Consumer Research

Research Report

Sources 

· Caballero website consumer database 

· collected since 1999 

· roughly 120,000 households/names 

· Caballero store loyalty cards 

· information collected during latest year 

· across all Caballero Coffee store locations 

· about 8,000 card-holders (increasing by 700 per month) 

· focus-group research 

· telephone/mail surveys 

· industry studies 

Analysis 

· Target market segments--heavy user profile by coffee type 

Executive Summary 

Kegan Research Group's research on coffee usage amongst Caballero consumers was conducted in two phases. In the first phase, our analysts identified three broad segments of coffee drinkers who are customers of Caballero, either in its stores or via its website. Three segments have been identified by the type of coffee they most frequently purchase: 

· Coffeehouse devotees: fans of espresso-based coffee drinks 

· Coffee explorers: fans of organic and fair-trade coffee as well as coffee from a variety of locales 

· Coffee traditionalists: fans of flavored coffees and mild blends 

In the second phase, Kegan Research Group focused on heavy users, those customers who purchase the majority of the coffee that Caballero sells. The research team asked a few key questions: What are their demographics (age and income)? What are their attitudes to coffee consumption (e.g., what do they like about coffee, not like)? The results of the Kegan Research Group's study are detailed below. 

Results 

Kegan Research Group's research shows several trends in the coffee industry. Those who frequent coffeehouses the most are younger (aged 20-35), and/or have higher incomes ($50,000+ or even $75,000+). There also is a relationship between age and type of coffee consumed: on average, older consumers drink more coffee in total, although espresso-based coffees are consumed more by younger consumers. Caballero's current customers are, on average, older (30-50) and are in the higher income bracket. 

One area not explored previously, but which was raised in the focus groups, was where else Caballero's customers purchase and drink coffee. The "coffee explorer" group of heavy buyers of single origin and blended coffees also drink coffee at home as well as at coffeehouses and elsewhere (e.g., work, restaurants). "Coffeehouse devotees" drank the majority of their coffee at their favorite coffeehouse. The "coffee traditionalists," those who favor mild blends and flavored coffees, also purchase coffee at locations like donut shops and convenience stores. 

Target Segments: Age Groups 

Espresso-based (including latte, cappuccino) 
· 18-29 (38 percent) 

· 30-39 (35 percent) 

· 40-49 (14 percent) 

· 50-59 (8 percent) 

· 60 and above (5 percent) 

Single-origin and premium blends 
· 18-29 (17 percent) 

· 30-39 (29 percent) 

· 40-49 (29 percent) 

· 50-59 (18 percent) 

· 60 and above (7 percent) 

Organic, shade-tree, and fair-trade 
· 18-29 (10 percent) 

· 30-39 (25 percent) 

· 40-49 (40 percent) 

· 50-59 (20 percent) 

· 60 and above (5 percent) 

Flavored (mild roast) blends 
· 18-29 (18 percent) 

· 30-39 (25 percent) 

· 40-49 (27 percent) 

· 50-59 (20 percent) 

· 60 and above (10 percent) 

Target Segments: Household Income 

Espresso-based (including latte, cappuccino) 
· Under $29,999 (20 percent) 

· $30,000 to $49,999 (20 percent) 

· $50,000 to $75,000 (25 percent) 

· Over $75,000 (35 percent) 

Single-origin and premium blends 
· Under $29,999 (10 percent) 

· $30,000 to $49,999 (20 percent) 

· $50,000 to $75,000 (30 percent) 

· Over $75,000 (40 percent) 

Organic, shade-tree, and fair-trade coffee
· Under $29,999 (5 percent) 

· $30,000 to $49,999 (15 percent) 

· $50,000 to $75,000 (40 percent) 

· Over $75,000 (40 percent) 

Flavored (mild roast) blends 
· Under $29,999 (25 percent) 

· $30,000 to $49,999 (40 percent) 

· $50,000 to $75,000 (20 percent) 

· Over $75,000 (15 percent) 

The following results represent top selections by percentage and do not total to 100 percent because respondents could select more than one response. 

Target Segments: Attitudes to Coffee Drinking 

Espresso-based (including latte, cappuccino) 
· like to sit with a good cup of coffee with companions (70 percent) 

· enjoy a lively atmosphere with their coffee (58 percent) 

· like to experiment with different types of coffee (26 percent) 

· enjoy premium coffees at home as well as out (15 percent) 

· drink more than one cup of coffee per day (50 percent) 

· frequently buy packages of whole coffee beans (18 percent) 

Single-origin and premium blends 
· like to sit with a good cup of coffee with companions (40 percent) 

· enjoy a lively atmosphere with their coffee (20 percent) 

· like to experiment with different types of coffee (70 percent) 

· enjoy premium coffees at home as well as out (75 percent) 

· drink more than one cup of coffee per day (70 percent) 

· frequently buy packages of whole coffee beans (60 percent) 

Organic, shade tree, and fair trade coffee 
· like to sit with a good cup of coffee with companions (30 percent) 

· enjoy a lively atmosphere with their coffee (10 percent) 

· like to experiment with different types of coffee (80 percent) 

· enjoy premium coffees at home as well as out (75 percent) 

· drink more than one cup of coffee per day (60 percent) 

· frequently buy packages of whole coffee beans (60 percent) 

Flavored (mild roast) blends 
· like to sit with a good cup of coffee with companions (25 percent) 

· enjoy a lively atmosphere with their coffee (18 percent) 

· like to experiment with different types of coffee (18 percent) 

· enjoy premium coffees at home as well as out (20 percent) 

· drink more than one cup of coffee per day (50 percent) 

· frequently buy packages of whole coffee beans (25 percent) 

	Consumer Profiles 
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MEMO 

To: Lisha Greene, Product Manager, Caballero Coffee

From: Sam Basil, Senior Marketing Analyst, Kegan Research Group

Subject: Channel group profiles 

Below are profiles on three potential customer groups that Caballero might want to target when its starts distributing its packaged coffee beans through retailers. 

Coffeehouse Devotees 

· younger, still either in school or in the early stages of career 

· prefer espresso-based coffee drinks, in dark and extra-dark roasts 

· purchase coffee primarily from coffeehouses 

· coffeehouses are seen as "entertainment," like to meet with friends and socialize 

· are environmentally conscious 

· on average, drink around four cups a day 

Coffee Explorers

· older, more educated, higher income 

· similar to "wine connoisseurs," these consumers like to try a variety of coffees from around the world 

· prefer organic, fair-trade, and/or shade-tree coffee 

· drink medium, dark, and extra-dark roasts 

· on average, drink around three cups a day 

· prefer to buy whole-bean coffee, because it's the freshest 

· drink coffee at both coffeehouses and at home 

Coffee Traditionalists 

· older, less educated, low- to middle-income 

· prefer light-roast coffee, have recently starting to drink "flavored" coffees, such as hazelnut and vanilla 

· on average, drink around three cups a day 

· prefer to buy ground coffee 

· drink coffee occasionally at coffeehouses, also at home, at donut shops and at convenience stores 


	Interview with Jim Donnelly, Senior Account Manager, Bountifull Specialty Distributors 
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Could you summarize first the nature of Bountifull Specialty Distributors' business and how it relates to Caballero?

Bountifull Specialty Distributors is a leading distributor of natural and specialty foods to grocery stores, natural food stores, and other specialty outlets, on behalf of food and beverage manufacturers. Bountifull represents a lot of these manufacturers and sells a lot of their products, so Bountifull has "clout" with many retail stores. 

Do you see the potential for gaining distribution of Caballero Coffee in these channels? 

There's a good possibility! The whole industry is just now catching up with the explosive growth of the specialty coffee business. From the point of view of retailers, they can sell specialty coffee at a higher price than "traditional" coffee--the retail price per pound is more than twice as high. Moreover, specialty coffees appeal to higher income shoppers, who are attractive customers for retailers. 

What do you see as some of the issues that Caballero will face?

I think Caballero faces two big issues. First, I think that most retailers would be especially interested in selling Caballero's coffee in the West Coast states, the region where Caballero's coffeehouses are concentrated, because customers are already aware of the brand. It will be a greater challenge to sell Caballero products in the rest of the country because the brand is not as well known and retailers will be more reluctant to carry. Second, it will be more time consuming to try to get these smaller chain stores and independents to carry the Caballero brand. 

Could you expand on slotting fees?

Certainly. Similar to traditional retailers, natural-food grocery chains and independent merchandisers charge a slotting fee to manufacturers to carry the manufacturers' products. Within Bountifull's strongest markets, we often negotiate lower slotting fees for our largest manufacturers since there's a high demand for their products. 


	Interview with Ryan Jones, Senior Account Manager, Vindle Food Services 
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Could you summarize first the nature of Vindle Food Services and how it relates to Caballero? 

Vindle Food Services is a leading food and beverage distributor serving thousands of retail customers across the United States. Because Vindle was an early leader in food-distribution industry, we have a lot of clout with supermarkets and other large food retailers. Because of Vindle's clout, we have a better chance of getting Caballero's brand into our retail customers' stores. 

Do you see the potential for gaining distribution of Caballero Coffee in these channels?

We have a better chance for placing Caballero's product in traditional grocery chains now than a few years ago because specialty coffee sales have grown tremendously over the last decade. It used to be that customers weren't familiar with specialty-coffee brands. Now, when a customer walks down the coffee aisle of their local supermarket, they expect to see specialty coffees on the shelves. Although Caballero provides the variety customers seek, it faces a couple of formidable competitors in the coffee industry. Add to that the fact that consumers know more about the competing brands, and you can see that Caballero faces a big challenge. 

What issues do you think Caballero will face?

There are two other competitors that are better known to consumers, particularly outside of the West Coast, which is the area where Caballero's coffeehouses are most densely concentrated. It may take longer to convince grocery store chains outside of the West Coast to carry the Caballero brand since it's not as well known. Also, Caballero is known for the freshest coffee beans, so it may not want to expand too fast and risk a lower quality product. 

Could you expand on slotting fees?

Most traditional retailers charge something like $50 per item per store to agree to stock a new item. That's the slotting fee. In its strongest markets, Vindle may be able to negotiate lower slotting fees for its largest manufacturing customers since consumers who want specific products will demand that the retailer stock those products. For the smaller manufacturers, their best option might be to look at smaller, independent supermarkets and natural food stores. 


	Interview with Susan French, Director of Distribution at Caballero 
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What are your thoughts about expanding into new distribution channels?

On the one hand, I'm excited by the business potential and the opportunity to reach consumers who don't have access to our coffeehouses. On the other hand, I see risk if we don't make sure our coffee reaches the consumer in the same fresh, peak-quality condition in which we maintain it through our own stores, because our customers expect Caballero to be fresh. 

Where are your greatest concerns? 

I'm mainly concerned about product quality. For package sales, we can vacuum pack beans immediately after roasting, and use distributors who are experienced with perishable-food and -beverage products to get our coffee to stores within a couple of days. Then, we just need to be sure that the coffee is sold to consumers within two weeks of roasting. We can help enforce that by expiration-dating each pack with a "Use by" or "Fresh until" date. We also are concerned about the high slotting fees charged by some of the largest supermarket chains. We expect it will be more difficult to get into these chains, because of our strong competition, and more expensive, because of the higher slotting fees. 


	Interview with Leslie Allen, Senior Food Buyer, Hearth Foods 
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Could you summarize first the nature of Hearth Foods' business?

Hearth Foods is the largest chain of natural- and health-food products in the country. The company is still fairly small compared to our "more traditional" competitors. Other competitors include smaller, independently-owned food retailers and smaller natural food markets. Our customers tend to be very health conscious and more socially and environmentally conscious than the average customer. 

Why are you interested in carrying specialty coffee in your store?

Specialty coffees fit Hearth Foods' philosophy of social and environmental responsibility. Our customers demand that the products on our shelves be of high quality. They also appreciate the effort Hearth Foods puts into finding products that made in a socially and environmentally responsible way. Specialty coffees are in line with the other products that we carry, such as organic fruits and vegetables, free-range chicken and beef, health foods, and hormone-free dairy products. 

Could you tell us a little about your customers?

Our customers tend to be better educated than the national average. They also tend to have higher income. We have a lot of older, "Baby boom"-aged customers. And almost everyone who walks into our stores is socially and environmentally responsible. 


	Interview with Kevin Slate, Senior Food Buyer, Keyso's Foods 
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Could you summarize first the nature of Keyso's Foods' business?

Keyso's Foods is one of the largest food retailers in the United States with over 1,000 stores located mostly in the western and midwestern states. We also operate some regional stores, although these stores tend to target more "traditional" consumers. We do carry some premium-priced items, but the majority of our customers expect to pay a little less for most of their purchases. 

What types of coffee products do you carry at your stores?

Keyso's carries "traditional" and flavored coffees. We also carry a few specialty coffee blends from countries like Guatemala and Colombia. 

Would you say a little more about the specialty coffee products you carry?

Yes, we carry the better-known brands of specialty coffee like Sumac and Harmonica. Over the years we've found that those are the brands our customers buy. 

Could you tell us about your customers?

I would say that our customers on average are middle income. We attract a wide range of ages, but I would say that all our customers are concerned about the price of what they're buying. 


	Interview With Molly Jason, Specialty Coffee Consumer 
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What types of coffee do you drink?

Personally, I prefer organic, fair-trade coffee. I often switch between medium, dark and extra dark roasts, and I like to experiment and try exotic coffees from different countries. Generally I prefer to buy whole-bean coffee, because it's the freshest. Generally I buy a bag of coffee at a coffeehouse, then grind it and brew it at home to drink with breakfast and throughout the day. It just makes my coffee a much better experience. 

Can you explain more fair-trade coffee is important to you?

Aside from the taste and the quality, there are a lot of social implications. When I buy specialty coffees, I feel that I'm helping preserve the environment and being socially responsible. I can't believe that trees are cut down to make room for coffee plantations. It destroys the environment and it's harmful to birds and other wildlife. 

What about its higher price?

It's worth it to me to know that I'm helping save our world for the next generation and I'm helping a farmer somewhere support his children. 
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