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Coca-Cola in 2011: In Search of a New Model

Muhtu Kmt, CEO of The Coca-Cola C-ompany (Coke), breathed a slgh of relief. On October 3,
201O he had finally dosed the Iargest acquisition in the company's history: the $12 billion purchase of
the North American operations of Coca-Cola Enterprises (CCE), Coke's largest franchised bottler.
With the acquisition, Coke now controlled approximately n% of its total North American volume,
reversing its 19{16 decision to separate ibelf from dre bottling business.

For most of the last 125 years, Coke had manufactured concentrab and focused on driving
demand and customer loyalty through heury investrrents in brand marketing. The capital-intensive
job of producing drinks, running trucks, and supervising distributors mainly resided with Coke's
franchise bottlers. This business model had served the company well. Coke had become the world's
largest soft-drink comptmy, selling 1.7 billion servings of beverages every day to consumers in over
200 countries through more than 300 bottling partners. Coke was considered the most recognized,
powerfuI brand in the world, valued at $70 billion in 2010.1

At the same time, Coke faced several challenges in the U.S. market, which prompted Kent to re-
think the strategy. S.[i.g sodas was no longer enough to quench American consumers' thirst and
taste preferences. Carbonated soft drinks, which represented 76% of Coke's global volume, had lost
some of frl€tr ffzz amid anti-obesity campaigrrs and active lifestyle movements. Consurrrers sought
alternative non-carbonated beverages, ranging from teas to coconut water, which involved different
production and distribution methods from Cokds traditional system. Broader issues surfaced as well,
induding,environmental concerns about packaging and rising commodiqz costs (see Exhibit 1 for the
challenges fuci*g Coca-Cola). Digrht media and social networks were also changing the marketing
Iandscape Coke could no longer rely on traditional media alone to drive brand preference.

Depite Ore challenges, Kent was confident that Coke could achieve lts'{}Z}vision" to double the
Coca{ola system's revenues by the year 2020 (see Exhibit 2 for a summary of the company's vision
for 2020).2 B.ryi.g CCE was an important component for realizing this vision- Kent daimed, "I think
there is no better system in the world than the franchise model, but it has to evolve."3 Yet there were
many ways the franchise systert could evolve. Fog example, should Coke keep the bottling business
and control the whole value chain? Or, should Coke "fii" CCE and refranchise the bottling business,
as it had done in the past? Or perhaps Coke should keep manufacturing and refranchise rliskibutioo
similar to what the beer industry did? For one of the most successful companies in the world over the
last cenfury, Kent's answers to these questions had the potential to redefine Coke's business model
for the next 1ffi years.
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History

Coca-Cola was firstinvenH in 1886 byJohn P:TF*9ru a pharmacist based in Atlanta, Georgia.a
FIe combined syrup with carbonated waber and sold the a-.int at. soda .fountain in a local drugstore.
Five years later, Pemberton sold the concoction to Asa Candler, an Atlanta businessrrun. Candler
aggressively marketed the soda and made Coca-Cola available in every state by 1g95. He kept theformula a secret and locked it up in a bank vault, creating widespread ,pld.tio., about the
ingredients. Convinced t-hat Coca-Cola's future was in fountain-sales, iandler sold the bottling right
io two Chattanooga lawyers for $1 in 1g}). According to Candler, ,,we have neither the money, nor
brains, nor time to embark in tfre bottling business.'s Contrary to Candlels belief, the UorUi.g
business flourished. Over the next two decades, the Chattanoog, i"um created a regional network of
more than 1,000 bottlers, which were usually locally owned anJoperated

I^ 191'6, Candler sold. Coke to a group of investors, led by Emest Woodruff, who took the
company public that year. His son, 3&year-old Robert Woodruff, became president four years later,**kilq the beginning of a leadership that would span over six decades. Woodruff introduced
several halLrrark innovations to put Coke within an "arm's width of desire," such. as the six-bottle
cartorL open-toP cooler, automatic fountain dispenser, and vending machine. Coke became
slmonymous with famous advertising slogans such as the "Pause that rifreshes,, and ,,Ifs the realttti"g.l The company's product porffolio expanded by buying Minute Maid (1%0) and launching
new, flavored sodas, Fanta and Sprite.

Woodruff was also credited with turning Coca-Cola into an international phenomenon. During
W-orld War II, he promised that "every man in uniform gets a bottle of Coca-Cola for five cents
wherever he is and whatever it costs the company." Coke received exemptions fiom wartime sugar
rationing_for beverages that it sold to the milihry e1 fe lsfailsrs that ierved soldiers. Sixty_fJur
overseas bottling plants were set up during the war throughout Europe and Asia, not only ,".,.ir,g
American soldiert Tl *g gving locals their first exposure to Coke. Although woodruff-officiail|
retired in 1955, in effect, he continued to serve as eoke s patriarch until his death in 19g5. He
1{!enced major corporate decisions, which included handpicking Roberto Goizueta to become thecEo in 1%3'l-, overnthngretiring cEoJ. paul Austin's own choice f6-1 his successor.

Goizueta Era (L9 1L-1917)

Goizueta, a chemical engineer from Cuba, took over Coke amid an intense cola war. pepsiCo
(Pepst) -had been chipping away Coke's lead in the U.S. market since fhe mid-1920s tnrougfr a
successfuI taste'test cha-llenge that promoted Pepsi as part of a young "Pepsi Generatioru,, In the
battle for more market share, both companies pushed foi aggressive pri"u pro^otions; reportedly as
much as 50% of their combined food-store volume was-sold at a diicount, erodini margins.
Consumers, accustomed to such disgourts, frequently switched back and forth between brands,
buying whatever was on sale. Goizueta fought-back by- stepping up Coke's advertising spending.
Most of Coke's non-soda business was sold off, including-;*t; and shrimp farming."sugar was
replaced with high fructose corn symp, which cost about 407" less than naturaliugar.

The company introduced 11 new products during the 1980s, coupled with a greater variety of
packaging. The biggest hit was the launch of Diet Cole in 1982. Initially, the idea of extending the
trademark Coke name to another product was considered "heresy" by several company insiders and
bottlers. But Goizueta pushed through and debuted Diet Coke with the most exflnsive marketing
budget ($100 million inthe fust year) in the soft-drink industry's history to date. By the end of 19g3,
Diet Coke had become the best-selling diet soft drink.



CocarCoh nr Ant h Seoct of a New Model z1-50{

- -ft9* in hopes of creating another hit like Diet Coke, Goizueta decided to change the 99-year-old
Coke formula and replace it with New Coke in April 1985. New Coke not only finlA,but also found
itselflighting consumers' emotional attachment to the old Coke. Goizueta ad-noitte4 ,,\ /" k r"* ro*"pryple were going 0o be unhappy, but we could never have predicted the depth of their
unhappiness."6 Three months later, Goizueta returned the original formula und.er the brand. name
classic coke.TThe comeback drove Coke's stock price to a rz-yir rrigtr.

Abroad Coke continued to expand its presence, most notably across Asia to Eastern Europe. After
the fall of the Berlin WaIl in 1g]9, Coke quickly invesM $f.5 biUion into the region to &allenge
Pepsi's early foothold. Coke built new networks of bottlers and distribution routeJfrom the bottom
up, while Pepsi continued to rely on its existing state.owned bottlers and network. By 1992,Coke,s
market share in several Easbrn European markeb, including Hungary, Poland, and Czechoslovakia,
had rtearly doubled from the previous year.s

The lost Decadc

1n1997, Goizueta's leadership came to an abrupt end with his unexpected death from lung cancer."He was great and he was brilJiant," recalled .ILhn Farrell, vice presiderrt of strategic dlanning.sCoke's market value had risen frorr $4 billion to $147 billioru the Jhare price had slqiocketed over
5,000%, and coke had become one of the most highly valued brands in the world . '

Yet Coke's leadership struggled for the next decade, starting with Goizueta's successor, Dougtas
Ivester (see Exhibit 3a for Coclcoh,s share price after Goizueta,s death). T\e 19g7
Asian financid crisis crimPed profits for the company that generated about twethirds of its sales
from overseas. Another crisis surfaced in Belgium (1W) overineged contamination fears, forcing the
company to conduct the largest recall in lts nistory. Ivester *J"riti.i*d for being slow to react,
dealing a severe blow to Coke's brand image.

The board chose to replace Ivester with Douglas Daft (20m-2004). He tried to cut costs and laidoff over 6,000 errployees 
-ayrrng 

the early 1m",_ Coke'i biggest iob reduction in history. l,egal
globlems involving a racial discrimination suit and a questionable marketing test involving Burler
King cost Coke over $200 million in settlements. 

-The 
gompany came undel investigation by U.S.

government authorities over claims that Coke inflabd profits by shipping excessiJe amounts of
syrup to its overseas bottlers, a practice known af "channel stu-ffing." Ai"oIO more contamination
scares surfaced in Irtdia and EuroPe, tainting c-okds already troubkd'image.

_ fveral big opportunities to erclrand Cokds business-wgrt astray as well. In 2000, Daft tried to buy
Quaker Oab for $15 billioru but the deal was killed at the last minute by several Coke directors who
tt"gt l th9 price tag, was too high.lo Pepsi bought euaker Oats instea4 gaining ownership of
Gatorade, the leading brand in the fast-growing category of sports drixks. tn ioot, a{ier two years ofnegotiations Save uP on efforts to buy Pllh Bgach Beverage Co. (SoBe), only to watch pepsi
acquire it Around the same tirrre, Coke called off a planned $a billion yuice ana chips joint venture
with Proct$ & Gamble. "It was iust one thing after another," recalled'Clyde fuggli Coke,s serrior
vice president for global public atrairs and corurrunications.ll -We didn't have tne riftrt answ€rs, so we
kept stumbling tying to figure out how to get out of our financial, structural, ana rep-utation mess.,,

^ -E. 
Neville Isdell replaced Daft in April 20M, Coke's thfud CEO in seven years. He was a 3lyear

Coke veteran who had been catled back from his retirement. 'Neville was a world-class diplomat,
99 tlti" comPany had been successful when it worked with this kind of a leader,,, recalled Farrell.
Isdell returned to find a demoralized company struggling with declining sales and ineffective
marketing- He brought some 150 senior managers from across the globe toffier for the fust time in
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y"T,,und they collaboraM to create a "manifesto for growth," a new 1O-year strategic plan. ,,We

ld{ jo pull together and motivate our people again ana thafs exactly *frut w"rriUE did,,, stated
Farrell. The plan called for the revival of Coke'i core sparkling brands (Coca-Cola Fanta, and Sprite).
Isdell subsequenfly committed $40O million for marketing to Jtrengthen their brand power.l2 He also
expanded Coke's porffolio to include non-sparkling ddnks such as enhanced water and teas.

At the same time, f:de-l tri:d to bring back several senior managers who had left Coke during itsperiod of turrroil induding Muhtar Kent. As the son of a Tur{ish diplomat, Kent spoke niany
languages and had spent much of his career with Coke overseas. He was kno* to be personable yet
relentless, driven by a genuine passion for the business. Wiren running a brewery in tsta11Uuf, fent
was frequendy spotted 49S to shoppers in supermarkets and .*-to*.* in Lars, offering free
bottles of his own brewery's brand in hope of convincing them to switch. He retumed to Coke in 2005
to spearhead the company's international business; a year later, global sales increas ed^ 6%, the best
gain in six years-13 In 2008, Kent took over ttrc CEO position from Isdell, who claimed that he had
gnly wanted to stay for a few years. Isdell enthusiastically descriH Kent "Hds one of the world,s
best networkers, and that's what you need in the business that we're in."1a Moving forward analysts
noted thatlfte biggestchallenge for Kent was to figure out how to restore growth in North America
the single largest market for non-alcoholic, ready-to-drink (NARTD) bevJages, amid fizzling soda
sales (see Exhibits 3b, a, and 5 share price performance and selected financialsi.

The Soft Drink Industry

Sparkling beverages were a $74 billion retail market in the United States that had thrived under
interue competition behareerr Coke and Pepsi for over a cenfury.ls Consurrrption had steadily
IueT:d throughout the years, thanks to attractive prices and widespread avaitabitity, peating at
864 eight-ounce servings P€r Person per year in 1998. Although consumption had declined amid a
wider variety of alternative beverages, the average U.S- consumer still drank 708 servings of sodas a
year in 2010 (see Exhibits 5a and 6b for coruurrption nunbers for various beverages). Migabrands-
a brand or traderrark with annual volumes ercceeding 100 million 1.92-ounce 

"u"ui-ao-i1uted 
with

66% 
-o-! 

the sparkling beverages' market share led by Coke brands (see Exhibit 7 for the top-10
sparkling brands)- The softdrink business model involved four primary participants: concentrate
producers like Coke itself, bottlers, retailers, and suppliers

C.oncenfuate Produczrs

Concentrate producers blended cornmon ingreCients and flavors, and shipped the mixture in
containers to bottlers. The manufagryg process itself involved relatively^frttlu i.,rrotment in
mac$nery, overhead or labor. A typical beverageconcentrate manufacturing plant could cost about
$50-$100 million to build and could supply several countries. As oi )m0, Cok" operated
approximately 30 principal beverageconcentrate plants for its entire market of over 200 countries.

Marketing, market research, and maintaining bottler relations were critical elements for
concenkate owners t9 build powerful, global brands. rl 2010 alone, Coke spent $2.9 billion in
advertising expenses.l6 "The value of this business is in the brand,,, Kent insistfu. ,,Ifs much more
holistic than just the drink." Botdersl cooperation played a major role in jointly implementing
rnrketing Programs created by Coke. To help "influence" bottlers, Coke devoted about $t billion in
2010 for its bottlers and resellers worldwide ! errgage in promotional or marketing programs.lz It
pursued customer developrnent agreements (C?_Ar), whereby bottlers used funds p.i"iaj by Coke
to secure shelf space with national retailers like Walmart and supermarket chains. In additio+
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concenkate owners-negotiated directly with their bottlers' major suppliers to guarantee low prices
and reliable supply for key ingredients.

Bottlers

Bottlers bought the concenkate or syrup, added carbonated water and. sweeteners, and then
packaged the drinks into bottles or cans. Each beverage rern on a specialized, high-speed production
line that was usuallylot interchangeable between diffLent producis and packag"e sizes. The cost of a
large plant with nrultiple tines arid automated warehousing could reach hundreds of millions of
dollars. As such, the bottling process for sparkling ari"t 

", also known as ,,cold-fiIl ed,,, was
productive and mostprofitable with high-volume, high-demand sodas. Bottlers were also resporuible
for selling and delivering drinks to customers. CCE, Coke's largest bottler, operaied nearly 350
distribution outlets and around 55,000 vehicles in 2009.18 Through direct store delivery 1DSD),bottlers t]rcmselves stocked the shelves, kept kack of inventory, and set up displays in retail outlets,
rather than delivering the beverages to a retailer,s warehouse.

Under this setup a typical bottlels cost of sales exceeded half of its total sales. Concentrate and
sweeteners represented the biggest expense, followed by packaging, Iabor, and overhead. When
other expenses were taken into account, a bottle/s average opera-ting margin was arognd g7o,
coarpared to a concentrate owner/s operating margin of 32% lsee E*ifit S for piofit margins).

Coke's original 1899 franchise agreement granted bottlers the right to manufacture and operate in
an exclusive territory. They also had the right to sell their franchise contract to a thirt party,
transferring atl riShts in perpetuity. The concentrate price was fixed and did not pu.o,l,
renegotiations, even if ingredient costs changed. In addition, bottlers could carqr competitors, non-
cola brands and have a final say in retail pricing decisions. Don Keough, Coke's president during the
1980s, lamented, "Everybottler on his dying bed calls his son to his side and, spei<;ng his last word.s,
says 'dor(t you ever let them tcok"] mess with that contract.,,,1e

Conflict over these contract terrns eventually erupted into bitter legal disputes for Coke. In19T11.,
the Federal Trade Commission tried to charge ttrat concentrate own&s, including Coke, restricted
competition by granting exclusive territorial rights to bottlers. But after nine yiars of Iitigation,
Congress passed an a9t that guaranteed the concentrate makers' right to uphold that practice.
Meanwhile, soaring inflation in the 1970s sent ingredient costs to unprecedented levels. Under an
amerrded contract in 1921, Coke had been buying a1l raw ingredients, except sugar, at current prices,
but selling the symp to bottlers atlV2L price levels. After intense negotiadons ind dlsputes, bottlers
finally agreed 1n1978 to incorporate inflation in ingredient costs. In ieturn, Coke proniised to spend
more on advertising support-

Despite such changes, frustoations mounted between Coke and its franchise bottlers. By the time
Goizueta had become CEO, several franchises had passed on to third-generation owners. fh"y -"ru- 
content to "milk the franchise" rather than investiag in new equipmen! trying to increase their
market share, or stepping up advertising antid ihe cola wars.20 "Bottlers basically did what they
wanted to do, and consequently the U.S. system was not ilged:'according to tuggle. kked bi
Coke's lack oI control, Goizueta reversed tactics and started to refranchis. tfr. U"tU;ij business in
1980. He bought underperforming bottlers, injected them with cash to turn around opirations, and
then resold them to better-performing ones.

The creation of CCE The most significant acquisition carne in 1985 when Goizueta seized the
opportunig to buy two of Coke's biggest bottlers for 92.4 billion. That brought one_third of Coke,s
volume under its direct conhol. The purchases also saddled Coke with *o.rnd $1 billion in long-term
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debt. In 1986, Goaueta spun off the bottling operatioru into a new public company, Coca-Cola
Enterprises (CCE).Coke maintained a large but non-controlling 49%-stake in CCf and sold the
remaining 51% to the public. "We wanted influence and alignment, but not the debt on our books,,,
said Tuggle. "We thought spinning off the bottling business was a natural step, the right thing to do
at that time."

CCE, h effect, became Coke's fust domestic "anchor bottler." Coke continued to buy smaller
independent bottlers and sell them to CCE. Then, CCE divided geographic territories into larger
regional ones and drew up new contracts with suppliers and retailers. A n"* 1982 Master Bottler
Contract gave Coke the right to determine concentrate prices and other terms of sale for cola-flavored.
sparkling beverages. Coke took its anchor strategy abroad as welf creating an anchor bottler on every
continent and driving consolidation. [n ].99L, two anchors handled about 22% of Coke,s global
volume; by 1996, eight anchors distributed more than 50%.21Coke also improved. its profit margins in
the 1990s by raising the corrcentrate price it charged bottlers, often by mo." th.uo the cost of inflation-

Retailers

Supermarkets represented the biggest single distribution channel with}T% of the U.S. sparkling
beverage market share. Bottlers fought to secure shelf space that could enhance visibitib/ ior theii
products. They also targeted impulse purchases by placing coolers at checkout counters or
supermarket entrances. While the profitability of each retail charmel varied according to volurrre sales
and delivery costs, other popular outlets induded fountain and vending $1;/"), followed by
supercenters (11.y,)D (see Exhibit 9 for profitability by retail charurel).

Fountain was "quite American " as Sandy Douglas, president of Coca-Cola North America,
described. "The infrastructure wasr/t there to develop fountain abroad, due to issues like equipment
service in some markets and water quality in others." U.S. fountain retailers and whol&alers
genmated Y% of Coke's domstic concentrate sales compared to ovqseas fountain outlets that
produced 5% of the company's overseas concerrtrate sales.a Fountain s)mrp was usually delivered to
restaurants, cafeterias, or convenience stores- There, fountain dispensers rnixed dd.ks and poured
them into 81*o or disposable cups- In the United States, Coke had never franchised the business.
However, in some cases, Coke paid local bottlers a fee to deliver the syrup and nnaintain the
machines. Cornpetition for national accounts was especially intense. Coke's major fountain accounts
included McDonald's (the largest national account in terms of volume sales),-subwap and Burger
King As of 2010, Coke held 69% of the U.S. fountain business, compared to Pepsfs Z1y,.zt

One notable trend over the last decade had been the rise of mass merchandisers. In 201O about
4A% of Coke's total bottlerdelivered volume was with 10 key cwf.omers in the United States.
Consolidation in relevant geographic markeb meant more purchasing power for large rerail chains.
In one incident, Costco temporarily stopped carrying Coke products, as the largest U.S. wholesale
club tried to get lower prices from Coke. To cut costs and offer better deals, rurr"iul relailers wanted
ddnks to be delivered to their warehouses rather than DSD. They also wanted to negotiate directly
with concentrate companies over shelf space and marketing prcgrams.

Suppliers

Concenkate owners depended on a few key supplies-caramel coloring, phosphoric or citric acid,
and caffeine. Bottlers were more dependent on the comrnoclities -u.k"i because they required
packaging materials, such as aluminum and plastic. More than half of aII sodas sold in the U.S. were
in carrs, followed by plastic bottles. In supermarkets, 12-pack cans and the 2-liter bottle were the most
popular package format, while the single-serve 2Gounce plastic bottle prevailed in convenience
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stores'5 Major can manufacturers, such as BaIl and Rexarn, had been long-term suppliers, and
concentrate owners negotiated with them on behalf of their bottlers.

The Emergence of StiII Beverages

A significant shift in consumers' taste preferences started to evolve in the new millennium amid
calls for healthier lifestyles. Sodas were blamed for contributing to obesity. High-fructose corn syrup
came under scrutiny for not being a "natural" ingredient like .*" rug*. Coke responded by
lcreasing the number of its low- oi no-calorie dri"ks to over 800 different beverages. In particular,
Coke Zero (20C5) became a sensational hil Promoted as a "The real Coca-Col"u t rt" a.d zero
calories," the soda was primarily marketed to young adult males. Coke Zero posted five straight
years of double-digit sales gairu and became the most successfuI soda launch since Diet Coke. The
comPany also introduced 

-different 
package sizes, including a smailer lGounce single-serve soda

Fd". Separately, "FreestJde" machines, which could disperue over 100 different typesif customized
flavored soda drinks, debuted in 2009, in hopes of reviving consumers' inturest in sparf<fing drinks.

Coke's efforts to revitalize sparkling brands, through new digital media plaforrns and global
campaigns at sports events like the World Cup, enabled Coke brands to pull ahead of their nearest
competitor. The company helC a 42o/o market share across all retail channels in the soda category,
compared to nearest competitor Pepsi's zs"\3!are and Dr pepper snapple @ps) Group,s 17%
share'26 Frowevet, real growth in the NARD market 

"u-u-from a 
-d]fferent 

category-non-
carbonated drinks, also known as sti[ beverages. These drinks included sports drinks, enhanced
water, ready-to-drink teas and coffees, energy drinks, juice, and juice drinks.

StiII beverages, in general, represented a new, exciting growth opportunity. The average growth
rate for most still drinks-yas expected to exceed 5% over the next five years, while sparkling-drinks
were forecast to decline.z SfilI drinks usually commanded higher lstail prices p...*'". For instance,
iuice drinks, on average, could retail for $9.95 per 192-ounce case compared to $7.85 for sodas.B Still
beverages generated high demand in convenience stores and gas stations that triggered immediate
consumption on impulse b"yi"g. At the same time, they sold in relatively low voliies conrpared to
sodas- In the case of energy drinks, gross margiru vrere as high * ZSy",Lat they sold only around a
billion cases in 2009- Warehouse delivery was often cheaper and preferred for such low-volume
drinks, compared to the more expensive DSD system used for 

"p*tfiog beverages.

Initiallp Pepsi moved eady and aggressively into still ddnks. Between 20&l and 20t)6, overZ0% ot
Pepsi's innovations were made in still drinks, while Coke heavily focused on new packaging and line
exteruions for its sodas.a Then in 20U7,Coke went on a buying spree to aiversify idporffolio. It
bought stakes in Honest Tea and L,ondon-based Innocent D.i"k- that made fruit smoothies.3o Coke
also paid $4 billion for Energy Brands Inc. and gained control over vitaminwater, a popular enhanced
water drink. By 2009, Coke had secured 32% of ttre still-beverage market 

"o*pur"dto 
pepsi's a3% by

making notable gains in several key categories such as iuices and enhanced water.31

New Industry Dynamics 
,:

StiII beverages required several operational changes by both Coke ancl its bottlers. Consumer
fragmentation was higho, with a greater number of brands and stock-keeping units (SKUs).
Historically, with megabrand sodas, bottlers could fill their truck with fulI paletslwJoden beds used
to transport drinks) of one SKU. Still beverages, given their lower-volu:rre sales, often led. to ,,split

P_rX:tt" with multiple SKLIs. Marketing and operating tactics differed as well. With still bevera[es,
"[w]e're often at a stage where we have a brand and we're trying to figure out how to get initial
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consumer awareness *d.TIg lyailability,', according to Brian Kelley, chief product supply officer atCoca-Cola Refreshments (Ccn1.az Meanwhile 
"p*trig brands, wnicrr amosterre.y r,oi"urrora i., 6,"U'S' purchased on a regular basis, drove brand ownlrs' athention down to the smallest details ofdisplay and points of sale to "generate whatever growth we can get out of a developed market.,,

Competition came 9 -"dI from major beverage companies, but also from private labels. hr the
$10 billion juice and juice dtinks market, private brands -^".u *o." popular in shelf-stable and froznnjuices. No single manufachrrer had more than 20% of the total U.S. market share.33 With bottledwater, both Coke and Pepsi had pro,spered with their own brands in the early 2000s. Then the U.S.recession in 2008 sent consumers flocking to cheaper, privat+.label water. r"pri;r aqrrafina andCoke's Dasani both saw their market strare fatl by more tian 15% in one year.34 by 2009,the bottled
waber market was locked in an intense price-competition,-p-utting pressure on profit margins. ,,It's 

aprice'driven phenomenon with private labels," described Joe Tipodi, Coke,s chief marketing andcommercial officer- "We definitely see less of a direct threat from private brand,s to our coretrademark cola drinks."s

- 
Mole importanflp Coke itself became h"ltl *"d_".9 in the production of still beverages, oftenreferred to as "finished gg"d". 

_ 
According to Kelley, "These drt"k" involve u 

"o*plu-1gly 
differentproposition from sodas, from the production line to the type of equipment t" pJ"t"girrg.,, Theyusually involved a special 'hct'ftll.d" process that pasteurized drinks-at u 

""rtuirr 
temperature toeliminate impurities. It could cost $20 fuy.-t"-t o.." r,ot-mtua ptarrt line unut 

"oJa froarrce o to smillion cases a year. Coke sold these hot-filled, finished goods directly to retailers or to bottlers thatdelivered the beverages to stores. In essence, bottlers iound therrselves losing out on the profit
associated with manufacturing- At the end of the decade, bottlers were reporbedly only producing
60% to 70% of the total liquid refreshment beverage sKUs compared to as much asgs% of the total
SKUs they were producing in 2000.36 In addition, existing cold^-fiIled production lines ran at lower
capag'ly-ufiltz-afion rabs amid weaker demand for sparkling beverages. Bottlers, in the meantime,were unable to raise product prices enough to offtet the gro"*ir,g costs of raw materials, labor, anddistribution. of the zo inaepenaent Coke f,ottlers, n"-ly fruff st"ip"a manufacturing altogether andfocused on local distributionand marketing efforb inste;d.

In the retail channel, bottlers struggled with slipping derrand for their most profitable 20-ounce
soda bottle, sold in gas statioru and convenience stoies. Instead, coffee, .""r;i dri.L, and tea
emerged as the top'selling beverages in these irrmrediate consumption channels. ;We actually foundqurselves comPeting within our own systerL bottlers versus ure conrparry, since consurrrers could
choose among bottle, can or fountain in converrience stores," said Steve Cairillane, CEO of CCR.37 Insuperrrrarkets, one store could have more than a halfdozen people from CCE and various divisionsfrom Coke overlapin distribution, customer.managerrrent, urra *i* with their designed beverages.

challenges arose with existing bottlers' franchise agreements as well. For irutance, whencoke tried to get bottlers to change distribution routes to piomote a new drini< in certain markets,
bottlers raised issues of conflict with their exclusive teritoriat dghts. In 2006, some 50 u.s. bottlers
sued Coke fot ttyittg to deliver POWERADE to Walmart ware-houses. The case was setfled only after
Coke agread to find a bether profit-sharing model, such as compensating bottlers via royalties.

In an effort to address the fractured bottling system, Coke created a single internal organizationcalled bottling investrrents group (BIG), coruolidating Coke's own b-ottling operations and
investrnents under one roof. Alalysts often referred to the-unit as the ,,hospital wJd,,i beca-use Coke
bought financially distressed bottte." and tried to fix thern, with the ultimate goal of spinning them
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off again' In 2010, four years after BIG was creatd, the group owned 9g bottting operationsworldwide and represented ?37o of Coke,s net operating ,ur"r.,ri*.d

As for the rernaining-?Hol including CCE, Coke tried to improve relations by imple*entiog anincidence Pricing model for selected conientrates. Previous agreements in the U.s. market allowedCoke to sell its concentrate at a flat rate, regardless of how ihe sodas *"." pu.ujuJand sold toconsumers' That tied loke's profib to volume gowtb whereas bottlers' profits a"pE"J"a on whichpackage types they sold in which charmels. Under the incidence model, ioke pric& the concentrate
as a percentage of bottlers' revenues. It also replacd -T""1 negotiations with multiyear agreements.
"lncidence pricing totally ulig.ud the company and bottler tJ drive revmue, rather than ounces.Now, everyone wirs on board to sell the most profitable packages and get a fairer profit splig,,
according to CFO Gary Fayard.3e

CCE in 2010 Despite such changes, CCE dealt with additional challenges of its owru Coke,s
T!1", bottle gtrategy of consolidating its bottlers in the U.S. had continued"ttro"gho"t the mid-
2000s, primarily through CCE. sales rose and cCE grew to handle 7s7o of coke:,s total North
American bottle and can volume. At the same time, CCE's total debt burden exceeded $19 billion by
2005 (see Exhibit 10 for consolidated selected financials). "The company had to put in an awfuI lot of
:upltul to buy bottlers {om Co]<e" Douglas admitted. ,,That dramiticalty increased CCE,s debtIevels, which impacted their willingness and ability to invest in the busiriesr." Hu^; ran at towuul]zau1 

1ates, coup|t' wi$ excess capacity in certain geographical regions. Capital i11ro*o,,",slch as adding a special machine that could integrate p""k"gi.g;t the eni or prral.tiol lines, weretaking place elsewhere but not at CCE. "rtre rinanaa ."tti" of making tt *u ti.,a" of capital
investnrents are unbelievably good,,, according to Fayard, ,,but 

CCE was;usltoo financially stuapped
to do some of these obvious things.,,

In contrast, smaller bottlers with lighter debt loads were making new investrnents and pushing forgreater imovation- For inshnce, irlorth Carolina-based Coca{oliBotfling Consolidated'invested innew packaging-a value'priced lGounce bottle and a larger 24ounce paJcage-in 2009. The bottler
outpaced the market and saw an improvement in soda sales. It also made irvestments to upgrade
and autornate its order systern.

Competitors

- 
The beverage rndwty,-desqite ib early start as a highly fragmented market, went through a waveof massive consolidation by thu twenty-6"1 century. ri.. 

"Jtu 
wars between Coke and pepsi, in

f1fid-, had played a major role in shaping markeicompetition. While Coke and pepsi collectively
held 72% of the soda market, DPS Group held the distant but solid number-tlree positiln.

Prpri

Pepsi was created in 189s by a pharmacist in North Carolina- Like Coke pepsi expanded through
a franchise bottting network but with a greater focus on retail sales over fountaln.{ 6espite teetering
on the brink of extinction a few times, Pepsi manageld to revive its.business, most notabty in the
1'970s. Pepsi expanded into other businesses * *i11, including snacks (Frito-Lay) and fast foods
@izzaHtt, Taco BeL and Kentucky Fried Chic^ken). By l\S,Peisi products were available in nearly
150 counkies around the world. Then in 19g7, pepsi shifteilgeirs and spun off its $10 billio,
restaurant business- Two years Later, it exiM. the bottling business as well rt e frepsi Bottling Group
(PBG) went public, with Pepsi retaining a 35% equity stake.
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Another acquisition spree centered on drinks and snacks followed, culminating in the $13 billion
purchase of Quaker Oats in 2000. The deal gave Pepsi control over Gatorade] the largest non-
sparkling brand. Gatorade's double-digit growth in nearly aII dishibution channels led to significant
gairu in Pepsi's beverage sales in the foltrowing years (see Exhibit LL for pepsiCo,s financial
performance). By 2C06, Pepsi held over half of the total still beverages' U.S. urarket share. Then pepsi
sturnbled amid slipping demand for sports drinks, coupled with marketing blunders related to
rebranding efforts for Gatorade and packing issues with Tropicana juice. One industry observer
noted, "It was rare that such a global company made so many mistakes as Pepsi did.,4r Meanwhile,
several Pepsi soda brands experienced weaker sales amid the heavier ernphasis on still drinks (see
Exhibit4.

A key initiative of CEO Indra Nooyi's strategy to revive business was to push for a healthier,
"wellness" porffolio. [n some markeb, full-ca]orie soda drinks were abandoned altogether in favor of
low-calorie options. New ad carrpaigns promoted Sierra Mist Natural, flavored *ith 

"rrgu, 
and no

artificial ingredients, and Pepsi Max, a zero-calories cola. Innovation focused on "gooi for you,,
producb, such as Trop 50, an orange juice made with a natural zero-calorie sweetenel stevia. pepsi
also marketed the "Power of One," the combination of its multiple snack and beverage offerings.

ln line with tlds business approach, on August 4+ 2009, Pepsi announced that it would buy the
remaining equity stakes that it did not already own in two of its biggest bottlers, pBG and
PepsiAmericas. The $7.8 billion price tag coruolidated 80% of Pepsi's NorUr american brrsiness
volune. Noop claimed, "The fully integrated beverage business will enable us to bring innovative
products and packages to market faster . . . 11d react more quickly to changes in the ilarketplace,
much Iike we do with our food business."D Pepsi expected to generate $+OO -iUion in pretax
lynergfes every year starting in 201L43 At that time, Coke declined to specifically conrment about
Pepsi's decision, but indicated that it stood firmly behind the franchise business model.

DPS Plano, Texas-based DPS vras the third-largest player in North America with about 16%
of the market It rvas also the numl,er-one player in the flavored soda category. Well-known brands
under DPS included: Dr Pepper, Sunkist A&W, Canada Dry, and Snappie. Before Pepsi's and Cokds
decision to buy their bottlers, DFS had operated as the only integrated brand owner /bottter.

DI5, formerly ho*l as Cadbury Schweppes, generated more than half of its profit from selling
beverage concentrates. Over 50% of Df5's total distribution was handled by third-party bottlers. In
tlre retail channel DPS relied on Walmart fot 13% of net sales and had a *eikur- presence in

consumption channels like converrience stores.s As DPS struggled to find its next big hit
or expand into still beverages, the company relied on licensing agreements as another source of
revenue. Both Coke and Pepsi had recently agreed that each would pay over $200 million for a 20-
year licensing agreement to distribute some of DPS's most popular brands.

Reversal of Tactics

Our anstomers are eoolaing rapidly and we need a mure innoisafioe yoduction system that roill serue the
market faster. This b ahout making tha inoeshnents to strengthen our brands ond creating the best
infrastructure to win in the marketplace CEO Muhtar kent, 2010

On February 25,2010, Coke announced the biggest change to its business model since 1986-it,
too, was taking conkol of the bottling business again by buying CCE's entire North American
operations. While most shareholders were caught by surprise, CEO Kent claimed that talks between
the two parties had been t^ki.g place for a few years. The deal, valued at around $12 billioru was a

10
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cashless transaction Coke assumed $8.9 billion of CCE,s debt and gave up iE U% stake in CCE
(worth around $3 billion at the time of the announcement). Meanwhi]e, CCi toot over Coke,s own
bottling operations in Norway and Sweden. It *9 had the option to buy Coke's German bottting
operations L8 to 36 montis after the acquisition closed. In effect, CCE would become a Europeai
bottler. Coke's global franchise partners would produce and deliver 7Z7o of Coke's worldwide
YgluT? compared to 80% before the acquisition But in terms of revenues, Coke would now depend on
North America to generate nearly half of its saies, compared to a quarter before the announcemenl

After incurring a onetime cost of $425 million, the deal was expected to generate $350 million in
operational slmergies-over the next four years. Cokg was already on track to ichieve those syarergies,
starting wift $150 million in 2011. Kellep who headed the integration process, enolained, "There are
a lot of supply chain cost reductions that can take placg ranglng from manufacturing to
kansportation to raw ingredient purchases." For example, Coke and CCE together owned 120
facilities. Rouglr estimates inficated that the company needed atrrrut 7O% of those plants. Once
overcapacity was eliminated, Kelley noted that Coke's manufacturing footprint could be redrawn to
allocate resources more ef,ficiently based on customer demographics and growth prospects. Coke
cited U.S. census data projecting that 11 states representing the "southern smile'r (starting from
California through Florida to the Carolinas) would account for 80% of population grov.dr to 2020. IT
systems and administrative operations could be coordinabd as welL adding up to additional cost savings.

To generate better structural efficierrcies, Coke consolidated its North American business into a
new entity, CCR. It consisted of the acquired CCE operations, plus Coke's North American food
service busine+ Minute Maid and Odwalla juice business, supply chain operations, and bottling
operations in Philadelphia. The newly integrad unit had $20 billion in sales, with nearly 70,ffi
employees. CahiUane, CEO of CC& emphasized that the company could now offer comprehensive,
hannonized customer services: -We have our whole product porffolio represented by CCif instead of
several people servicing the same account This is an important synergy that we knew
existed but couldn't create before.- Froducb, such as single.servings of Simpiy Or*gu juice, could
gain new points of sale that it couldn't access before because bottlers didn't fiandle chilled
distribution. In addition, Coke could now devote more attention to expanding its points of sales,
encouraged by the comPany's success in Philadelphia. Coke took over Philadelphia's troubled
bottling operation in 2008 and identified an additional il,ON potential points 

-of ralo. Aft"r
aggressively expanding its presence in those outlets, Coke not only took over Pepsils iead in
sparkling drinks, but also turcd Philadelphia into aprofitablemarkelo

The Next Business Model

Executive at Coke's headquarters unanimously agreed that buying CCE's North Amerlcan
business was in the company's best short-tenn interest. Tuggle exptained, "Everyone had lost
confidence in our North American market and buying CCE was the best way to truly consolidate the
fractured pieces." After aII, despite the last few years of sluggish sales, dne United States still
represerrted the largest single market for NARTDs in.the worid with abott 20% of total industry
volu.ure.6 An increase in wealth could also dri.re future consumption, as U.S. personal expenditurl
per capilt was expected to reach W,OW by 2020, the highest per capita spurding figure for any
country.r Demographics could play in Coke's favor as well. Projections called for 300 million urban
Americans in 2020, driven by the third-highest incremental growth in urban residents worldwide.
The U.S. teen population alone was forecast to grow to 31 million by 2020.u In terms of product
categories, still beverages were expected to generate over 45% of Coke's incremental retail sales value
by 2020, creating a more balanced mix with sparkling ddnks. "Given these projections, we have to
and can turn North America into a growth story to achieve our 2020 visiorl" 

"fd-ua 
Cahillane.
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At the same time, Coke faced several decisions about the future. One question evolved around the
remaining 70 independent U.S. bottlers. About half of them had been in business for a century, with
terriborial ownership rights that extended all over the counky (see Exhibit l2fot amap). Collectively,
they accounted 6or around 10% of Coke's bottler-delivered volurrte after Coke's u.q..Litio., of CCE,s
business. Some Coke executives believed that the company needecl a more 

"oopu.'utirr" 
relationship

with the bottlers to deal with national customers and distribution issues. Smaller bottlers did have
customer goverrumce egreements that authorized Coke to negotiate deals on their behalf with
retaile.rs. However, Douglas noted that Coke had to be able to respcnd faster and better to market
demands, especially T tight of Pepsi's decision to control its U.S. bottling business as well. Some
market analysts evm-hinted that Coke might eventually need to buy outlhe rerruining bottlers to
generate fuIl supply chain efficiencies. But many bottlers had enjoyed irigh profits by not i1aking new
investments. Coke would need to make very generous offers to get rrore aggressive bottlers.

Another decision focused on creating a new manu{acfuring footprint that could. serve the market
in the most efficient and effective manner. As the still-beverige business continued to grow, Coke
planned to increase its hot-fiIled beverages' production capacity. However, specialized, niche, still
beverages were consurrred in lower volumes and did not requiri as nuny plants; vitaminwater was
currently produced in 10 plants, compared to around 1fi) plants for sparicling drinks. The company
could continue to run separate plants for hot- and cold-filled beverages. Or, ioke could create a few
megaplants fhat could handle both types of manufacturing in the long ruru For instancg Anheuser-
Bnsch" the world's largest beer company, had nearly 50% of the U.S. rrrartet share but operated yust
12 breweries in the United States.4e Owning fewer plants could create better inventory visibitity, not
to mention more efficient management and transportation costs.

Yet transportation costs were a concerrL CFO Fayard noted that if oil prices rose above $120 a
barrel in the future, transportation costs could outweigh the benefits of having a few megaplanb.
CCR's current distribution radius v!'as, on average, about 130 miles from points"of manufacting to
Points of sales. Internal research indicated that reducing the number of pUnts and increasing that
radius beyond 205 miles could lower profit margins. Owning the botdin[ business also meant that
Coke had a Sreater exPosnre to commodity costs. Raw *utu.iut" now consisted of about 35% of
Coke's-total cmt of goods sold.m Higher co*modity prices for sweeteners, aluminum, and plastic
werg alreadY expected to increase Coke's cost by as much as $400 million in 2011. The company
might be able to raise, product prices to ofbet these costs, but raising prices was risky in a weak
domestic economy with price-conscious consumers.

Other executives a{ded that popular trademark Coca{ola brands needed to stay more local.
Consurrption of sparkling ddnks was more than double that of W{s 12% share in'ttt totut U.S.
liquid-consumption markelsl Coke owned 15 billion-dollar brands that had fast turnovers and
requiied shorter lead times. Based on the brands'high velocity, some Coke executives argued that it
made more sense to keep manufacturing close to customers.

In addition to these pressing issues, CEO Kent had to look ahead and ponder a bigger strategic
question-what would the ideal business model for North Amcica look like 10 year"Jfro* .ro*?
Once North America's manufacturing and diskibution had been restructured to L*o-. a world-
class, efficient operation, should Coke keep the bottling business? Refranchise it? Or keep the
manufacturing but franchise the distribution?

^ _ft" obvious option was to keep the bottling business. Those in favor of this plan argued that
Coke needed control over all sparkling and still beverages, especially given the 

"nin 
ir, consumers,

demand. Coke would have flexibilig and speed to adjust to its future preferences. Complexities

12
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associated with the seParate ownership of fountain versus bottle/can ddnks would be eliminated.
Cahillane also pointed out, "Scale has always played an important part in this industry. The bigger
we gef the bigger our competitive advantage." As consolidation in the retail channel had increased
retailers' pricing power, Coke would also gain more leverage over ib customers. Separatelp from a
customer's point of view, it would be easier to deal with one unified company that handled all
beverages, distributioO and customer service.

Other executives hightighted tire imporbance of bottlers' local know-how and expertise in their
respective territories. Fayard noted, "Ifls these relationships through local communities that have
allowed Coke to build our brand momentum from the bottom up." kefley acknowiedged., ,,Bottlers,
biggest value'added was in their local execution power, being able to engage with the; consruners.
We just couldn t market that on a national levei."

To maintain that local touclL Coke could refranchise the business and break it up into a few larger
bottlers by region. This would still generate significant economies of scale in manufacturing. Cote
would not have to car4z the asset-intensive side of the business on its balance sheet The franchiso
business model had been much more successfuI outside the U.S. Coke's international anchor bottlers,
such as FEMSA AmafiI, and Swire had avoided many of the chaltenges faced by CCE. For instance,
incidence pricing had existed in latin Anrerica for over a decade before it was adlopted in the United
States. That had enabled Coke to generate healthy operating margins and make niw investnrents in
tlre regron, especially compared to North America (see Exhibit 5). More joint ventures could be set up
as well. Several executives poinM to Jugos del Valle, a partnership set up between Coke and iG
Latin American bottlers in 20ff7.It had posted a 42% volurne growth over the last two years and
captured the lead in the region.s2 At the same time, some cautioned that refranchirid the U.S.

F{hg buslless would create complex ownership issues again. For instance, would all regional
bottlers produce hot- and cold-fiIled beverages? Who would get to handle new products or set prices
for national refail qhainsT

Others leaned toward a different business model-keep manufacfuring in-house but outsource
the distribution This was similar to the beer indwtry where Anheuser-Busch's beer distribution was

frandled by 6ffi independent distributors in the United States. Some executives argued that one enti$r
had to manage tlre scope and scale of Coke's 5fi) brands. A centralized managJment system could
deal with large national customers. Licensing out the trucks and distributors, agair., would keep the
local entrepreneurial knowledge and skills present in sales outlets. The challenge remained in
motivating the distributors- H bottlers no longet manufactured soft drinks and still b.rr..r.ge, would.
there be enough margin in the business to make thom aggressive diskibutors for Coke?

What Next?

Coke's 2010 and eafly 20ll performance signaled that Kent was steering the company on the right
track. Business in North America posted three consecutive quarters of growth for the first time in
years. Diet Coke claimed a major wictory by taking over the number-two most popular sparkling
drink spot from Pepsi, a position the rival had held in the United States for *o.. thun two decades-.
Several industry observers credited Coke's efforts fo revitali,e marketing for its core sparkling
brands. But Kent knew that more had to be done, especiafty regarding the long-term franchise
business model. He continued to reiterate that "[w]e are absolutely committed to the franchise
systerl Evolve yes, but definitely form parfurerships in the North American business." What would
that have f6 snf:il for Coke to win in both sparkling and still beverages, and drive a new decade of
growth and prosperity?
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Exhibit 1 Landscape Challenges Facing Coca-Cola

Adapted by casewriter from The Coca{ola c-ompany, "Advancing our 2020 visioru. presentatiorl octobe r 2z , 20Lo,
p.38.

Accelerating global iss ues
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Exhibit3a Coca-Cola Company's Share Price Performance, from Goizueta's Death to Isdell as CEo,
7W7-2007
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Exhibit4 Coca-Cola Company's Selected Financials (in $ millioru)

777-W

Total revenues

Cost of goods sold

Gross profit

Selling, general & admin. expenses
Operating income

Net income

Total cash & ST investments

Net property, plant & equipment
Total assets

Total liabilities:

LT debt

Total eouitv

Key ratic (%)

Gross margin

Net income margin

LT debYequity

Total liabilitiesltotal assets

Retum on assets

Refum on capital

Retum on equity

7,904 10,236

4,194 4,209

3,710 6,028

2,665 4,076

1,045 1,952

7U 1.382

865 1,492

1,884 2,386

6_899 s278

3.919 5.429

889 6?6

2.979 3.849

46.90/" 58-g%

9-1oA 13-5o/"

29.80/" 13.90/"

41.9o/o 58.5%

10.5% 13.9%

'16.80/o 20.6o/"

24.2o/a 37.7oA

18,127 17,354

6,940 6,204
'11 ,187 1 1 ,1 50
7,161 6,016

4,026 5,134
2.986 2.177

1,315 1,892

4,336 4,168
15.041 20.834

9.649 1 1 .518

1.141 835

5.392 9.316

61.7o/" 64,306

16.5% 12.50/o

21.2% 9.0%

il2% 55.3%

17.40h 15.10/0

27.7o/e 20.9%

56.20h 23.10/o

23,',tu 28,857

8,242 10.406

14,862 18,451

8,739 10,945

6,123 7,252
4.872 5.981

4,767 4,308

5,831 8,493

29-427 43.269

13.072 21.525

1,154 3,277

16.355 21.744

64.3% 64.0%

21.1% 20-70/0

7.1o/o 15.1o/o

44.40/o 49.7%

12.1o/o' 12.4o/o

16.9% 17.2%

30.2% 31.20A

31,944 30,990 35,1 19

11,374 1 1,088 12,438
20,570 19,902 22,681
11 ,774 1 1 ,358 13,084

8,796 8,544 9,337
5.80f 6.824 11.809

4,979 9,213 1 1,337

8,326 9,561 14,727

40.519 48.671 72,921

19.657 23.325 41.604

2,781 5,059 14,041

20.862 25.346 31 :117

64.40/o M.2o/" 64.6%

18.2% 22.Oo/o 33.6%

13.6% 20.4Vo 44.8%

49.5% 49.00/o 57.10A

13.104 12.Oo/o 9.6%

1B.Oo/o 15.9% 12.70/"

27 .60/0 29.9% 41.9o/o

Source: Capital IQ database, acoessed February 2Ou, and The Cola{ola Company's 10K 19g5. Coke,s firal yeru ends on
December 31.

a 201Os financials include the integration of CCE's North Amerizn bottling business. The acquisition was completed in the
fourth quarter of 201Q resulting in significant changes to certain financials, stich as net irrome and total tiabilities.
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Exhibit 5 Coca-Cola Company's perfonnance by Selected
Regional Operating Segment (in $ millions)

7fi-sffi

M 2!09 m10

Latin America:
Total net revenues
Operating income
Operating asseb
lnvestmentsa
Operating margin

North America:
Total net revenues
Operating income
Operating assets
lnvestmentsa
Operating margin

Bottling invesknents:b
Total net revenues
Operating income
Operating assets
lnvestmentsa
Operating margin

Coca{ola in 8I1: In Secch of a New Model

3,835
2,099
1,849

199
57.9o/o

8,280
't,584

10,845
4

19.3o/"

3,882
2,W2
2,480

248
55.2o/o

4,121
2,405
2,298

379
62.0o/o

8,313
227

8,398
6,426
2.8%

8,271 11,205
1,699 1,520

10,941 32,793
857

20.7% 13.6%

8,931 8,320
264 179

7,935 9,140
4,873 '5,809

3.Oo/o 2.2o/o

Source: Adapted by casewriter fiom The Coca{ola Company, 2010 Annual
Report 2010 results reflect the acquisition of CCE,s bottling business.
Data is reported on a consolidated basis, reflecting foreign currency
exchange rates.

u Mri.ty consists of equity method investmealts, securities, and noirmarketable
investrnents in bottling companies.

bRefers to Coke's own intemal bottling investrnerrt holdings.

Exhibit 6a U-S. Nonalcoholic Ready-to-Drink (NARTD) Consumption for Selected Beverages

Year 1990 2W71S5 a9g5 m00 2tr/5 2006 2fiW
Sparkling soft drinks:

Regular
Diet

Bottled watera
Cofieeb
Teab
Juices
Sports drinksc
Energy drinksd
Tap water, hybrids, all others

645 750 814
517 527 600
128 223 214
72 130 162

430 419 341
117 112 109
130 136 142

21

577 459 497

741 719 708
522 504 496
219 215 212
u2 330 334
2U 253 253
117 117 120
122 122 115
746468
19 19 20

460 514 5U

849 821
639 579
210 242
211 312
269 262
112 112
152 '131

35 68,9
505 439

803 772
566 ill
237 231.

336 360
269 256
112 114
-'{ 33 't30
76 78
14 .t8

420 39s

Source: Adapted by casewriter ts,om Beaerage Digeit Fact Book 2017. Data rcpresents eight-ounce servings p€r person per year
a Bottted water irrcluded all packages, single-serve and bulk.
b Coffee and tea data ba-sed on a tlrrec-year moving average.
c Sports drinks were included under "Tap water, hybrids, all others,, beforeLggz.
d Dotu for 

".,".gy 
drinls before 2@5 was not available.
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Exhibit 6b Year-over-Year change in sparkling Beverage Vor,me, Based on 192ounce cases (%)

6%

5%

1%

3%

3/o

1o/o

V/"

.ih{
-3%

1%

source: created by casewriter from d.ata in Bmerage Digest Fact Book 201,1, p. 29. Grcwth rates exclude energy drinks.

Exhibit 7 Top-10 Sparkling Brands in the Unired States

Market Share Sales in Million Cases

1 Coca€ola (Coke)
2 Diet Coke (Coke)
3 Pepsi-Coh (peps)
4 Mt. Dew (pepsi)
5 DrPepper(DpS)
6 Sprite (Coke)
7 . Diet Pepsi (pepsi)
8 Diet ML Dew (pepsi)
9 Diet Dr Pepper (DpS)
10 Fanta (Coke)

17.OoA

9.90;
9.5o/o

6.8olo

6.3%
5.60/o

5.3o/o

2.0%
1.V/o
1-8o/o

17.604
9.Bo/a

11.2o/o

6.5%
5.7%
5.7o/o

6.Ao/o

1.4o/o

NA
1.60/o

4-7o/o
A.2o/o

-3.2%

A.9o/o

2.Oo/o

-O.4yo

-2.5o/o

7.4o/o

NA
2.4o/"

633.s
592-0

525.5
498.2
187.5
174.5
170.5

t,590.0 1,796.0 _2.40/o

926.9 999.0 -1.5%
891.5 1,141.8 4.8%

659.7 4.8%
578.4 0.5%
581.0 -2.Oo/o

613.1 4.10/o
't40.5 5.9%

NA NA

."t" 
"t"" 

€dtC ..""" {."""."t 
"-d'""S

167.7 O.3o/o

source Created \r casewriter from data inB*'mge Digest Fact BNk 2@6 o.td- 2011.
a Based ona CAGR

Exhibit 8 Concentrate producers and Bottlers, profit Margins (%)

Concentrate Producer
DoUars per o/o of Net

Typical Bottler

-

Doll^ars per 7""f NutCas€ Reverrue Case Revenue
Net revenue

Cost of goods sold
Gross profit

Direcl marketing
Selling & delivery
General & admin.

Operating incorne

$0.98
$0.22

$0.76
$a.21
$0.00
$0"24
$0,30

loo%
22%
7804
21%

Oa/o

24o/o

32o/o

$4.63
$2.67
$1.97
$0.45
$0.85
$0.31

$0.36

1AO%

58o/o

42%
1Oo/o

't8%

7o/o

8o/o

Net revenue
Cost ofgoods sold
Gros;s profit

Direct marketing
Selling & detivery
General & admin.

Operating income

source: Compiled by casewriter from data provided by beverage inclustry sources. Figures are for all industry players.
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Coca{ola in 2fitt In Search of a New Model

Exhibit 9 Profitability by Retail Channel for Refreshment Beverages

Super-
markets

Super- CIub
Storesa

Convenience
Retail

Mass
Retailersa

Drug-
stores

Fountairl
Vending,
and Other Totalntersa

Share of industry volume
3Zo/o

lndex of boftling profitabitityb
1.00
1_00

10o/o

2.24
1.24

1 1o/o

1.13
1.24

2%

1.10
1.39

7o/o

0.93
1.37

2o/o

1.23
,.68

310/o 100%

2.09
1.56

Net price
Variable profit NA

NA

source: compiled from estimates provided by beverage industry sources, october 2010. All figures refer to the entire
refreshment bevera ge industry.

a "Supercenters" irrclude Walrnart Supercenter stories and simiLar outlets. "Mass Retailers,, include standard Walmart stores,Target stores, and the Iike. "Club Stores" include Sam's CIub, Costco, and similar membershipbassd lgraitsle.
b Using zupermarket informatio.n as a baseline, these figures indicate 

-variance 
by channe_l of both by-volume pricing and by-volume profit. The variable profit figures take into accorint cost of goods sold as well as delivery costJ.

Exhibit 10 CCE's Consolidated Selected Financials (in $ miltioru)a

1990 1995 2005 2007 2008b

Total revenues
Cost of goods sold
Gross profit
Selling, general & admin. expen's
Operating income (loss)

Net income (lo.ss)

Net property, plant & equipment
Totaf assets
Total liabilities:

Long-term debt
Total equity

Key ratios (%)
'Gross margin
Net income margin
Long-term debVequity
Total liabilities/total assets
Retum on assets
Retum on equity

6,773 14,750
4,267 9,083
2,506 5,667
2,038 4,U1
468 1,126

82 236

4,034
2,359
1,675
1,340

326

93

18,743
11,258
7,981
6,054
1,431

514

20,936
12,95s
7,981
6,511
1,470

711

2't,807
13,763
8,044
6,718

-6,299

-4,394

21,645
13,333
8,312
6,785
1,527

731
2,158

41 .5o/o 37.0o/o 38.4o/o
2.3% 1.20/o 1.60/"

120.5% 288.40/o 365.1%
67.6% M.20/o 87.2%
1.9o/o 0.9% 1.1o/o

5.7o/o 5.7% 8.3o/o

42.60/o 38.1o/o
2.70/o 3.4%

162.4% 129.90/o
77.70/o 76.3%
2.Oo/o 3.Oo/o

9.1% 12.5o/o

6,243

7,247
-9

36.9%
-20.1%

$4,522.20/o
1OO.1o/o

'28.2o/"
NA

38.4o/o

3.4%
894.7o/o

94.6%
4.5o/o

82.9%

Source: CCE's annual reports, from 1990 to M. AII data reflects CCE's coruolidated financiaf statements, trcfore theacquisition of CCE's North America operations by Coke in ZIl0. .

a CCE's coruolidated firancial statem€nts reflect wide fluctuations, affected by iszues such as, but not limited to, debt write.
offs, reassessments of franchise intangible assets to fair market valug and tax charges related to restrucfuring activities.
b Itt 2008, CCE wrote off $7.6 billion to readiust and reflect the fair value of 

.the 
company's intangible franchise assets and

qoodwiil contracts, resulting in a significant loss for the firal year. For more information, see ,,Notes to consolidated
Financial Statements" in CCE's 2008 Annual Report.
c Total equity was impacted by $2.4 biJlion in accumulated deficit and other comprehensive losses. For more information, see"Notes to Consolidated Financial Statements" in CCE,s 2009 Annual Report.

1,373 5,783 6,560
25,357

6,762 6.276
1 22.162 24.046 16,416

3,394 7 19,328 19.714 357 15,534
1,960 4,138 10,348 9,165 7,391
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Exhibit 11 PepsiCo's Financial Performance (in $ millions)

1990 1995 m00 zx)s 2009 2010a

Total revenue
Cost of goods sold
Gross profit
Net income

Net property, plant & equipment
Totaf assets
Total liabilities:

Long-term debt
Total equity

Gross margin
Net income margin
Return on asseh
Retum on capital
Retum on equity

Performance by segmentb
Beverages, North America:
Revenues
Operating income before tax

PepsiCo Americas Beverages (PAB):
Revenues
Operating incorne before tax

Frito-Lay, North America:
Revenues
Operating income before tax

17,516 19,067
8,443 8,054
9,073 11,013
1,077 1,606

22,337
10,226
't2,111
2,543

32,562
14,176
18,386
4.078

43,232 57,838
20,099 26,'t77
23,133 31,661
5,946 6,320

9,870 6,5s8 8,681 12,671 19,058
25,432 20,757 31.727 39.848 68,153

8,509
7,313

3,009 2,313 7,400 19,999
7,626 14,251 17.442 21.476

51.8o/o

6.1o/o

NA
NA
NA

57.8%
8.4o/o

6.70,6

10.2%
20.1%

54.2o/o

11.4o/o

13.10,4

24.10/o

35.1%

2,657
820

7,769
1,875

56.5%
12.5o/o

12.70/o

20.8%
29.4%

9,146
2,037

10,322
2,529

53.5olo 54.7o/o

13.8% 10.9o/o

13.4% 11.0o/o

22.0o/o 16.60/o

39.8% 32.60/o

10,1'f 6 20,401
2,172 2,776

13,224 13,397
3,258 3,il9

Sourcel Capital IQ database, accessed lr{arch 201.1. Pepsi's firal year ends December 31. Data for years marked as ,,NA,,
were not available.

a 2O1Us finarrials reflect the acquisition and integration of PGB and PepsiAmericas, which led to significant c-hanges in the
company's total liabitities and PAB's revermes.

b-fgnsrc_o's-{es figures inriude sales by company-owned bottlers. Data for "Beverages, North America" was not appticable in
1990 and 1995. As of 2000, data for "Beverages, North America" combined sales {or what had been the fepsi{ola and
Gatorade/Tropicana divisions. Ir.?f/'I7, Pepsi merged its North America beverage unit with l-atin America, 

^.d "tu.t"d 
to

report their combined financials under "PepsiCo Americas Beverages."
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