, on the other hand, was driven by competi-
tion, a trend that has existed for several decades.

Operations

. The following averages apply to firms that generated sales from route operations only.

Number of routes

Year Average # per operation Projected U.S. total Favorable ec_onomy drives §a|es )
' 1995 76 59.900 The economic turnaround since the recessmp of
' the late 1980s and early 1990s has resulted in a
- - — more diversified workplace. This has presented a
1997 8.7 69,600 challenge to an industry that for many years pri-
© 1998 9.7 77,600 marily served a very homogenous customer base:
: blue collar, middle-aged, white males. American
Number of accounts served workers today are less concentrated in particular
. industries, such as automotive or defense-related,
. 1995 194.3 1,527,000 than at any other time since the post World War |1
. 1996 202.2 1,607,000 period. Thl_s carries bot_h advantages and disadvan-
, tages. While the vending operator now needs to
, 1997 227 1,816,000 service a more diverse customer, he or she is less

. 1998 241 1,928,000 dependent on any particular industry.
Hence, the automotive industry, traditionally
Number of employees the largest customer base for automatic merchan-
dising, played less of a role in the industry’s
' 1995 37.6 300,500 growth in 1998 than in previous years. Automobile
: 1996 38.7 309,500 production slowed in 1998, due in large part to a
. two-month strike against General Motors Corp.
. 1997 39.3 314,000 Automotive production in North America
: 1998 43.5 348,000 increased a mere 0.3 percentage points in 1998, a
i total of 16,038,246 vehicles, according to the
Number of bill changers Detroit-based Automotive News Data Center, its
: : poorest performance in many years.

R— Averagesperoperation einvolved Total Nevertheless, automatic merchandisers in

, placing machine

regions with a lot of automotive-related accounts,

+ 1995 54.3 80% 348,600 such as the South Atlantic, East South Central and

' 1996 56.7 85 385,100 East North Central regions, did not prosper any

' 1997 57.3 88 403,000 less than their counterparts in other regions. This

' 1998 73 86 502,240 largely reflected a more diverse economy in all
, parts of the country.

Number of microwave ovens As the economy diversified throughout the

country, variances in regional performance grew

Average # per operation % involved Projected total less obvious. Economic trends were more uniform

! placing machine among different geographic regions in 1998 than in

: 87 49% 341,040 previous years, according to the New York City-

: based Conference Board, which studies economic
' trends.
Every region experienced more business activ-
ity and a rising demand for labor. Telecom-
Average wattage: 848 munications- and computer-related manufacturing
and construction were strong in most parts of the
country in 1998, the Conference Board noted in its
reports.
Nevertheless, regional variances did persist.
The region that improved the most in the last two
years was Southern California, which began in

Commercial
models

62.4%

Consumer
models

37.6%

S —6 AUTOMATIC MERCHANDISER * AUGUST 1999



STATE OF THE V/ENDING [NDUSTRY REPORT

1996 to emerge from a long recession. Industrial
diversification enabled the region to overcome the
impact of the Asian stock market crash, which
affected many of the nation’s export industries in
1998. Also offsetting the impact of this develop-
ment in Southern California was Mexico’s eco-
nomic growth.

Southern California benefited particularly from
its computer-related industries, a sector that con-
tinues to expand.

Similarly, low oil prices did not hamper eco-
nomic activity in the West South Central region as
much as earlier oil recessions. According to The
Wall Street Journal, energy accounted for only 11
percent of Texas's gross state product in 1998,
compared to 21 percent in 1981. Computer- and
telecommunications-related manufacturing were
strong there in 1998, as was construction.

A weakened agriculture market did not damp-
en activity in the West North Central region as
much as might have been expected. Nor did the
continued attrition of textile manufacturers in the
South Atlantic region.

The Middle Atlantic region led the country in
overall economic growth, the Conference Board

large firms growing into “extra large” firms, or
being acquired.

Vendors outpace foodservice

For the second consecutive year, the automatic
merchandising industry, at 5.6 points, outpaced
the foodservice industry’s 4.9 percentage point
revenue growth in 1998. However, the foodservice
industry was able to pass on more price increases
in 1998, according to the National Restaurant
Association.

Restaurants raised prices 2.5 percentage
points in 1998, surpassing the 1.6 point growth in
overall consumer prices. Fast food restaurants
posted a 5.1-point revenue gain in 1998, the
biggest gain since 1992, according to the NRA.
The 1998 gain reflected higher prices more than
any other factor.

The channel within the foodservice industry
that posted the biggest gain was catering at 5.8
points.

Another factor benefiting foodservice more
than vending was the increase in the number of
establishments servicing the takeout market, also
known as “home meal replacement.” These estab-

reported, as a thriving stock market and low inter- CONTINUED
est rates pumped construction activity there.

Driving economic growth in all _— ..
regions were low interest rates, which AC(]UISIIIOI’] activity
fencourag_jed investment in busmes_s activ- 1997 1998
ity, and improved consumer confidence.
According to the government, Gross . . .
Domestichroduct%umped by 3.4 per- % operations that acquired other operations 13% 13%
centage points in 1998. This marked the % operations that sold some part of operation 7 6
third straight year it surpassed the three- % that did both of the above 7 9
point mark. The last time this happened % that did neither 72 71
was 1984 through 1986. In addition, real No answer 1 1
disposable income grew 3.1 points in
1998, the strongest one-year increase for
the 1990s. Other types of vending revenue reported
Economy favors biggest firms Type % involved 1995 %1996 %1997 % 1998
The economics of operating a vending
business con_tin_ued to favor the extra Bottled water 6% 21% 250 3206
large companl_es |n_1998, the Iarg_e_ seg- Sundries/toiletries 5 17 11 14
ment, companies with $5 to $10 million in
annual sales, lost the most market share Gam-es - e - =
in 1998. Both the “medium” segment and Music 7 11 10 9
“extra large” firms gained market share Bulk vending 4 8 12 12
while “small” and “large” firms lost Kiddie rides 0 3 4 4
share. The “large” firms were the only Cooperative service vending 2 5 4 3
segment to actually post lower sales as a Condoms 1 5 3 4

group compared to the previous year.
However, this could easily be due to
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GLASSFRONT BEVERAGE DROP MACHINE SUCCEEDS
-WITH A BIT OF TLC FOR CONNECTICUT OPERATION

- Glassfront cold drink machines have been available for several years. However, the growing
- popularity of single-serve beverages has given new meaning to the glassfront, bottle-drop
- vender. Coastal Vending Inc., based in Waterford, Conn., experienced a 100 percent jump in
- cold beverage sales in 1998, thanks in large measure to the glassfront machines, noted Lionel
- Fortier, company owner. The machine, made by Dixie Narco Inc., has proven a great merchan-
- diser in many of the new tourist locations in an area once dominated by shipbuilding. Fortier,
- who bought his first glassfront beverage vender in 1996, recognizes the fact that the machine

Lionel Fortier 11, left,
and his son, Lionel
111, have found the
glassfront beverage
machine a great
merchandiser,
provided they take
care of the machine.
They have seen a 100
percent jump in cold
beverage sales, much
of which they
attribute to the
machine.

F - WL L ¥

~ requires more maintenance than the traditional can machines, but he has found this to be an
~ investment well worth making.

: Drivers service the locations twice a week. Coastal’s service technicians change the air fil-
- ters on the glassfront machines at least every two or three months. “If you change them often
- enough and keep the track nice and clean, the product will slide down okay,” Fortier said.

: Some of the machines do more than $200 per day on weekends, he noted. The most suc-
- cessful location has been a garden center which is serviced daily. All 26 of Coastal Vending's
- glassfront machines have been installed in locations already served by a can machine. Fortier
- noted that the glassfront cannibalizes the can machine by as much as 50 percent. However, the
- revenue boost is such that it makes sense to keep both machines on-site.

. The increased product capacity has made product selection more challenging. Fortier has
- begun to pay careful attention to the customer mix. Preferences can vary from one floor to the
- next in the same location.

. To track product acceptance, he dedicates one product to every row.

: While bottle beverages have become more popular, Fortier reported that can cola bever-
. ages remain the most popular sellers, even in the glassfront machine. This past year, ready-to-
- drink teas, pure juices and water all posted impressive gains in 1998. He thinks the glassfront
- machine enabled him to capitalize on the marketing many beverage bottlers did in 1998.

Y2K issues emerge

Fiscal 1998 was the year
American business paid atten-
tion to the Y2K issue, the
impact that the year 2000 will
have on operations due to the
calendar year change. Like
other business owners, vend-
ing operators were asked by
both suppliers and customers
about their Y2K prepared-
ness.

The Y2K issue affects both
information technology sys-
tems, namely computers, and
noninformation systems that
have digital clocks, such as
electronic coffee brewers and
answering machines.

Like other businesses,
vending operators began tak-
ing inventory of all internal
applications that could be
affected by Y2K. Many opera-
tors saw more than one rea-
son for doing this. Besides
being able to maintain service
on Jan. 1, 2000, vendors found
that being able to document
the preparation process
helped maintain their stand-
ing with suppliers and cus-
tomers. This process involved
contingency planning, such
as stockpiling inventory and
securing alternate supply
sources.

Several operators inter-
viewed said they were con-
cerned about the Y2K pre-
paredness of their prepaid
card readers.

Internet use inches forward
While the Internet made

lishments, which include convenience stores and
supermarkets, have positioned themselves as a
significant threat to automatic merchandising.
Takeout food sales will account for 60 percent of
the foodservice industry’s growth in the next
decade, according to Takeout Business magazine.
Takeout sales are growing at triple the rate of on-
premises sales.

great strides in personal shopping in the United
States in the last few years, very little business was
conducted on-line in the vending industry. Fiscal
1998 marked the second year the State of the
Vending Industry Survey measured the amount of
business being conducted on the Internet. The sur-
vey revealed only a negligible number of operators
had web sites for their companies, and even fewer
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used the Internet for purchasing, sales or market-
ing. However, many operators interviewed report-
ed using the Internet for personal business and
are hopeful about using it for company business in
the near future.

Small location growth continues

Operators purchased more equipment in 1998 to
serve more locations. As in the previous three
years, most new locations had 100 to 250 con-
sumers, meaning growth did not come in larger
locations. Numerous studies have documented the
shift to less populated workplaces, a trend that is
expected to continue through the next decade.
This means more capital investment is needed
since the cost of servicing a small location is high-
er in relation to the return.

The survey showed a 10 percentage point drop
in manufacturing/fabrication/warehouse facilities
served in 1998. Operators served more offices and
public access type locations such as retail stores,
restaurants and bars and hotels and motels and
health care facilities.

Small locations continued to grow in number.
However, the percentage of vending operators
expanding into OCS leveled off at about 35 percent
in the late 1980s.

(The OCS revenue reported in the State of the
Vending Industry Survey mainly reflected OCS
sales by vending firms, not dedicated OCS firms.
Recent years’ surveys indicate that those vending
operators who are inclined to expand into OCS
have already done so.)

Electronic technology improves
As the customer base has become more diverse
and therefore more challenging to serve, improve-
ments in machine technology have brought forth
new management tools. In particular, multi-drop
bus (MDB) — a synchronous bus between periph-
eral functions and a host controller — has elimi-
nated the need for a separate power supply for
every peripheral function within a machine. Most
equipment being placed today comes with MDB.
Among the benefits MDB provides is the ease
by which operators can incorporate electronic data
exchange in the machine. The electronic data
enhances accountability, improves accuracy of
reported collections, and offers better data to use
in managing the business. Several operators inter-
viewed said they expect electronic data exchange
will give them faster and more accurate feedback
on individual product sales.

STATE OF THE \/ENDING [NDUSTRY REPORT

Currency issues emerge
The vending industry achieved an important victo-
ry with the passage of the One Dollar Coin Act in
1997. However, the real impact of currency
redesign struck late in 1998 with the introduction
of the new $20 bill. While most vending operators
did not have validators that accepted $20 bills, the
lack of preparedness by equipment manufacturers
raised concern among many operators, given the
redesigns planned for lower denomination notes.
The new $20 bill was released sooner than
equipment manufacturers expected in 1998. Most
claimed they were not given prototype bills to use
to enable them to design retrofit chips for valida-
tors and changers. On the positive side, the manu-
facturers had no problem designing the chips
shortly after the bills were introduced. The manu-
facturers were able to assure operators that the
new currency designs would not cause a problem.
They further claimed that retrofit upgrades would
not be expensive for most machines.

Consolidation continues

The low borrowing costs that helped the nation’s
economic growth in 1998 also spurred acquisi-
tions among automatic merchandising companies.
For the second straight year, close to 15 percent
of the respondents indicated acquiring other vend-
ing operations. With new accounts being small
and yielding a lower return on investment, acquisi-
tion became a preferred way to grow. Perhaps of
equal importance was the ability to acquire experi-
enced employees, given the difficult labor market.

Dalton, Ga.-based Five Star Food Service Inc.
and Braintree, Mass.-based All Seasons Services
Inc. continued to acquire operations on the East
Coast in 1998. Sizable deals during the year
included Five Star’s acquisition of Birmingham,
Ala.-based Classic Food & Vending Services; St.
Louis, Mo.-based Jackson Brothers Inc. purchase
of Canteen Vending Services Inc. in Springdfield,
Mo.; and Washington, D.C.-based U.S. Office
Products Inc.’s acquisition of Woburn, Mass.-
based Woburn Vending Inc. and Indianapolis,
Ind.-based Modern Vending Inc.

While acquisition activity increased, the level
of competition remained unaffected, according to
most operators interviewed. Most vending compa-
nies still did less than $1 million in annual sales,
and new startups continued at a steady clip,
despite the higher cost of entry into the market.

CONTINUED
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Fiscal 1998 brought no relief in the perennial
war between vending operators and cold beverage
bottlers. Cutthroat competition in the retail bever-
age market carried over into vending, further
straining relations between vendors and their cold
beverage suppliers.

Bottler wars continue

Consolidation among supermarket chains in
recent years squeezed bottlers’ profits in their
main customer base. This forced many bottlers to
expand into vending, a more profitable business.
Beverage dollar sales grew by only 3 percentage
points in 1998 while consumption grew by 3.4
points, according to the New York City-based
Beverage Marketing Corp., which studies bever-
age sales. A spokesman for the company noted
that dollar sales growth has trailed unit sales gains
for several years because of pricing pressure at
retail.

Bottles: most growth incremental

Despite these tensions, cold beverages posted sig-
nificant gains for automatic merchandising in
1998, mainly on account of bottles. For the second
straight year, bottle machines posted more than a
6 percentage point gain. Most operators inter-
viewed agreed that bottle sales were mostly incre-
mental and did not cannibalize can beverage sales.

The candy/snack segment grew at a steady
pace for the second straight year with little change
in the product mix. Flat pricing indicated that the
growth in large single-serve (LSS) snacks, which
began in 1994, has leveled.

Cold food, an unprofitable category for most
operators, continued to grow, while hot bever-
ages, a profitable category, lost momentum. After
vendors placed more hot beverage machines in
the previous few years, fiscal 1998 showed a slow-
down. One reason was that the increase from
water-soluble, flavored coffees in recent years lev-
eled. Another was that operators were more inter-
ested in capitalizing on the growth in cold bever-
age bottles and invested most of their capital in
cold drink machines.

Following is a more detailed analysis of the
key product segments.

Bottles lead cold beverage growth

Once again, cold beverages posted big gains in
1998, mainly due to the popularity of 20-ounce
plastic bottles. For the second straight year, ven-
dors purchased machines capable of vending the
bottled drinks which grabbed 18.5 percent of the

category’s sales. Bottle sales have grown in double
digits in each of the last two years. Equipment
manufacturers introduced new machines capable
of vending bottles in 1996.

Machine placements were also aided by the
willingness of cold drink bottlers to loan equip-
ment in 1998. Vendors in some markets reported
the most favorable terms ever for borrowing
equipment.

Bottles drive loaned machines

The growth in bottle sales was mostly incremental,
can sales held their own. Most vendors inter-
viewed reported adding a bottle machine to loca-
tions that already had a can machine.
Cannibalization of the can machine was minimal,
most reported. While the State of the Vending
Industry Report did not measure the number of
machines loaned to vendors by beverage bottlers,
many operators interviewed reported using a lot of
loaned bottle machines in 1998. Many viewed this
as the fastest way to capture additional sales with
minimal investment.

While sales from bottles grew to 18.5 percent
of the total category, bottles commanded a very
small percentage compared to what they held at
retail, according to the Beverage Marketing Corp.
This indicated growth in bottle sales is likely to
continue.

The survey did not determine the size of the
bottles vended. Interviews with operators indicat-
ed the majority were 20-ounce plastic bottles,
although 16- and 12-ounce plastic and glass bottles
were also sold. Most pure juice drinks were sold in
glass or aluminum containers.

Bottle machines brought additional costs. The
machines typically required more frequent servic-
ing since they held fewer units, and larger trucks
since they took up more space. Nonetheless, oper-
ators unanimously reported the higher sales more
than justified the added cost. The increased sales
benefited commissioned route drivers in most
companies, which operators appreciated, given the
upward pressure on wages in 1998.

Placing an additional machine enabled opera-
tors to increase the variety of cold beverages.
Product mix within the cold beverage category,
however, did not change significantly in 1998.

Bottles were not successful in all locations,
according to many operators interviewed. Some
work sites prohibited cold drinks outside of break
rooms.

In addition, 20-ounce bottles were not success-

CONTINUED
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Year # machines/operation Projected total
1995 160.3 1,242,360
1996 177.5 1,278,090
1997 192.3 1,375,800
1998 218.8 1,487,840

(Editor's note: These totals do not include all bottler-owned machines loaned to vending operations, or any bottler-placed machines.)

Cold beverage machines by type

# per operation % of total Projected total
Machine type 1996 1997 1998 1996 1997 1998 1996 1997 1998
Can 159.3 162  177.3 86.7% 81.4% 78.1% 1,115,907 1,119,901 1,162,003
Bottle 20.3 222 48.8 2.3 6.3 7.2 29,603 86,675 107,124
Cup 226 353 36.9 A5 35 4.1 45,048 48,153 61,001
Dedicated
can juice 20 22.2 36.1 4.9 4.9 5.2 63,067 67,414 77,368
Combination
bottle/can 2855 22.8 S0 2.3 SIS 5 29,603 45,401 74,392
Other 16.6 18.5 16.7 0.2 0.1 0.4 2,574 1,376 5,952

Cold beverage sales

% of sales Average annual Projected total
sales/operation involved*
Beveragetype 1996 1997 1998 1996 1997 1998 1996 1997 1998
Candrinks  80.8% 79.9% 75.5% $691k  $704k  $704k $4.96B $5.08B $4.8B
Bottle drinks 6.8 13 18.5 $155k  $239k  $313k $417.5M  $826.8M $1.17B
Cup drinks 5.8 5.8 5.2 $194k  $264k  $252k $356.1M  $368.9M $331M
Other 6.6 1.3 0.8 $98.3k  $376k  $252k $18.4M $82.7M $51M

* Not all operators included in the survey are involved in cold beverage vending. Hence, the average sales per operation involved must be
multiplied by the percent involved in the category to yield the projected total sales. Space does not permit listing the percents involved.

Average prices

Beverage type 1996 1997 1998
Can beverage 58 cents 58 cents 59 cents
Bottle beverage 89 90 90
Cup beverage 59 51 49

1998 cold beverage prices by region, given in dollars

New Middle East West South East West Mountain Pacific
England Atlantic North North Atlantic South South
Central Central Central Central
Can .66 .69 57 52 .56 .54 52 .59 .63
Bottle 1.01 .94 .92 .96 .89 .79 .83 .86 .90
Cup .53 .63 44 .46 .45 .48 155 N5 .45
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ful in locations with largely

Candy/snacks/confections female populations, many opera-
tors reported.
Candy/snack/confection machines Higher cold beverage sales
did not reflect higher retail prices,
_ Year Average # machines  Projected total as competition from bottlers con-
. per operation tinued to plague vendors. Prices
. 1997 178.9 1,367,511 have stagnated for several years.
. 1998 197.9 1,512,775 In some markets, cold drink
prices actually fell in 1998.
Snack machines by type One advantage the competi-
tive beverage situation created
* Machine type % of total Projected total for vendors in 1998 was more
" Glassfront 80.4% 1,216,271 aggressive consumer marketing
. Columnar candy 21 31,768 by the large bottling companies.
. Columnar pastry 1.2 18.153 Product mix did not change sig-
T - 1'0 15:[ 77 nificantly within the cold bever-
. onor boxes ' age category in 1998, although
. Other* 6.4 94,817 some of the smaller beverage
* *Includes tabletop and combination machines segments — water, sports drinks
and ready-to-drink tea — posted
Snack revenues gains. Vending operators found
all these drinks particularly help-
' Category % of total Projected total ful in competing for school
: 1996 1997 1998 1996 1997 1998 accounts, a market that bottlers
. Candy 27.9% 27.7% 30.2% $1.5B $1.58B $1.79B targeted more aggressively in
. Bagged/boxed candy 3.3 2.8 3.3 176.8M 158.7M  195.4M 1998. Many schools restricted
© Gum/mints 48 44 57 257.3M  249.5M  337.4M carbonated drinks and were
, - therefore receptive to fruit-based
Bagged chips 27.3 26.6 27.8 1.46B 1.5B 1.64B drinks
. Bagged crackers 2.3 2.4 1.7 123.3M  136M 100.6M For the second straight year,
. Cracker sandwiches 7 8.7 5.9 375.2M 493.3M _ 349.3M bottled water led all beverage
' Bagged/jumbo cookies 6.8 5.4 7.6 364.5M 306.2M 500M segments in sales growth, jump-
' Pastries 141 157 126 755.7M 890.2M  746M ing 10.1 percentage points, the
. Nuts 1.9 24 22 101.8M  136M  130.2M biggest one-year gain since 1989,
- Mi 2.3 2 2.1 123.3M  113.4M  124.3M according to the Beverage
: Icrowave popeorn . - . . - Marketing Corp. Vending opera-
. Other 1.9 2.2 1 101.8M 124.7M 5.92M tors concurred with this flndlng

The State of the Vending
Industry Report has shown the

1996 1997 1998 percentage of operators selling
bottled water has steadily grown

Average price points

: Candy bar 57 cents 57 cents 58 cents .

' in each of the last four years.

. Bagged/boxed candy 59 59 62 Ready-to-drink-tea was just
* Gum/mints 43 43 42 behind bottled water with a 10-
: Bagged chips 49 49 50 percentage-point gain, and from a
. Bagged crackers 52 51 54 larger base. In vending, Coke
. Cracker sandwiches 50 49 52 and Pepsi promotet_j their respec-
" Bagged/jumbo cookies 59 58 60 t“_/e Neste_a and Llp_ton brand_s
; - with machine graphics. In addi-
. Pastries i€ 8 B tion, Snapple Beverage Corp.,
 Nuts 53 51 53 which pioneered the ready-to-
* Microwave popcorn 66 63 64 drink-tea category, revitalized in

1998 under its new owner, Triarc
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Beverage Group. Several new products were intro-
duced, along with a vending program.

Sports drinks, also known as isotonics, showed
new vigor in 1998 with an 8.4-point boost.
Gatorade, owned by Quaker Oats Co., launched a
vending machine program, granting exclusive ter-
ritories. Most operators found the sports drink
market limited to athletic accounts and high-tem-
perature environments.

Juices and fruit-based drinks were essentially
flat in 1998, growing by less than a percentage
point, according to the BMC. Nevertheless,
many operators reported winning highly prof-
itable school accounts from bottlers with name
brand juices.

The highly profitable cup vending segment
continued to lose market share in 1998, largely to
the expanding bottle business, despite the fact that
more cup machines were installed. A minority of
operators continued to grow this business. Those
operators interviewed noted extra marketing
efforts were needed to sustain this business. They
further claimed the profits justified the investment.

Candy bars come back
Candy bars continued to stage a comeback in
snack machines in 1998 for the second straight
year, following a decline. Chocolate candy sales
were hurt due to cost increases that took effect in
1995 and 1996, driven by higher sugar and cocoa
prices. Vending operators were not able to pass on
the cost increases to customers, making chocolate
products among their least profitable.

But consumers’ renewed preference for indul-
gent snacks might be a reason for candy’s come-

STATE OF THE V/ENDING [NDUSTRY REPORT

back. Other categories that posted share increas-
es in 1998 were bagged/boxed candy, gum and
mints, bagged chips and bagged/jumbo cookies.

LSS levels as prices stagnate

The leveling off of the large size snacks (LSS),
first reported in last year’s survey, continued in
1998. Once again, flat prices indicated that opera-
tors did not increase placements of LSS products.
Operators held mixed views about the profitability
of LSS products. Some believed LSS’s higher price
point netted a higher profit while others claimed
the unit reduction caused by LSS resulted in less
profit. The acceptance of LSS by consumers was
also debated. Many operators believed middle-age
and female consumers shunned LSS products.

The bottom line on LSS is that in 1998, some
operators increased their LSS placements while
others reduced them.

Operators reported slight price increases on
selected salty snacks in 1998, but not across-the-
board hikes.

While never a significant portion of the busi-
ness, snacks marketed as “healthy” also leveled
off. Fewer products marketed in this manner
were introduced in the last two years. Frito-Lay
Inc. rolled out its WOW! chips made with the fat
substitute olestra in 1998, but the item did not
get a significant number of repeat placements.
Vending operators noted that “good for you”
items continued to help win business with
account managers even though they didn't sell as
well as other products.

Pastries, a growth category in recent years,

CONTINUED

1998 candy/snack/confection prices by region

(Prices given in cents)

New Middle East North West North South East South West South Mountain Pacific

England Atlantic Central Central  Atlantic  Central Central
Candy bar 59 62 56 56 56 55 56 58 60
Bagged/boxed candy 63 69 59 78 56 57 56 66 62
Gum/mints 48 41 38 47 40 43 42 44 44
Bagged chips 52 52 49 49 50 47 49 50 54
Bagged crackers 67 63 49 55 53 515 49 50 59
Cracker sandwiches 55 51 50 57 49 49 49 52 54
Bagged/jumbo cookies 65 61 59 62 60 57 56 62 64
Pastries 70 77 69 69 63 61 62 79 76
Nuts 56 54 52 55 54 51 49 53 56
Microwave popcorn 69 64 63 63 60 63 61 74 67
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Year Average # machines Projected total
per operation placing units

1995 714 355,320

1996 82.8 368,025

1997 82.8 377,225

1998 80 386,600*

*The increase was due to a slightly higher incidence of operators placing coffee machines, even though placements per operation
were fewer.

Hot beverage machines by type

% of total Projected total
Type of machine 1996 1997 1998 1996 1997 1998
Fresh-brew, preground 51.2% 50.1% 49.4% 188,429 188,990 189,989
Fresh-brew, whole bean 28.5 31.2 32 104,887 117,694 122,712
Dedicated freeze-dried 15.4 14.7 15.3 56,676 55,452 58,150
Single-cup NA 3.1 er NA 11,694 15,629*
Other 04 0.9 0 1,472 3,395 0

*Does not include OCS applications, which are the majority.

Hot beverage sales

% of total Projected total
Type 1996 1997 1998 1996 1997 1998
Fresh-brew regular 58.4 52.8 55.6 $835.1M $792M $816M
Fresh-brew decaf 8 125 7.7 128.9M 187.5M 141M
Fresh-brew specialty/flavored NA 11.8 9 NA 177M 129M
Freeze-dried regular 5.8 815 5.6 82.9M 52.5M 82M
Freeze-dried decaf 2.9 14 0.7 41.5M 21M 10M
Freeze-dried specialty/flavored 6.6 2.8 6 94.4M 42M 88M
Tea 15 2.1 7.6 21.5M 31.5M 105M
Hot chocolate 7.3 111 7.6 104.4M 166.5M 105M
Soup NA 2.1 0 NA 31.5M oM
Other 9.5 0.7 0 31.5M 10.5M 0

Hot beverage prices, averages in cents

1996 1997 1998
Fresh brew regular 37 39 38
Fresh-brew decaf 38 40 40
Freeze-dried regular 28 32 28
Fresh-brew specialty 46 51 48
Freeze-dried decaf 33 34 34
Freeze-dried specialty 43 38 44
Tea 34 36 37
Hot chocolate 36 40 38
Soup NA 39 38
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lost share in 1998, possibly to bagged/jumbo
cookies, which gained share. Several operators
interviewed claimed that in 1998, more variety
gave new life to the bagged/jumbo cookie seg-
ment, as it did for the pastry segment in the previ-
ous year. Several operators further noted that
cookies were less price sensitive because con-
sumers were less exposed to single-serve cookies
in other retail channels.

Category management proceeds
Category management, a system of product selec-
tion that utilizes historic sales data, became more
prevalent in 1998. This year marked the first time
the State of the Vending Industry Report measured
the number of operators using planograms, a cate-
gory management tool. Several snack product man-
ufacturers released field studies claiming that cate-
gory management increases sales. Category man-
agement gave many operators new ways to strate-
gize their purchasing and machine menus.
Cognizant of not being able to increase prices
on the top selling items, some operators opted to
replace national name brand selections on sec-
ondary items with less costly alternatives.

Hot beverages growth levels

Following three years of gains spurred by machines
offering dual-cup capability and bean grinders, the
hot beverage segment faltered slightly in 1998.

The growth in machine placements actually
slowed in 1997, as reported in last year’s State of
The Vending Industry Report. Revenue neverthe-
less picked up in 1997, thanks to price increases,
made possible by widespread publicity about high-
er coffee prices.

CONTINUED

Hot beverage prices by region, 1998
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HIGH-TECH FOOD MACHINE HELPS WIN IMAGE
CONSCIOUS NEWSPAPER ACCOUNT

Some of the new equipment today makes a positive impression on image
conscious companies, particularly those in the information business.

Pompano Beach, Fla.-based Paramount Automated Food Services Inc.,
has found the Hot Choice machine from Krh Thermal Systems a great
sales tool.

Technology was a f
deciding factor in award-
ing Paramount the vend-
ing contract, according to
Gordon Johnson, purchas-
ing manager for the Sun
Sentinel, a daily newspaper
with 21 buildings housing
1,700 employees spread
throughout three different
South Florida counties.
The contract includes 60
machines. The cafeteria is
open from 5 am. to 6 p.m.
in the main building where
the Hot Choice machine is
located, along with cold food merchandisers, cold beverage, hot beverage
and snack machines.

“We wanted to move our vending from the ‘Stone Age’ to the ‘Information
Age,’ and we did that by allowing Paramount to bring in more modern equip-
ment,” Johnson said. “That gave us the opportunity to move from ‘Bedrock’
into what will soon be the new millennium with comfort in knowing we're
offering the latest technology available to our employees today.”

“Naturally, we were all intrigued by the Hot Choice machine, and ini-
tially there was some skepticism, but within an hour or so everyone was
very impressed with the quality of food coming out of the machine.”

Johnson said many employees appreciate the convenience of not
having to leave the facility to get a good meal, particularly those work-
ing at night.

Employees at a South Florida newspaper
enjoy the convenience of a machine that
cooks food from a frozen state.

'.-'ﬂﬁ-

New Middle  East North West North  South East South West South Mountain Pacific
England  Atlantic Central Central Atlantic  Central Central
Fresh brew regular 47 42 33 32 36 36 44 43 38
Fresh-brew decaf 48 46 33 31 43 36 53 43 34
Freeze-dried regular 39 NA 30 30 40 32 33 45 29
Fresh-brew specialty 58] 51 41 40 52 85! 50 41 54
Freeze-dried decaf 43 40 33 25 37 30 33 45 30
Freeze-dried specialty 44 50 40 30 41 30 56 50 43
Tea 46 38 88 31 36 45 85 50 85
Hot chocolate 46 44 34 30 39 30 41 45 36
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The percentage of fresh-brew specialty fla-
vored coffee held steady in 1998. Specialty/fla-
vored coffee sold for the highest average price per
cup, 46 cents, but the number of units sold
remained small, dwarfed even by decaffeinated cof-
fee. Operators generally believed the specialty/fla-
vored products represented incremental growth
since it brought a new audience to the vending
bank. This growth, however, peaked in 1997.

Several operators interviewed reported their
experiences with the newer hot drink machines
were not encouraging. A likely reason for this was
that coffee consumption in general stagnated in
recent years, according to the National Coffee
Association. The NCA’s most recent Winter Coffee
Drinking Survey showed per-capita coffee con-
sumption at about 1.4 cups per day for consumers
over the age of 10, excluding the specialty bever-

Machine type 1995 1996 1997 1998
Refrigerated 164,992 164,245 165,100 176,753
Frozen 1,800 4250 7217 13,367
Heated NA 2,358 2,300 1,900
Ambient NA NA 1,100 1,200
Food systems
(pizza, popcorn, french fries) 1,088 1,128 1,100 1,275
Vend food sales
% of sales Projected total
Source 1996 1997 1998 1996 1997 1998
Freshly-prepared 62% 62.1% 62.1% $886.6M $943.9M $968.7M
Frozen-prepared 22.6 24.8 285 323.2M 376.9M 366.6M
Shelf stable 14.6 11 9.8 208.8M 167.2M 152.8M
Other 1.5 1.4 4.6 21.5M 21.3M 71.7M
Vend food prices
Type 1996 1997 1998
Freshly-prepared $1.43 $1.46 $1.52
Frozen-prepared 1.41 151 1.48
Shelf stable 1.13 1.15 1.20
Food prices by region, 1998 (Given in dollars)
New Middle East North West North  South  East South West South Mountain Pacific
England Atlantic  Central Central Atlantic Central Central
Freshly-prepared  1.66 1.69 1.44 1.46 1.44 1.49 1.58 1.68 1.42
Frozen-prepared  1.57 1.58 1.42 131 1.38 1.46 1.52 1.70 1.65
Shelf stable 1.01 1.45 1.23 1.06 1.49 1.24 1.16 1.27 1.03
Commissary operations
1996 1997 1998

Operated a commissary 10% 8% 8%

Percent of food sold that was made in commissary  NA NA 72%

Number of full- and part-time commissary employees 21 85| 25

Food spoilage 11.1% 11% 10.4%
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ages. The specialty market, however, was less
than 5 percent of the total. Operators using dual-
cup machines reported a slight increase in con-
sumption when the machines were introduced;
however, the majority of sales were in the smaller
cup size.

Beverage industry reports indicated cold
drinks cannibalized hot drinks since the 1970s.
Hence, as the cold beverage sales increased in
vending, as they have with the popularity of 20-
ounce bottles, it logically follows that hot drinks
were cannibalized.

Dedicated dairy product machines

Year Projected total

The double-digit gain in OCS sales in 1998
undoubtedly affected the slower growth of hot
beverage vending.

Some of the national coffee roasters intro-
duced new graphics in 1998 to promote national
brands in hot beverage machines. However,
research showed that most operators did not
believe branding was as important an advantage in
the hot beverage segment as in snacks and cold
beverages. Some roasters also promoted their
products with promotional giveaways in 1998.

More water-soluble specialty coffee was intro-
duced in 1998, but did not affect consumption sig-
nificantly.

The decline of high population work sites does
not bode well for hot beverage sales. Small loca-
tion hot beverage needs are typically served by

1995 96,915
1996 91,665 OCS operators.
TG 5100 Food machine placements grow
1998 98,502 Food machines continued to grow in 1998, as
Milk hi | hi competition forced operators to remain active in
fik machines _Ice cream machines this business. While the amount of frozen food
1996 35,291 55,090 items continued to expand, fresh food continued
1997 28,737 67,053 to play an important role in most operations that
1998 42,015 56,487 CONTINUED
Dairy sales*
% of sales Projected total
1996 1997 1998 1996 1997 1998
Milk 73.8% 65.1% 60.9% $325.9M $287.7M $280M
Ice cream 23.8 30.2 36.9 105.1M 133.5M 176M
Frozen confections 2.4 2.3 2.2 10.5M 10.2M 10.2M
Other NA 2.3 0 NA 10.2M 0
* Includes dairy products sold through dedicated dairy machines, not general food merchandisers or frozen food machines.
Dairy prices, given in dollars
1996 1997 1998
Milk .51 55 .56
Ice cream .64 71 72
Frozen confections .98 .91 $1.13
1998 dairy prices by region, given in dollars
New Middle East North West North South East South West South Mountain  Pacific
England Atlantic  Central Central  Atlantic  Central Central
Milk .54 49 .52 44 .61 .68 .69 .56 .63
Ice cream .78 .64 .70 91 77 .74 .75 .61 .65
Frozen confections  1.23 NA 1.06 1.48 1.10 2.25 1.00 .85 .80
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Year Average # per Percent of firms Projected total
operation placing involved
machines
1995 37.3 36% 106,700
1996 25 Bill 79,900
1997 32.3 23 58,800
1998 30.3 21 52,000

(Editor's Note: These figures apply to activity by full-line vending operations, and do not
included dedicated cigarette machine operators or amusement machine operators.)

DELI CASES DRIVE SINGLE-SERVE BEVERAGES IN
- FOODSERVICE SETTINGS

. With a creative twist, vending operators have been able to capitalize on the popular-

- ity of cold beverage bottles in their manual foodservice operations using “deli
- cases.” These are deli-type racks that merchandise product at the point-of-sale.
: The deli cases proved helpful in the competitive Philadelphia market for
. Crescent Vending, which operates six cafeterias. Mark Craney, vice presi-
- dent, said the 54-by-72-by-29-inch “deli cases,” which the company gets from
. Beveragaire, have enabled them to cash in on the popularity of bottled water,
- ready-to-drink teas and juices. It has enabled the company to take advantage
- of the different flavors of tea that have been introduced. Water and tea were
- particularly successful in 1998.

Crescent Vending is also among a minority of vending operations which
- have worked to successfully maintain their cold cup business. Even as single-
- serve beverage sales increase, cups still account for 70 percent of the compa-
- ny’s cold beverage business. While the cup drinks have always been popular,
- the noncarbonated alternative drinks are particularly popular in 18-ounce
. cups. Craney said women are fond of water served in a cup vending machine,
- and have no qualms about paying 30 cents for an 18-ounce cup of water.

Mark Craney of
Crescent
Vending and
Esther Gettler,
foodservice
manager, have
found the deli
case a great way
to merchandise
bottled
beverages in
manual food
accounts.

serviced refrigerated food machines. Most
operators interviewed acknowledged the
improved quality and variety of frozen food
offerings. They nonetheless believed fresh
items were necessary to satisfy customer
expectations.

While the survey did not show significant
gains in food pricing, many operators inter-
viewed claimed they were able to raise prices
on selected items. For many, the food segment
was the only portion of the business in which
they were able to implement any price increas-
esatall.

The food business continued to be viewed
as a necessary although unprofitable segment
by most operators. Competitive pressure con-
tinued to force operators to offer vend food to
customers. Operators have traditionally based
their decision to provide a food machine on
population count. This continued to be the basis
for offering a food machine to new accounts in
1998; however, interviews with operators indi-
cated that other factors are being used as well,
such as sales volume.

“Add on” food merchandisers, machines
that are powered by a “host” machine at the
vending bank, enabled some operators to pro-
vide food profitably in marginal locations in
1998.

Frozen food machine placements nearly
doubled in 1998, although from a very small
base compared to refrigerated machines.
Frozen food venders were used as ice cream
merchandisers by many operators. The survey
did not measure the number of facings given to
ice cream products. All frozen food machines
were categorized as food and not ice cream
machines in this report.

Some operators reported frozen food
machines enabled them to provide food more
economically than refrigerated machines. The
frozen machines do not require as frequent ser-
vice as refrigerated machines since the prod-
ucts do not spoil. They also eliminate the loss
resulting from product spoilage. Being first-in/
first-out machines, they do not look empty as
quickly as carousel refrigerated machines.

The downside of using frozen machines in
place of refrigerated ones is not being able to
merchandise milk, many operators reported.

The acceptance of frozen food machines
continued to improve, but the majority of opera-
tors remained unconvinced of the need to
invest in this equipment.
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Product sourcing remained a sig-
nificant problem for many operators
who invested in frozen machines.
Many operators claimed products
were not available on a consistent
basis.

Integrated food systems that
cook and serve food on the spot did
not make significant gains in 1998.
Those operators who invested in
these machines reported that cus-
tomer acceptance waned after the
novelty wore off. Most of these
machines were located in large B&I
and public locations.

Brands continue to grow

Canteen Vending Services Inc. broke
the $2 price ceiling for food in many
markets in 1998 with a handful of
regional fast food restaurant brands.
The company priced some items from
Hardee'’s, Blimpie and Rally’s at $2.50
in refrigerated machines.

Dairy machines hold

Dedicated closed-front dairy
machines — machines that vend milk
or ice cream exclusively, grew slightly
in 1998, after declining a bit the previ-
ous year. Year-to-year changes in the

CANTEEN PIONEERS RESTAURANT BRANDS
IN THE REFRIGERATED FOOD MACHINE

Canteen Vending
Services Inc., the
largest vending
operation in the
world, brought a
slew of restaurant
brands to vending in
1998 under a new
initiative to upgrade
the consumer’s per-
ception of vending.
The company
signed exclusive
marketing agree-
ments with several
regional and nation-

- Route driver
' Sherry Whalen
- dresses up the
Canteen food
*1 machine with

~ some
restaurant
brands new to
vending,
complementing
&= products that
have been
available for
several years.

al foodservice brands which had not previously been available in the vending
channel. The new products were formally introduced at a special press event at

Canteen’s national headquarters in Charlotte, N.C.,

in the fall. The event was

billed as a relaunch for Canteen.
The company introduced the fresh and frozen food brands in the hope of
improving product variety in the refrigerated food machine. The brands were

also designed to give

the vending channel more credibility with consumers.

The new brands include: Blimpie's, Hardee’s, Rally’'s, Newman's Own, Sbharro
and Nathan’s Famous. Blimpie’s sandwiches are prepared and shipped in a fresh
state while most of the others are shipped frozen. These brands complement the
existing food products the company has been selling, including its own signature
brands and brands that have been available to the general trade.

Canteen was able to price some of the sandwiches as high as $2.50.

CONTINUED

WATER FILTRATION PROVES LUCRATIVE SIDELINE IN FLORIDA OPERATION

It may be one of the fastest growing markets in the United
States, but South Florida remains a tough place to do busi-
ness, largely because the customer base is so transient.
Established companies like Gulf Vending Inc., in
Brooksville, near Tampa, have found it important to differ-
entiate itself from numerous, everpresent vending star-
tups. And fortunately, according to Kirk Wilson, company
president, water filtration has proven just the method.
Rapid property development has raised concerns about
water quality.

In 1998, Gulf Vending expanded into point-of-use water
filtration. The company now has 70 systems on-site and is
in the process of dedicating a full-time marketing person to
the lucrative sideline. Gulf Vending markets the Pure 1
point-of-use system that features a stationary, self-filling, 5
gallon bottle on top of the cooler. He was introduced to the
system by one of his product suppliers. The Pure 1 system
adds chlorine to the water as it enters the bottle. The chlo-

rine is later removed during the dispensing process
through the patented filter. The system enables customers
to store large amounts of chlorinated water without having
to use water more quickly than it can be treated.
Customers can use existing water coolers with the system.

Wilson markets the fact that the Pure 1 system enables
the customer to have purified water at about half the cost of
the removable bottles. Customers who spend $82 per
month on bottled water are his prime prospects.

By replacing a removable bottle with the Pure 1 system,
the customer only spends $28 to $38 per month. With
removable bottles, the customer spends an average of $6
per bottle for 12 bottles, plus a $10 rental fee for the water
cooler. The self-filling system also eliminates the need to
store bottles and any inconveniences associated with
receiving them. The filtered water passes purity tests,
Wilson noted.

AUTOMATIC MERCHANDISER « AUGUST 1999 S — 21




STATE OF THE V/ENDING [NDUSTRY REPORT

CONTINUED

Manual foodservice

Percentage of all firms involved: 8%

through glassfront frozen machines was
included under food sales in this report.
The survey did not measure ice cream sold
in glassfront frozen machines.

A doubling in the cost of butter fat under-
cut ice cream gains for all retail segments

in 1998.

Manual food grows

1996 1997 1998
Extra-large firms 74% 84% 81%
Large 20 78 54
Medium 18 10 11
Small % 3 2

Demand for foodservice remained strong

Foodservice customer locations

80%

70%

61.3%  6L.7%

60% |

50% H

1906 [ |
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1008 [

#3.5%|
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10% |

0%

15.4% 16.9%
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3.5%

0.7% 0.8%

na 08% 0% | na O8% oy
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among accounts that were used to having
cafeterias. However, the labor shortage
complicated the manual foodservice busi-
ness even more than it did vending.

In 1998, the customer base for permanent
manual foodservice accounts shifted more
heavily to manufacturing sites, reversing
the 1997 shift to office locations. Manual
foodservice continued to be dominated by
the larger firms in 1998 as more “large” ($5
to $10 million in annual sales) operators
solicited accounts that had cafeterias.
Industrial accounts continued to be the
largest single customer base for manual
foodservice.

Last year, it was reported that “large”
firms, those with $5 million to $10 million
in sales, significantly increased their activi-
ty in manual foodservice. In 1998, their
involvement decreased, although it did not
revert back to the 1996 level, when only 20
percent of these firms were active in manu-

al foodservice. The decline in 1998 may

have reflected acquisitions, as this size

operators segment’s share of total industry

sales decreased.
In 1998, a much higher percentage of

operators reported being involved in cater-

ing and special events, which are more

profitable segments of the business than

Manufacturing ~ Office Health Education Correctional ~ Military Other
care
Average number of permanent foodservice accounts: 24
Type of manual foodservice provided
1997 1998

Full-service cafeteria 59% 62%
Catering 47 75,
Speedline 48 50
Special events 48 63
Deli/soup/salad 34 16
Scramble system 4 8
Other 16 11
More than one of above 100 87

cafeterias. In 1998, 75 percent operators

past three years have not been significant. The
category remained marginal compared to 20
years ago, when dedicated milk and ice cream
machines were common in factories.
Closed-front milk machines in particular
have been made obsolete by refrigerated glass-
front machines. While the survey indicated that
dedicated ice cream machines continued to lose
volume, many operators reported increasing the
amount of ice cream they sold, thanks to glass-
front frozen machines. Most ice cream sold

active in foodservice reported being
involved in catering while 65 percent
reported being involved in special event foodser-
vice.

A report from the National Restaurant
Association indicated that companies with manu-
al foodservice were more likely to be involved in
an acquisition than in the prior year. The NRA'’s
Managed Services Contract Foodservice Survey
reported that one-third of all contract foodser-
vice operators expanded through acquisition in
1998. Contract foodservice providers have
increased sales by offering more creative mer-
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chandising at the food line in recent years. These
efforts include use of themes in food presentations,
communicated with special signage.

1999: indications strong
As the nation’s economy remains strong, the outlook for
the current year is positive.

The current year promises to be even stronger for
the cold beverage segment, as the market remains fairly
wide open for 20-ounce beverages.

Competition from bottlers remains a big concern,
however. In some markets, bottlers are advertising the
availability of cold drink machines in locations with as
few as seven people.

Fiscal 1999 also promises to shed some light on the
impact of vending specific sales data, a fairly recent
development. After several years of preparation, reports
have been made available to both product suppliers and
operators. This data has proven useful in determining the
most profitable product mixes in snack and cold drink
machines.

The availability of more reliable data could encourage
more product manufacturers to develop marketing pro-
grams to support the automatic merchandising industry.

Meanwhile, the growth in small locations, coupled
with rising operating costs, will continue to support
the largest and smallest automatic merchandising
operations. AM

Computer use

(The following applies to the 68 percent of
operators who reported using computers.)

General accounting 82%
Route management 53
Inventory control 49
Commissary management 15
Fleet/equipment maintenance 11
Food forecasting 6
Other 6
Use handhelds 12%

Uses of the Internet:

Do not use the Internet 60%
Purchasing product or equipment 20
Operate a web site 12
Marketing services to customers 8

SINGLE-SERVE BOTTLES A BIG HIT IN
MANUAL OPERATIONS, TOO

Vending companies active in foodservice have been able to cap-
italize on the popularity of 20-ounce bottles in more ways than
one. Besides proving to be a major boost to cold drink vending,
the bottles have driven sales in manual operations as well.

The Ford plant in Norfolk, Va., managed by ARAMARK din-
ing services, has seen beverage sales reach new heights,
thanks mainly to 20-ounce bottles. The three cafeterias, which
are open from 5 a.m. to midnight, sell the vast majority of bev-
erages at the food line. The company does not duplicate its
manual offerings in the vending machines, according to Larry
Edmonds, ARAMARK's foodservice director at the plant. The
vending machines serve secondary beverage products.

Edmonds said sales in the last couple of years have largely
reflected beverage industry trends: Noncarbonated offerings
have outpaced carbonated drinks. Consumption levels of non-
carbonated drinks ranked as follows: 1) juice drinks, 2) pure
juice, 3) isonotics, and 4) bottled water.

Edmonds acknowledged that the isotonics and bottled
water were the fastest growing segments in 1998, but from
lower volumes than the other products. Edmonds credited the
growth in noncarbonated sales mainly to a more health-con-
scious consumer who is more likely to prefer a fruit-based
drink, an isotonic beverage or water than in previous years.
Another factor is simply the variety these products have
brought. “We try to give them as many selections as possible,”
Edmonds said.

The noncarbonated offerings sell particularly well in the
summer, Edmonds noted.

ARAMARK’s
Larry Edmonds
has seen non-
carbonated drinks
lead beverage
growth in
automobile
manufacturing
plants
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““For my SOIeS tOﬂSE
I need: bottled water

uI support.’

~ Coca-Cola Introduces DASANI”
Purified Water Enhanced With Minerals For Taste.

Only DASANI is supparted by the unparalleled power of the Coco-Colo system.
DRSANI hoas the pure, fresh taste that con help replenish your customers and
vour soles, In fact, 78% of consumers tested stoted a pocsitive purchose
inkerect ina wabter filtered far purii",' with minerals for bosse’
Call your faca-Cala representative 1'|;||;||:|:.l ta find out how
PRESANT con help drive incremental sales in the

bottled woter cotegary
‘CCUSE ContupirMome Fik Tead BS98
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