STATE OF THE OFFICE COFFEE SERVICE INDUSTRY

COVID Erases 75%
of 0CS Sales in 2020

As the federal and state governments imposed strict
shelter-at-home orders for nonessential workers last
year, office refreshment services abruptly came to a
standstill and the telecommuting culture took hold.

By Nick Montano, Editor

ales in the office coffee service channel declined from $5.9 billion in 2019

to $1.5 billion, or 75%, in 2020. COVID-19’s cataclysmic impact on office

worker populations effectively reversed decades of growth of a continually

advancing segment of convenience services.

The performance of OCS, as well as vending, micro markets and contract
foodservice, traditionally has been tied to employment, but the relationships
between these service segments and their clientele changed in 2020.

CHART 1: OCS revenues - 10-year history
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CHART 2:

Operator sales change,
S-year review

@ Salesrose @ Sales declined
@ No change

2016/17
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2018/20

2020/21
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CHART 3A: Composite green coffee prices, 2015 to August 2021
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Source: The International Coffee Organization, London, U.K.

CHART 3B: How rising
costs are being handled
7.1%

@ Raising prices

@ Absorbing

@ Combination

@ Adjusting product mix
Selling additional services

@ Changing workforce

@ Divesting business

@ Other

2017/18

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

No matter what you call it - virtual

or online work, remote or at-home
job, distributed teams, or telecom-
muting — a new flexible work culture
is taking hold and has changed OCS,
perhaps lastingly.

Looking back, OCS had enjoyed
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CHART 4A: Revenue per cup in cents per cup,
Fraction pack automatic/pourover coffee, S-year review
2016/17 2017/18 2018/19 2019/20 2020/21
Revenue 11.7¢ 12.5¢ 11¢ 10.6¢ 11.4¢

*Previous numbers have been adjusted based on additional data

CHART 4B: Revenue per cup, single-cup coffee, S5-year review

consistent annual growth between 2016/17 2017/18 2018/19 2019/20 2020/21
2010 and 2019. Moderate increases Revenue 36.2¢ - - - -
in white-collar workplace popula- Single-Cup 47¢ 46¢ 46¢ 49.4¢
. Capsule

tions, greater ranges of refreshment

g b . d Bean-To- 41¢ 43¢ 36¢ 44.8¢
products, new brewing and pure water  ¢,5 per cup
technologies, and improved operating ~ cost

efficiencies collaborated to expand the
OCS market through those years.

And while the U.S. unemployment
rate was historically high in April
2020 (almost 15%), a month into the
officially called COVID-19 pandemic,
it was the immediate swing to at-home
work that dealt the severe blow to the
OCS industry.

In the early stages of the pandemic,
some 35% of all Americans worked
from home, nearly 50 million employ-
ees, according to the U.S. Bureau of
Labor Statistics. However, at the end
of 2020, studies conducted by the Pew
Research Center found that 71% of

*Previous numbers have been adjusted based on additional data

office workers were doing their jobs at
home all or most of the time.

As a result of the vast reduction
of location staff and restrictions on
access to shared breakroom amenities,
90% of operators taking part in this
survey reported a decrease in sales last
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CHART 5A: % OCS sales
by supplier type

SUPPLIER TYPE 2020/21

Private label 23.5%
Local coffee brands 25.5
(known to customers)

National brand - 26.8
value coffee

National brand - 15.0
specialty coffee

Espresso coffee 9.2

CHART 5B: % OCS sales
by product category

PRODUCT CATEGORY 2020/21

Frac pack 41.5%
Whole bean coffee 30.5
K-cups 13.1
Single cup (non K-cup) 14.9

CHART 5C: Top-selling OCS
products for past 12 months,
by volume

TOP PRODUCT 2020/21

Local coffee brands 20.80%
Private label 12.50
Value frac packs 4.20
Specialty drinks 4.20
Whole bean 12.50
National brand coffees 29.10
K-Cups 4.20
Single-cup 8.30
Tea 0.00
Pantry or direct 0.00
delivery service
(food/snacks/beverages

delivered to locations)

Water filtration service 4.20

(point-of-use/POU)

CHART 5D: OCS product
category, % of sales

PRODUCT CATEGORY 2020/21

Coffee 51.3%
Non-coffee hot beverages 7.5

Soft drinks 4.6
Bottled water (S gallon) 8.5
Creamers/sweeteners 4.9
Cups/plates/paper 5.9
products

Tea 4.9
Pantry service/micro 31
kitchen (paid by employer

offered to employees)

Water filtration service 77
(non bottled)

Ice machines 1.6
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year, with a majority reporting a loss
between 50% and more than 80%.
Despite the dramatic downturn
in sales, providing high-quality coffee
and high-tech brewing options contin-
ued to trend in 2020, and the deploy-
ment of app-based touchless solutions
became more common. The place-
ment of bean-to-cup brewing systems,
some featuring contactless interfaces,
was the only equipment type to wit-
ness marginal growth last year.

FROST AND FREIGHT

Green coffee prices remained relatively
stable through most of 2020, compared
with the previous two years. In the

first half of 2021, however, bean prices
have significantly jumped each month
due to frost in Brazil, freight and
supply chain disruptions, and labor
issues in some major coffee-producing
countries, including Columbia and
Vietnam. Data from the International
Coffee Organization show green coftee
prices up 30% in August 2021, com-
pared with August 2020 (see chart 3A).

Most operators said they are rais-
ing prices or absorbing costs (mostly
a combination of both) to offset these
historically high commodity prices
(see chart 3B). A small percentage of
operators chose to divest their OCS
businesses because of rising costs and
other challenges posed by COVID’s
damaging effects on business.

Almost 70% of OCS companies
had to reduce their staff counts last
year. Additionally, most operators
represented in this survey applied and
were approved for the Small Business
Administration’s Paycheck Production
Program (PPP) loan either in 2020 or
early 2021.

In 2020, average revenue for a
6-fl.oz. cup produced by “frac packs”
in a plumbed-in brewer was 11.4¢,
compared with 10.6¢ the previous
year. Revenue per single-cup capsule
and bean-to-cup offering was 49.4¢
and 44.8¢, respectively, increasing

CHART 6: Plumbed-in, automatic
and thermal as % of total
@ Pourover glass pot

Automatic thermal

Pourover thermal

@ Automatic glass pot

@ Single-cup

2020/21

compared with
prices in previous

years (see charts 4A and 4B for

a five-year review). Frac packs and
whole-bean varieties where the domi-
nant coffee products sold in the OCS
channel in 2020.

In OCS accounts that were open
in 2020, nationally branded coffee
was the top seller (27%), followed by
local brands familiar to clients (26%)
and private-label products (24%).
The delivery format for these brands,
in order of popularity: fraction pack
(41.5%), whole bean (30.5%), single-
cup, excluding K-Cups (14.9%) and
K-Cups (13.1%). The sale of lower-
cost private-label brands is expected
rise in the current coffee market.

Regarding equipment, automatic
pot/thermal brewers and single-cup
systems continued to supplant tradi-
tional pot/thermal brewers last year
(see chart 6).

Also notable last year, deliveries
of janitorial supplies by OCS opera-
tors more than tripled, compared with
2019. Along the same lines, “bottle-
less” water coolers enjoyed growth in
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CHART 7: Estimated market share of single-cup brewer placements in the U.S., 5-year review

MARKETER PRODUCT(S) 2016/17 2017/18 2018/19 2019/20 2020/21
Cafection Avalon, Total Lite, Total 1, Alternative 6.6% 5.1% 7.5% 8.35% 7.40%
Bodecker Brewed Bodecker 0.1 74 0.5 3.59 3.50
VE Global Solutions  Brio, Colibri, Koro, Korinto, Kinvivo, 2.5 1.0 5.8 0.95 1.00
Trophy, Venus, Cypris, Juno, Prosyd
Crane Coti, Café System, Genesis 2.2 (0] 34 2.56 2.50
Cafejo Cafejo 0.2 0 0.2 1.03 1.00
Technologies Coffea Coffea, Pro-Il G2 0 0 1.2 0.00 1.00
JM Smucker's Douwe Egberts C-300, C-600, C-60, 3.3 6.2 4.6 5.87 5.10
N110, NG-300
VKI Technologies Eccellenza Express, Eccellenza Touch, 0.8 2.4 2.0 2.05 1.90
Eccellenza Cafe, Latte Lounge
Lavazza Espresso Point, Lavazza Blue, 0.3 1.3 2.0 1.03 0.90
Dual Espresso, EP 2500
Mars Drinks Flavia Barista, Flavia Creation 500, 14.2 5.9 94 2.42 2.50
Flavia Creation 400, Flavia Creation
200, Aroma
Filterfresh Filterfresh 0.5 0 1.7 1.28 1.30
Grindmaster Grindmaster 2.6 0.9 1.0 10.18 9.80
Kraft/Heinz Gevalia, Tassimo T-3000, T-65 1.3 0.7 0.5 0.28 0.30
Keurig K3000, K150, K145, B155, K155, K130 32.1 17.1 33.2 20.72 19.80
Rheavendors Rhea, Cino 0.1 2.1 0.5 (0] 0.40
Saeco USA Saeco, Estro 15 0.2 1.3 0 1.00
Newco Smartcup, Freshcup, 6.2 6.9 7.4 7.59 7.80
Freshcup Touch
Starbucks Starbucks 1 1.8 2.7 4.48 4.50
Bunn My Cafe Pod, AutPOD, Trifecta MB 17.2 22.3 15.8 7.80 8.30
Nespresso Nespresso 0.5 0.5 1.8 5.90 7.20
Wilbur Curtis Gold Cup, Expressions 0.8 6.7 5.8 0] 0.50
Comobar n/a n/a 0.2 1.96 1.80
MZB La San Marco OC System 0.5 1.8 0.7 6.39 6.10
Cafe Primo Cappuccino n/a n/a 1.4 2.31 2.20
Other n/a n/a 13.6 2.56 2.20

*Represents OCS provider placements only

CHART 8: Account populations by size

2015/16 @ 2016/17 @ 2017/18 @ 2018/19 @ 2019/20 @ 2020/21
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CHART 9: Accounts by type, S-year review

2016/17 2017/18 2018/19 2019/20 2020/21

Offices 56.% 53.% 60.1% a47.7% 51.2%
Industrial plants 19.2 15.5 12.4 17.6 16.8
Schools/colleges 6.6 8.0 6.11 6.9 6.3
Convenience stores 3.6 7.4 4.2 9.0 8.6
Restaurants, delis, 6.5 54 4.8 7.3 4.1
bakeries

Other 6.4 4.4 3.2 3.0 3.8
(healthcare/hotels)

Government/ 0.8 3.8 4.6 4.3 4.1
military

Retail outlets 0.9 2.5 4.5 4.2 5.1

CHART 10: New services added in 2020/21 "

50 —45.5%
40
30
20
10
o]
I didn't Water  Janitorial  Pantry Micro Vending Other
offernew  service supplies service markets (ifdidn't  (catered food,
services previously equipment
offer it) repair,
bean-to-cup,
free vend)

2020 as replacements to traditional

cups, filters, containers (including
5-gal. bottle units.

pods) and utensils.
Environmental impacts and social

causes are part of all stages in a prod-
uct’s life, particularly in the coffee
industry. While corporate respon-
sibility was overshadowed by basic
survival needs in 2020, atten-
tion to ethically sourced coffee
remained a priority for many
operators. About 16% of survey
participants said they sup-
plied coffee with such sustain-
able attributes as organic, bird
friendly and fair trade. More than
half (53%) reported using recycled
allied products in their offerings of

RECOVERY HORIZON

While most states are still below
pre-pandemic employment levels, the
U.S. economy is gradually recover-
ing from the coronavirus; and a few
states, Idaho and Utah among them,
are above their February 2020 levels
of non-farm payroll employment,
according to recent data from the
Bureau of Labor Statistics. Likewise,
the office coffee service industry

has already begun a recovery and is
expected to restore 2020’s lost revenue
in three to four years. ®

About the study

Data in Automatic Merchandiser’s State of the Office Coffee Service Industry
report are collected through a 50-question survey sent to OCS and vending
operators. The annual report examines responses from small, medium and
large OCS providers, as well as full-line vending operations offering office
refreshments. The State of the Coffee Service Industry analyzes performance
in various product and equipment categories. More than 100 operators
participated in the 2021 survey, which looks at the prior year. Caution should be
used when comparing year-over-year numbers.

CHART 11: Where staff was added

@ Added @ Reduced @ Nochange
80

70

66.3%

2018/19 2019/20 2020/21

CHART 12: Most popular
environmental product offerings

® | don't offer products to address
environmental concerns

[ ) Recycled products (cups, filters, pods, utensils
@ Water filtration devices to reduce bottled water
@ Coffee with sustainability features
@ Other, such as paper products

60
52.6%

2019/20

2020/21

CHART 13: Company currently
offers online ordering on its website

52.6% 42.1% 5.3%

Yes No No website

Respondent revenue profile
Less than S500K: 53%
S500K-S1 million: 11%

S1 million-$2.5 million: 21%
$2.5 million-S5 million: 10%
S5 million-S10 million: 1%

S10 million or over: 4%
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