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DOCUMENT PURPOSE, STRUCTURE AND OUTPUTS

Document 

purpose

•The purpose of this document is to identify and, to the extent possible, validate and 

quantify risks associated with revenues, costs and thereby EBITDA in the Project 

Geneva Group business plan as reflected in the Information Memorandum (IM) ([Month] 

[year])

•This document focuses in detail on risks to [Asia Pacific] revenues, costs and EBITDA. 

On the balance hypotheses are set in relation to risk elements in the other three 

jurisdictions

Document 

structure

•Executive Summary (following) provides a summary of findings to date

•Revenue, cost and EBITDA drivers describes the drivers of group EBITDA. This 

structure will be used to systematically assess risks in the following major sections of 

this document:

•Risk assessment framework explains the approach taken to assessing the impact 

and probability of occurrence of the risks

•Geographic revenue and EBITDA summaries gives an overview of the [PGAP] 

EBITDA growth for [PG Group], [PGAP] EBITDA growth, [PGAP] growth by revenue 

type and [PG Group] revenue flows

•Risk analysis is broken into five sections

‒Section One: Australia/New Zealand revenue risks

‒Section Two: Asian revenue risks

‒Section Three: European revenue risks

‒Section Four: Sales, General and Administration (SG&A) risks to [PGAP]

‒Section Five: Hypotheses to test for UK, France, North America

Document 

outcomes

•List of identified risks in relation to revenue and the subsequent impact on EBITDA for 

each section

•Estimates of the probability and revenue or cost impact of of occurrence for each risk

•Scenario based assessment of possible EBITDA outcomes to 2010

* For the remainder of this document [PGAP] refers to the Australasian business described above as distinct from Australia the country 1



GLOSSARY

Abbreviation Definition

20XXE Forecast for 20XX (Calendar)

AUD Australian Dollars

COGS Cost of Goods Sold

[PGAP] Project Geneva Asia Pacific Pty Ltd

[PGUK] Project Geneva Ltd

[PGNA] Project Geneva LLC

[PG France] Project Geneva France‟s legal entity (unknown)

[PG Group] All [PG] Companies

EBITDA Earnings Before Interest, Tax and Depreciation

EU European Union

FTE Full Time Equivalent staff

GBP Pounds Sterling

IP Intellectual Property

Net revenues Retail revenues less COGS, gross margin

OEM Original Equipment Manufacturer

SG&A Sales, General and Administration costs

USD US Dollars
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EXECUTIVE SUMMARY: [PG Group]

[PG Group]

200XE

Overall the largest risk to [PG Group] will be management costs incurred over and above plan in pursuit of revenue and cafe growth. 

For example [PGAP] cost overruns are estimated to be USD[xx-xx]m (200X Calendar) on a USD[xx]m forecast. Secondly there is some 

risk 200X UK returns may be up to 20% lower than forecast as initial data suggests royalties are in decline. Poor franchise sales in Asia 

may reduce revenues by USD[xx]m. Estimated [PGAP] EBITDA (200XE) is USD[xx]m versus a target of [xx]m.  [PG Group] EBITDA 

(200XE) has not been estimated due to a lack of data

Future

Cost/ revenue accountability is unclear and poorly managed. Specifically these risks are around managing costs in line with actual 

Franchise Fee, Master Franchise fee and sales growth. For example over half of [PGAP]‟s revenues come from the UK yet no costs are 

assigned to Europe. Initial data suggests revenue targets in Asia and Europe are being missed or are unrealistic given forecast costs. 

For example management assumes ~1000 cafes can be sold with only USD[xx]m being added to for 200XE [PGAP] cost base of 

USD[xx]m

[PGAP]

The largest risk to EBITDA (200X Calendar) [PGAP] will be management costs incurred over and above plan in pursuit of revenue and 

cafe growth. Cost overruns are estimated to be USD[xx]m (200X Calendar). Estimated EBITDA (200XE) is USD[xx]m versus a target of

[xx]m). For example no additional SG&A costs have been allocated in [PGAP] for the growth of the Asian region from [x] cafes 200X to 

[xxx] cafes (2010E)

The business model - Drawing on our assessment of the Australia/New Zealand business and management interviews we believe: 

• The model is proven and functioning well

• Interviews with [x] owners in Australia and NZ suggest a positive relationship with Master and [PGAP]

• There will be a low impact from price reductions at cafe level as cafes will lose money with a 20% reduction in price while the 

corresponding impact to [PGAP] is approximately 20% (equivalent to USD [xx]m EBITDA impact). Cafes therefore have a 

strong incentive to manage price well

• There are significant barriers to entry and therefore low probability of competitors making inroads

• There is low probability of negative changes to consumer behaviour (e.g. [drinking less coffee])

• Cafe closures seem unlikely given low historical failure rate ([x of xxxx]) and positive same cafe growth today

Continued overpage
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EXECUTIVE SUMMARY (2 OF 2)

[PGAP] Conté

•There are few downside risks to current [PGAP] revenue. Current Australasian revenue streams (USD [xx]m (200XE)) are growing on a 

same cafe basis and worst case estimates suggest that forecast revenues of USD[xx]m (2010E) may be missed by USD[xx]m

•Asian revenue streams (200XE) account for only USD[xx]m and therefore represent a maximum downside of USD[xx]m. Forward 

looking forecast seem unrealistic. [x of xx+] Master franchises have been sold, franchise forecasts to date have not been achieved ([x] 

franchise cafe(s) opened vs [xx] target in 200X), revenues per cafe are 10% less than forecast. An absolute worst case scenario where 

Asia contributes zero to EBITDA (200X to 2010 inclusive) should be considered. This sees a reduction in 2010 EBITDA of over 

~USD[xx]m

•[PGAP] Europe forecasts are overly optimistic and inconsistent with trends. The UK is the core [PGAP] European revenue stream

(USD[xx]m 200XA ) and royalties are declining at 20% per year. Growth in cafes sales is slowing and insufficient costs have been

assigned to turn the trend around. Additionally actual franchise fees are lower than forecast and taking up to two years to be paid

•SG&A costs have growing at [xx]% CAGR for 5 years and now represent almost USD[xx]m. Ownership of costs associated with growing 

the European cafe base is unclear. Worst case is USD[xx]m vs USD[xx]m forecast in 200X Calendar, USD[xx]m in 2010 versus 

USD[xx]m plan

[PG Group] Hypotheses to test

[PGUK]

•Cost controls are and accountability against revenue growth versus cost growth is fragmented globally

•Payment terms are unclear and fragmented globally and there are over USD[xx]m in questionable debts on the UK balance 

sheet

•A large percentage (GBP[xx] of [xx]) of sales are inventory to cafes. This account is an attractive target to competitors

[PGNA]

•~50 % of net revenues are in inventory and this account is an attractive target to competitors

[PG Group]

•[Mr Brown and Mr Green] are „sharing‟ leadership which raises questions about ultimate accountability

•Cost and revenue accountability
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EXECUTIVE SUMMARY: RISKS TO FORECAST BASELINE 200X CALENDAR

[PGNA] [PGAP] [PGUK]*** [PG France]

F‟castAct. F‟castAct.** F‟castAct. F‟castAct.

Royalties and product

Franchise/training fee

Master Franchise

Starter Kits

Other

COGS

SG&A

Other

EBITDA

Data from [PGAP] suggests 0X Calendar 

costs will be USD[xx]m

~xx Franchises at 

USD[xx] each (training 

and franchise fee) 

were not sold. Bad 

debts from franchise 

fees

may be an issue

Calendar 200X

USDm

Adjustments and 

bad debt 

provisions need to 

be understood

UK revenues fell by ~20% in 

Calendar XX. 

It is unclear whether 

these targets have 

been hit (USD[xx]m 

EU, USD[xx]m Asia) 

Insufficient data from [PG] to populate 

5* May not add due to rounding errors



EXECUTIVE SUMMARY: RISKS ONGOING

[PGNA] [PGAP] [PGUK] [PG France]

F‟castAct. F‟castAct. F‟castAct. F‟castAct.

Royalties and product

Franchise/training fee

Master Franchise

Starter Kits

Other

COGS

SG&A

EBITDA

SG&A is currently growing at xx% 

CAGR per annum and no funding 

is forecast for growth of ~xx Asian 

cafes

Asian growth rates are unrealistic and could represent zero EBITDA 

under a worst case scenario (Royalties/franchise fees). European 

franchise fees may be 40% lower than forecast and franchise sales 

rates are in decline (sales per year)

* May not add due to rounding errors

[xx] GBP (USD[xx]m) 

are in inventory to 

cafes, [xx]m GBP 

(USD[xx]m) is in 

royalties. This is 

attractive to 

competitors. The UK 

royalty stream is in 

decline and future 

royalty growth is 

unjustified

Calendar 2010

European growth is not 

well funded and may 

not be achieved on the 

stated timeline ([xx] 

cafes (200XE) to [xx] 

200X cafes 2010E. 

Franchise fees are 

40% lower than 

forecast and bad debts 

may be an issue

Cost accountability and cost per 

revenue (actual) in growth is 

poorly managed 

Start kits account for 44% of 

revenues in 200XE and would be 

impacted if sales rate declines

Insufficient data from [PG] to populate 
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THE [PGAP] ANALYSIS IS PRESENTED IN FIVE SECTIONS

Group 

EBITDA

France 

EBITDA

Aust./NZ 

revenues 

Other

Ongoing 

Royalties 

New cafes
[PGAP] 

EBITDA

Revenues

COGS

SG&A

UK 

EBITDA

[PGNA] 

EBITDA

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Asian 

revenues 

European 

revenues 

Ongoing 

Royalties

New cafes

Ongoing 

Royalties

New cafes

Master 

Franchise 

fees 

Other

Section One: Revenues risks to Australia, New Zealand 

and Canada

200X(E) revenue contribution: $[xx]m*

Section Two: Revenues risks to China, Hong Kong, 

Japan, Korea, Indonesia, India, Malaysia, Pakistan, 

Philippines, Singapore, Taiwan, Thailand, Vietnam 

200X(E) revenue contribution: USD[xx]m

* Net of Australasian COGS

Section Three: Austria, Benelux, Belgium, Central and 

Eastern Europe, Germany, Greece, Italy, Portugal, 

Republic of Ireland, South Eastern Europe, Spain, 

Switzerland, Middle East, Africa 

200X(E) revenue contribution: USD[xx]m

Section Four: [PGAP] SG&A.

200X(E): USD[xx]m

Section Five: Hypotheses to test for UK, France, North 

America 

7
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PROJECT GENEVA ASIA PACIFIC RISKS WERE ASSESSED 

Impact (EBITDA USD)

Severe (>USD[xx]m)

Medium (USD[xx]m to [xx]m)

Low (<USD0.5m)

Probability (Estimated probability)

Unlikely (<33%) Possible (33%to 200X%) Probable (>200X%)

High risk

Medium risk

Low risk

Risk level Actions

Low Risks that were assessed to be low as a result of initial research were not 

investigated further. Initial research comprised gathering public data, internal [PG] 

data and interviews

Medium Risks that were assessed to be low as a result of initial research were not 

investigated further. Initial research comprised gathering public data, internal [PG] 

data and interviews

Medium Additional data was requested, additional focused interviews undertaken and 

estimates of probability and impact made

Project Geneva Probability/Impact Risk Matrix
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[PGAP] WILL CONTRIBUTE OVER 50% OF EBITDA OVER THE COMING FIVE 

YEARS

Source: [PG] Information Memorandum

• [PGAP] currently comprises [xx]% of revenues and [xx]% of EBITDA (200XE)

• By 2010 [PGAP] will account for [xx]% of revenues and [xx]% of EBITDA 

9
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FORECAST EVOLUTION OF [PGAP] EBITDA 200X TO 2010

[PGAP] SG&A

USDm

[PGAP] EBITDA

USDm

* Does not add due to rounding errors

Source:

[PGAP] COGS

USDm

From (200XE):

USD[xx]m

To (2010E):

USD[xx]m

From (200XE):

USD[xx]m

To (2010E):

USD[xx]m

From (200XE):

USD[xx]m

To (2010E):

USD[xx]m

From (200XE):

USD[xx]m*

To (2010E):

USD[xx]m

[PGAP] Revenues

USDm
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MAKEUP OF REVENUE STREAMS FOR [PGAP]

UK

•England, Wales, Scotland, Nth 

Ireland, Cyprus, Channel Islands, 

Malta

Europe and Other

•Austria, Benelux, Belgium, 

Central and Eastern Europe, 

Germany, Greece, Italy, 

Portugal, Republic of Ireland, 

South Eastern Europe, Spain, 

Switzerland, Middle East, Africa

Asia

•China, Hong Kong, Japan, Korea, 

Indonesia, India, Malaysia, 

Pakistan, Philippines, Singapore, 

Taiwan, Thailand, Vietnam

Australia/NZ

•Australia, New Zealand, Canada

[PGAP] Revenues

USDm

[PGAP] Revenues (France)*

USDm

[PGAP] Revenues (UK)*

USDm

[PGAP] Revenues (Europe)

USDm

[PGAP] Revenues (Asia)

USDm

[PGAP] Revenues (Australasia)

USDm
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DESCRIPTION OF REVENUE FLOWS

*Following completion of UK Master franchise

Source: [PG] Information Memorandum

French and UK Master 

Royalties (will*) flow to 

[PGNA] (3% of gross cafe 

revenues)

French and UK Franchise Royalties flow 

to [PGAP] ([xx]% of gross cafe revenues)

All franchise revenues from the 

Americas, excluding Canada will flow 

to [PGNA]

All additional royalties excluding USA, South and 

Central America, the Caribbean, the UK (Master) and 

France (Master) flow to [PGAP]

All franchise revenues from Canada flow 

to [PGAP]
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SECTION ONE: REVENUE RISKS TO 

AUSTRALIA/NZ/CANADA
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SECTION ONE: REVENUE RISKS TO AUSTRALIA/NZ/CANADA

* Net of Australasian COGS

Group 

EBITDA

France 

EBITDA

Aust./NZ 

revenues 

Other

Ongoing 

Royalties 

New cafes
[PGAP] 

EBITDA

Revenues

COGS

SG&A

UK 

EBITDA

[PGNA] 

EBITDA

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Asian 

revenues 

European 

revenues 

Ongoing 

Royalties

New cafes

Ongoing 

Royalties

New cafes

Master 

Franchise 

fees 

Other

Section One: Revenues risks to Australia, New Zealand 

and Canada

200X(E) revenue contribution: $[xx]m*

Section Two: Revenues risks to China, Hong Kong, 

Japan, Korea, Indonesia, India, Malaysia, Pakistan, 

Philippines, Singapore, Taiwan, Thailand, Vietnam 

200X(E) revenue contribution: USD[xx]m

Section Three: Austria, Benelux, Belgium, Central and 

Eastern Europe, Germany, Greece, Italy, Portugal, 

Republic of Ireland, South Eastern Europe, Spain, 

Switzerland, Middle East, Africa 

200X(E) revenue contribution: USD[xx]m

Section Four: [PGAP] SG&A.

200X(E): USD[xx]m

Section Five: Hypotheses to test for UK, France, North 

America 
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AUSTRALIA/NZ REVENUE RISKS DISCUSSION

Australia is a robust 

revenue stream of around 

USD[xx]m* for the next 5 

years

•Model is proven and functioning well

•Interviews with 200X owners in Australia and NZ suggest a positive 

relationship with Master and [PGAP]

•Low impact from price reductions at cafe level as cafes will lose money with 

a 20% reduction in price while the corresponding impact to [PGAP] is 

approximately 20% (equivalent to USD[xx]m EBITDA impact). Cafes 

therefore have a strong incentive to manage price well

•Research suggests there are significant barriers to entry and therefore low 

probability of competitors making inroads.

•Low probability of negative changes to consumer behaviour (e.g. drinking 

less coffee)

•Cafe closures seem unlikely given low historical failure rate ([xx of xx]) and 

positive same cafe growth today

Worst case scenario 

sees a negative 2010 

EBITDA impact against 

forecast of $[xx]m  

([PGAP] EBITDA of 

USD[xx] versus 

USD[xx]m in 2010)

Summary Summary

•Current revenues forecast for Australasian/NZ 200XE are USD[xx]m

•Forecast cases revenues of USD[xx]m (2010E) versus USD[xx]m (2010E) 

for worst case

•Assuming a fixed SG&A base across the whole period (USD[xx]m) the 

resulting EBITDA reduction against forecast is USD[xx]m in 2010

* Net of COGS 15



AUSTRALIA/NEW ZEALAND ROYALTY REVENUE RISKS

Comments on probability/impact

Ongoing 

royalties 

Royalty 

fees per 

cafe 

Number 

of cafes

Gross 

revenues 

per cafe

% royalty

Root cause of risk occurrence 

Cafe profitability drops below threshold forcing 

closure (average price down X or volume down Y)

• Competition erodes cafe revenues

• Technology substitutes

• Changes in consumer behaviour

• Poor execution in cafe (responses to 

market changes)

•Low probability given historical cafe 

failure ([x of xx] cafes have failed 

worldwide) and growing per cafe 

revenues and open market for cafes

•10% of [PGAP]‟s cafes failing ([xx 

cafes of xx]) would lead to ~USD[xx]m 

impact to EBITDA through loss of 

royalties**

Price drops driven by poor in-cafe price 

management (set by cafes), poor pricing 

response to competitors

•Medium probability

•Medium impact*

Royalty is not billed for or paid at [xx]% •Assume low impact/probability

Customer preference: Volume drops as 

existing customers move to alternative de-

caffeinated drinks

• Health cafes, de-caffeinated, PG tips

•Low probability

•Could have significant impact on 

gross revenues (e.g. a 50% 

reduction in customer numbers 

would reduce 2010 EBITDA by 

USD[xx]m)*

Consumption per cust.: Volume drops as 

existing customers stop using the product. 

Potential causes include:

• Shift away from caffeine 

• Alternative technologies emerge 

(odourless beans)

• Product mix shifts from coffee to tea, or 

coffee to juice/OEM

• Supply side constraints impact ability to 

meet demand

•Low probability given trends in 

[coffee drinkers] (xx billion cups 

in 200X) (including 100% per cup 

coverage on latte versus 15% flat 

white) and long tech cycle time 

(e.g. VOIP took 8-10 years to 

reach mainstream). No evidence 

of mix  in shift, some evidence of 

shift away from wait-to-fill could 

introduce empty coffee supply 

issues (currently xx% of people 

wait for refill)*

•Impact could be high

*See appendix for supporting analysis

**Based on IM 200XE EBITDA for [PGAP], 200X(E) royalties of USD[xx]m

Price per 

unit

# of cust

Units per 

customer
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GROSS REVENUE PER STORE: AUSTRALASIAN REVENUE GROWTH IS DRIVEN 

PRIMARILY BY SAME STORE SALES GROWTH**

•Total sales is growing at the rate 

of cafe openings in Australia

•New cafes are estimated (by 

[PGAP]) to reach steady state in 

three quarters from opening. 

Assuming openings spread evenly 

over the year each new cafe 

would contribute 25% of a steady 

state cafe in its opening year. 

Therefore revenue growth 

attributable to cafe growth ~ 25% 

of cafe number growth

•This implies same cafe growth of 

~ 8-9% which is consistent with 

[PG] figures 

•It is unclear whether there is an 

underlying volume/price shift 

though anecdotal evidence 

suggests price drops 

accompanied by greater coffee 

refill volume (number of coffee 

machine) growth

2003A 2004A 200XA

New cafes 

(NSW/VIC/SA/QLD)*

xx xx xx

Increase in cafes*

Percent

NA xx% xx%

*Cafes opened, calendar year, **NSW, QLD, SA, VIC

Source: 

Increase in sales

Percent

NA xx% xx%

Cafes 

# at start of period

xx xx xx

Total royalty revenues in Australia New Zealand** 

AUD Thousands

Cumulative cafes open*

Number of cafes
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CUSTOMER PREFERENCE: THE COMPETITIVE LANDSCAPE

Distribution model Competitor Service offering

Number 

of cafes Cafe type/description

Direct 

(phone/internet)

Breakfast.com Coffee. Great service. Low prices N/A N/A

„Kiosk‟/cafe-in-store The Warehouse OEM coffee and Italian coffee machines. Can order in xx Wall mounted kiosk in 

electrical goods cafe

Dedicated retail 

offering

Project Geneva We recycle coffee machines, sell new coffee machines 

and wide range of coffee beans

xx Dedicated cafes in strip 

mall/urban locations

Coffee Depot Here you will find premium quality and value-priced 

coffee machines manufactured specifically for your 

coffee

N/A N/A

Coffeeman.com Coffee machines and specialty beans N/A N/A

Coffeestar.com Genuine coffee machines, dispatched from Syd., Melb, 

Perth, Brisb

N/A N/A

Coffee-world.com … we are devoted to providing the highest quality coffee 

at the lowest possible prices

N/A N/A

Coffeecup Relationship based (account managed) B2B coffee 

machine replacement and remanufacturing

N/A N/A

Coffee Mate We will help you save a small fortune on coffee beans, 

coffee supplies and coffee machines.

N/A N/A

Coffee Supplies … is engaged in the sale of all consumables and in the 

remanufacture of coffee machines for all coffee drinkers 

Australia wide 

N/A N/A

Ikea OEM and compatible coffee machines and beans xx plus 

~xx franchises

Wall mounted kiosk in 

electrical goods cafe

Italian coffee 

machines

Delivering all your coffee machine and coffee bean 

needs
x Dedicated cafes in city 

locations (Sydney only)
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CUSTOMER PREFERENCE: [PG] MAY BE SLIGHTLY LESS DISTINCTIVE IN ITS PRICE 

POSITION (ñUP TO 50% OFF OEM PRICESò) IN COFFEE MACHINES THAN IT CLAIMS

“We probably sell 70% latte to 30% flat white. It 

used to be 50% latte and 50% flat white but now 

that the prices are so close people go for the 

strength”, Coffee Man Café, Sydney

“The beans have come down recently, 

they realised they were just too 

expensive”, Coffee-world Cafes Sydney

Coffee machine 

price for xx 

(OEM),

AUD

Coffee machine 

price for xx**

AUD

Ratio of OEM: xx.

%

54.95 49.5 42.95
56.4

45.57

Coffee-

world*

Coffee-man 

(Web)

Coffee Mate 

(Web)

Coffee Star 

(Web)

Coffee-fast 

(Web)

49.95 44
34.5

43
32.84

91% 89% 80% 76% 72%

[PGAP]**

*Actual price paid for a equivalent was $xx after the retailer the list price was „way too much‟,  

**Coffee Machines are similar in price to [PG] refills –quality is not considered here

Source: Internet information and in-cafe visits. NB Of 10 companies 5 did not offer Compatible products

xx

“The internet is probably the thing that 

keeps me awake worrying at night, not 

the coffee, its just so cheap”, Sydney 

[PG] Franchisee

Average**

xx

xxxx

xxxx

Delta

xx

xx

xx
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CUSTOMER PREFERENCE: [PG] REPRESENTS A MORE EXPENSIVE OPTION THAN 

DIRECT ALTERNATIVES IN THE ITALIAN MARKET

*Based on Internet available information and in-cafe visits. NB Of xx companies x did not offer compatible products

**No delivery costs for these products

***The Price List is sent out to cafes from [PG] with a recommended price –[PG] cannot dictate price

Average bean 

price (PG)**

AUD

Average Bean 

Price (Italian)**

AUD

Ratio of PG: Italian

%

153

121
133.5 137 139 130.9

116.82

Coffeeman 

(Web)

Coffee 

Mate

(Web)

Coffee 

Equipment 

(Web)

Coffee 

World 

(Web)

Sydney 

Coffee 

Supplies

113

85.5 85.5 85 85.5 79.2
66.7

74% 71% 64% 62% 62% 61% 57%

[PG] list price***

xx

xx

xx%

Coffeefast 

(Web)

Only

Coffee
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CUSTOMER PREFERENCE: THERE ARE SIGNIFICANT BARRIERS TO ENTRY INTO THE 

MARKET (1 OF 2)

What do you need 

to believe

Evidence

•A company with a large retail footprint targets the high value high 

volume percentage of coffee machine refills that make up most of 

the [PG] cafe profit (50 coffees account for over 80% of coffee 

machines refilled today*)  or sells space to allow someone else to 

do so (e.g. Pacific coffee)

•Cafes could justify assigning approx 4m2 and 1FTE ([PG] average 

cafe space assigned to coffee storage) to refilling and servicing 

(average observed space for refill in [PG] Aus.)

•Cafes could provide sufficient training for the several tens of 

coffee machines and 70-80 coffees that account for over ¾ of 

products

•These cafes typically have higher turnover of staff than [PG], 

making the cost of training higher

* Interview with franchisee, Sydney, Adelaide

Model 

description

Distinctive competitive advantage

•A worst case scenario would be The Warehouse (3000 cafes in 

Aus. versus [PG] Aus. which has approx. 200) installing refilling 

stations in-cafe

•Interviews with cafe owners and non [PG] resellers suggest 

technical skills are both necessary for many coffee machines and 

change regularly as new coffee bean product life has reduced 

from 3 years to 2 years over the last 18 months, increasing the 

number of new coffee machines and heightening the importance 

of technical skills

Conclusions

•Anecdotal [PG] evidence suggests proximity to home is a big 

issue as need fulfillment is generally urgent (i.e. I‟ve run out of 

coffee, want to drink now)

•Building a similar sized franchise network would take 5-10 years 

at [PG] historical growth rate in a market already populated by a 

competitor

Large retail chain targets high volume coffees

•A company with a large retail footprint targets the high value 

high volume percentage of coffee machine refills that make 

up most of the [PG] cafe profit by reselling a compelling 

range of compatibles

•Sufficient third party coffee machines are available to offer a 

meaningful selection of most needed coffee machines

•Customers perception and value of the quality of the 

compatibles is lower than that of [PG]

•Return per m^2 justifies the creation and maintenance of this 

category

•IP issues prevent compatibles from being produced in many 

cases, reducing the range offered (anecdotally Pacific which 

accounts for 50% of coffee machines by volume has the 

strongest IP position)

•Interviews with cafe owners suggest it is likely that OEM 

Italian coffee manufacturers would look unfavourably on 

resellers proving beans, adding another barrier to entry

Retail chain competes with compatibles

•For many coffee machines the only option is a new OEM 

product or an coffee refill. This is likely to increase 

further as coffee manufacturers increase the IP in their 

coffee machines to fend of compatibles (e.g. new Italian 

coffee machines have a patented chip that measures 

coffee tank volume)
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CUSTOMER PREFERENCE: THERE ARE SIGNIFICANT BARRIERS TO ENTRY INTO THE 

MARKET (2 OF 2)

What do you need 

to believe

Evidence

•Another franchise system selling a comparable business 

model and product mix is set up and starts to compete 

with [PG]

•Master franchisees would choose to invest USDxxk + in 

competitor Master‟s versus other uses of capital

•Franchisees would choose to buy into [PG] competitor in 

spite of large [PG] cafe numbers and alternative franchise 

options

•[PG]ôs current scale serves as an impediment to the 

sales of high cost Master franchises. Selling cafes 

directly to franchisees without a Master would 

increase the cost of sales  for the Franchise system 

developer**

* Interview with franchisee, Sydney, Adelaide

** Further analysis is required to determine whether the incremental revenue streams might offset this cost

Model 

description

•Difficult to build a compelling case for Master Franchisees 

given the high number of [PG] cafes in Australia

•No new [PG] territories are available in Aus. All cafe 

growth will come from existing territories being divided up 

by their current owners 

•Building a similar sized franchise network would take 5-10 

years at [PG] historical growth rate in a market already 

populated by a competitor 

Conclusions

Replicate model

•Coffee users package their empty coffee machines into 

return express bags and send them to a refiller. They are 

then returned to the consumer.

•Coffee beans can be transported to central refilling station

•The cost of delivery and return of coffee machine does 

not impact the value offering 

•Consumers are comfortable buying over the web

•Interviews (Mr Black, co-founder) believes coffee 

machines travel very poorly, in particular in planes. This 

often leads to burst or damaged coffee machines.

•Cost of sending a parcel (Aus. Post) is AUDxx each way. 

The Average coffee refill cost at Project Geneva is 

estimated (interviews) to be AUDxx.

•Australia has one of the lowest broadband penetration 

rates in the OECD. There is a strong link between 

broadband penetration and internet commerce (McKinsey 

2002)

Internet

•The cost of sending and returning coffee machines 

(AUDxx versus average coffee refill price of AUDxx) 

serves as a barrier to others entering the game

Distinctive competitive advantage
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AUSTRALIA NEW ZEALAND FRANCHISE REVENUE RISKS

Comments on 

probability/impact

New cafe 

revenues 

Revenue 

per cafe 

Number 

of new 

cafes

Franchise 

fee per 

cafe

Royalty 

revenues

Root cause of risk occurrence 

•Insufficient or inadequate sales 

effort means the target of 12 cafes 

per year is not reached

•Probability and impact are low 

(worst case net impact net is 

zero cafe sales versus the 

planned 12 which will have a 

[PGAP] EBITDA impact (2010) of 

approx.  USD[XX])

•Franchise fee per cafe falls below 

USD[XX] (franchise fee of 

USD[XX] plus training fee of 

USD[XX] 

•Probability and impact are low 

(worst case net impact net is 

zero franchise fee per cafe 

versus the planned 12 which will 

have a [PGAP] EBITDA impact 

(2010) of approx.  USD[XX]

•Growth path slows down versus 

historical from any combination of 

internal/external pressures

•Reduced value proposition versus 

alternative investments

•Probability and impact are low 

(net [PGAP] EBITDA impact in 

2010 of no cafes sales versus 

the 12 planned is USD[XX] [12 

cafes at USD[XX] gross retail 

sales x 3% royalty]*)

•Probability and 

impact of occurrence 

for these risks are 

low

•Under a worst case 

scenario (0 sales per 

year versus 12 sales 

per year from 200X 

to 2010) the 

maximum annual 

EBITDA impact for 

each year 200X to 

2010 is~USD[XX]

* NB: Inventory sales have not been factored into this assumption as 70% of growth is NZ and Canada where this doesn‟t occur23



SCENARIO FOR AUSTRALIA/NZ/CANADA REVENUE RISKS

Forecast case

Worst Case

Revenue impact

USD XXX

Driver values

200XE 2010E

# cafes open one year plus

Same cafe sales growth

Percent

xx xx

xx xx

Cafes opened per year

Franchise fee (inc. training)

Master Franchises sold

Master fee

xx 0

xx xx

17.2 xx

NA NA

Revenue impact

USD XXX

Driver values

200XE 2010E

# cafes open one year plus

Same cafe sales growth

xx xx

xx xx

Cafes opened per year

Franchise fee (inc. training)

Master Franchises sold

Master fee

xx xx

xx xx

xx xx

NA NA

Assumes two cafes per 

year are opened across 

Aus/NZ/Canada (includes 

~40 opened since 200XAssumes No revenue growth 

against the forecast case 

(nor same cafe revenue 

drop)
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SECTION TWO: REVENUE RISKS TO ASIA
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SECTION TWO: REVENUE RISKS TO ASIA

* Net of Australasian COGS

Group 

EBITDA

France 

EBITDA

Aust./NZ 

revenues 

Other

Ongoing 

Royalties 

New cafes
[PGAP] 

EBITDA

Revenues

COGS

SG&A

UK 

EBITDA

[PGNA] 

EBITDA

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Revenues

COGS

Asian 

revenues 

European 

revenues 

Ongoing 

Royalties

New cafes

Ongoing 

Royalties

New cafes

Master 

Franchise 

fees 

Other

Section One: Revenues risks to Australia, 

New Zealand and Canada

200X(E) revenue contribution: $2.3m*

Section Two: Revenues risks to China, 

Hong Kong, Japan, Korea, Indonesia, India, 

Malaysia, Pakistan, Philippines, Singapore, 

Taiwan, Thailand, Vietnam 

200X(E) revenue contribution: USD 0.7m

Section Three: Austria, Benelux, Belgium, 

Central and Eastern Europe, Germany, 

Greece, Italy, Portugal, Republic of Ireland, 

South Eastern Europe, Spain, Switzerland, 

Middle East, Africa 

200X(E) revenue contribution: USD 2.5m

Section Four: [PGAP] SG&A.

200X(E): USD 2.200Xm

Section Five: Hypotheses to test for UK, 

France, North America 
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ASIAN ONGOING ROYALTY REVENUE RISKS ARE HIGH

Comments on probability/impact**

Ongoing 

Royalties 

Royalty 

fees per 

cafe 

Number 

of cafes

Gross 

revenues 

per cafe

% royalty

Root cause of risk occurrence 

•Potential new franchisees choose competing 

franchise

•Cafe profitability drops below threshold forcing 

closure (average price down X or volume 

down Y)

‒Competition erodes cafe revenues

‒Technology substitutes

‒Changes in consumer behaviour

‒Poor execution in cafe (responses to market 

changes)

•High probability of occurrence

•High impact 

•Probability and risks unclear 

given short trading history (XX 

cafes in Asia today)

•Price drops versus target driven by poor 

product pricing, or poor price response to 

competitors

•Medium impact and high 

probability

•Gross sales are not correctly reported on •Probability will be a function of 

visibility (unknown)

•Impact could be high

•High impact and high 

probability. 

•Volume drops versus target as existing 

customers fail to use coffee as in Aus./US:

•Lower per coffee consumption per month 

than Aus. (# pages or coverage per page)

•High impact and high 

probability

Product Mix: Volume drops versus target as 

product mix shifts from Italian to coffee

•Low probability (No evidence 

that Italian is dropping)*

Customer preferences different to Aus./US

•Lower number of coffee within catchment 

area

•Competitors/alternatives CVP stronger for the 

Asian market than [PG]

*See appendix for supporting analysis

Price per 

unit

Number 

of cust.

Units per 

customer

Discussed further on following pages

27



ASIAN NEW STORE REVENUE RISKS ARE HIGH

Comments on probability/impact

New cafe 

revenues

Revenue 

per cafe 

Number 

of new 

cafes

Franchise 

fee per 

cafe

Royalty 

revenues

Root cause of risk occurrence 

•Potential franchisees find alternatives more 

attractive

‒ Source lower quality product (e.g. 

coffees) and serve the local market 

‒ Other franchises

‒ Other businesses

•Probability is high and impact is significant

•Potential franchisees refuse to pay the fee 

demanded, pushing it down

‒ Insufficient capital to invest

‒ Insufficient return on capital

•Probability is high and impact is significant

•Year one royalties do not hit the targets set •While probability of not meeting target is 

high, impact is relatively low

•Poor financial oversight allows royalty leakage •While probability of not meeting target is 

high, impact is relatively low
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ASIAN FRANCHISE SALES AND SAME STORE REVENUES ARE FORECAST TO 

ACCOUNT FOR ALMOST ONE THIRD OF [PGAP] SALES BY 2010

* New and same cafe Royalties, training, other?

[PGAP] Profit and Loss (Fiscal ô05 Act.)

USDm

7.86

3.11

0.1-0.1

0.71

3.98

Net income Depr. SG&A COGS RevenuesInterest/ 

Tax

[PGAP]U Forecast revenues

USDm
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THIS IS DRIVEN BY THE LARGE NUMBER OF STORES FORECAST TO OPEN IN ASIA 

OVER THE COMING FIVE YEARS

Asia/Pacific (xx)

Australia/New 

Zealand (xx)

Europe (xx)

UK (xx)

France (xx) 

Other (xx)

Forecast cafe openings

Number of cafes

Asia/Pacific is forecast 

to have a higher growth 

rate than any other 

[PGAP] geography over 

the next five years

Source: [PGAP]_Client.xls

Cafes open 

(2010)
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TO SUCCEED AGAINST PLAN [PGAP] MUST DELIVER ON THREE DIMENSIONS

Description •[PGAP] must be able to identify and 

sell to 15+ master franchisees

Selling Master Franchises in Asia
Master Franchisees selling 

franchises

•Master Franchisees must succeed 

in selling franchises to almost one 

thousand local entrepreneurs by 

2010. There are currently 3 

franchises in Asia

Franchisees hitting the stated 

targets

Franchisees must hit the per cafe 

retail sales target set at USDxx per 

cafe

Potential 

issues 

•The forecast Master franchisee fees 

are high in relation to Asian GDP 

per capita rates. For example a 

Chinese Master Franchise, at 

USDxx represents a 35x multiple on 

GDP per capita. Conversely, for 

example, a German Master 

Franchise, at USDxx represents a 

5x multiple of GDP per capita

•[PGAP] will not be able to actively 

support Asian Masters in a 

meaningful way as no additional 

costs are being allocated 

•As for Master Franchisees, 

franchises represent a significant 

multiple of GDP per capita e.g. 

Indian Franchise fees are forecast 

to be USDxx representing a 3x 

multiple Australasian franchise fees 

are forecast to be USDxx per 

franchise representing a 0.3x 

multiple* 

•[PGAP] will not be able to actively 

support Asian franchises in a 

meaningful way as no additional 

costs are being allocated 

•As for Franchisees, the forecast 

spend represents a significant 

multiple to GDP per capita. 

Australasian spend per cafe is only 

2 times that forecast for Asia in spite 

of the population weighted GDP per 

capita for Asia being 200X times 

smaller (USDxx for Asian counties 

targeted by [PG])

*Discussions with [PGAP] management suggest one of the attractions of [PG] franchises in Australia is the lack of an alternative at a similar dollar entry point. I.e. there are 

many low price franchises (dog cleaning, cleaning, lawn mowing) and high price (e.g. Starbucks ~AUDxx) but little in between at the AUDxx to xx entry point 31



ONLY 2 OF OVER 15+* OF THE ASIAN MASTER FRANCHISES HAVE BEEN SOLD AND 

THE SALES CYCLE IS MUCH LONGER THAN AUSTRALIA

Papua New Guinea

Indonesia (No cafes)

Singapore

Malaysia

Brunei

Philippines

Japan

North Korea

South Korea

Mongolia

China

Laos

Vietnam

Kampu-chea

Thailand

ThailandIndia

Pakistan

Nepal Bhutan

Macao

Hong Kong

Afghanistan

Bangladesh

Taiwan
Burma

North China

Master Franchises sold

•Only xx of over xx Master 

franchises have been sold

•Harder environment to launch 

(e.g. Malaysia required a 

company to be set up for four 

years before franchising could 

start)

•Sales of Master Franchises 

has taken longer and language 

is one of the key issues ([PG] 

Aus. Comment) e.g. India, one 

of the largest potential market 

was targeted for Master sale 

over 12 months ago but has 

not yet sold

* Exact Master Franchise structure will be determined by those who approach [PG] 
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THOUGH LIMITED, INITIAL EVIDENCE SUGGESTS ASIAN GROWTH MAY 

TAKE LONGER THAN FORECAST

Source: [PGAP] data, [PGAP] interviews

Forecast Actual (to March 

0200X)

79

1

•Will sales of the 

remaining 79 cafes 

forecast for 200X 

close in the three 

quarters to the end 

of 200X?

•Interviews with 

[PGAP] 

management (Mr 

Bean) suggests this 

number will be 

closer to 20

Number of cafes open

Cafes opened 200X Calendar
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THE REGIONS LOW WEALTH AND INITIAL EVIDENCE SUGGEST ASIAN STORE 

ANNUAL REVENUES MAY BE LOWER THAN FORECAST

Source: CIA Factbook

GDP per capita

USD thousands

28.7

28

23.7

23.4

17.7

9

7.4

5

4.6

3.2

2.9

2.5

2.1

Hong Kong

Japan

Singapore

Taiwan

Korea

Malaysia

Thailand

China

Philippines

Indonesia

India

Vietnam

Pakistan

0

112

12

0

37

30

39

367

28

96

190

36

21

Cafes open (2010E)

Cumulative cafes

Many of the counties in 

Asia are significantly 

poorer than Australiaé.

éand the poorer ones 

represent a large 

proportion of the 

number of cafes

Australia GPS per capita 

(USDxx)

112

112

112

112

112

112

112

112

112

112

112

103

112

Forecast retail revenue per cafe

USD thousands per year

The regionôs low GDP per 

capita and limited per cafe 

evidence from Singapore 

suggest forecasts may be 

unrealistic

Australia (05E-10E) 

=(USDxx)

Singapore: 05 

calendar 

actual

All other 

countries 

forecast at 

USDxxk per 

year
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FORECAST ASIAN GROWTH RATES ARE OF THE SAME ORDER OF MAGNITUDE AS 

HISTORICAL UK, USA AND Australasian RATES

Growth Curve

Cumulative cafes

Absolute growth per 

year per capita

Cafes

0

200

400

600

800

1000

1200

1997 1999 2001 2003 2005 2007 2009

Australia (Act.)

(xx% CAGR, xx in x 

years)

USA (Act.)

(xx% CAGR, xx in x 

years

UK (Act.)

(xx% CAGR, xx in 

four years
Asia (Forecast)

(xx% CAGR, xx in x 

years)

0

50

100

150

200

250

300

350

1997 1999 2001 2003 2005 2007 2009

UK

USA

Australia

Aisa (E)

Forecast growth rates, both CAGR and absolute, are of the same 

order of magnitude as historical for UK, USA and Aus.
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ASIAN ROYALTY REVENUE RISKS: SCEANRIO CONSIDERATION

Forecast case

Worst Case

Driver values

200XE 2010E

Revenue impact

USDm

# cafes open one year plus

Revenue per cafe per yr

USD 000‟s

xx xx

xx xx

Cafes opened per year

Franchise fee

USD 000‟s

Initial training fee

USD 000‟s

xx xx

xx xx

xx xx

# cafes open one year plus

Revenue per cafe per Yr

USD 000‟s

Cafes opened per year

xx xx

xx xx

1 xx

(1) Assume 40% annual growth as seen in China (# of franchise cafes) 04-05, Compound over 5 years from base of 20 cafes (estimate by end of year from [PGAP]), (2) 

estimate for all training and franchise, (3) normalised Australasian by ratio of Asian weighted to Australasian GDP per capita (x200X), (4) half and spread out over all 200X 

years (twice as long as forecast)

Franchise fee

USD 000‟s

Initial training fee

USD 000‟s

xx xx

xx xx

Master Franchise fees

USD 000‟s

xx xx

Master Franchise fees

USD 000‟s

xx xx
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ASIA REVENUE RISKS DISCUSSION

3 of 15+ Master franchises have 

been sold, franchise forecasts to 

date have not been achieved (1 

franchise cafe opened vs xx 

target in 200X), revenues per cafe 

are 10% less than forecast

•Aggressive (xx cafes from March 200200X to 2010) is forecast. These figures are 

unrealistic and require further testing because:

‒ No incremental costs SG&A costs are forecast to drive this growth (flat at 

~USDxxm from 200X E to 2010 (E))

‒ Only three of 15+ Master Franchises have been sold

‒ Only 1 of the forecast 1200X cafes in 200X were sold

‒ 200X sales per cafe in Singapore are the only data available and are 10% 

lower than forecast in spite of being one of the wealthiest Asian nations

‒ The regions low GDP per capita and limited per cafe evidence from 

Singapore suggest per cafe revenue forecasts may be unrealistic

•To validate growth assumptions evidence of per cafe sales yield in poor companies 

should be validated

Worst case discussed here sees 

a negative EBITDA impact of 

USD10m in 2010 versus plan I.e. 

no revenue or cost contribution 

to [PG Group] EBITDA

Summary Comments

•Asia is forecast to contribute USDxxm to EBITDA in 200X. Discussions with 

[PGAP] suggest this figure will be closer to USDxxm due to slow franchise and 

Master Franchise sales

•One scenario (xx cafes in x years versus xx, revenue of USDxx versus USDxx, 

franchise fee of USDxx versus xx) shows a ~USDxxm impact on EBITDA in 2010 

versus forecast 2010

•An absolute worst case scenario where Asia contributes zero to EBITDA (200X to 

2010 inclusive) should be considered. This sees a reduction in 2010 EBITDA of 

over ~USDxxm
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SECTION THREE: REVENUE RISKS TO EUROPE
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SECTION THREE: REVENUE RISKS TO EUROPE

* Net of Australasian COGS

Group 

EBITDA

France 

EBITDA

Aust./NZ 

revenues 

Other

Ongoing 

Royalties 

New cafes
[PGAP] 

EBITDA

Revenues

COGS

SG&A

UK 

EBITDA

[PGNA] 

EBITDA

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Revenues

COGS

Asian 

revenues 

European 

revenues 

Ongoing 

Royalties

New cafes

Ongoing 

Royalties

New cafes

Master 

Franchise 

fees 

Other

Section One: Revenues risks to Australia, New Zealand 

and Canada

200X(E) revenue contribution: $2.3m*

Section Two: Revenues risks to China, Hong Kong, 

Japan, Korea, Indonesia, India, Malaysia, Pakistan, 

Philippines, Singapore, Taiwan, Thailand, Vietnam 

200X(E) revenue contribution: USD 0.7m

Section Three: Austria, Benelux, Belgium, Central and 

Eastern Europe, Germany, Greece, Italy, Portugal, 

Republic of Ireland, South Eastern Europe, Spain, 

Switzerland, Middle East, Africa 

200X(E) revenue contribution: USD 2.5m

Section Four: [PGAP] SG&A.

200X(E): USD 2.200Xm

Section Five: Hypotheses to test for UK, France, North 

America 
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EUROPEAN REVENUES ACCOUNT FOR USD 5.200XM (200XE) AND ARE FORECAST 

TO TRIPLE OVER THE COMING FIVE YEARS TO 2010

* New and same cafe Royalties, training, other?

[PGAP] Profit and Loss (Fiscal ô05 Act.)

USDm

7.86

3.11

0.1-0.1

0.71

3.98

Net 

income

Depr. SG&A COGS RevenuesInterest/ 

Tax

[PGAP] Forecast revenues

USDm
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ROYALTIES (USD2.7m) AND FRANCHISE/TRAINING FEES (USD1.200Xm) ACCOUNT 

FOR 7200X% OF EUROPEAN ROYALTIES (200XE)

Revenues to [PGAP] from Europe* 

USDm

* Including France and UK franchise fees

** Does not add to previous page due to rounding

200X(E) revenues are: 

•Royalties: USDxxm

•Training fee: USDxxm

•Unit transfers: USDxxm

•Franchise sales: USDxxm

•Master sales: USDxxm

Total: USDxxm*
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THIS IS GROWTH IS DRIVEN BY A TRIPLING IN THE NUMBER OF STORES

Europe (xx)

UK (xx)

France (xx) 

Forecast cafe openings (20XXE)

Cumulative number of cafes open

•Over half of the growth 

forecast in Europe is to 

come outside of France and 

the UK

•These figures include South 

Africa, the Middle East and 

Russia

Source: [PGAP]_Client.xls

Cafes open 

(2010)
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CURRENT EUROPEAN ROYALTY REVENUE RISKS

Comments on probability/impact

Ongoing 

royalties 

Royalty 

fees per 

cafe 

Number 

of cafes

Gross 

revenues 

per cafe

% royalty

Root cause of risk occurrence 

•Cafe profitability drops below threshold 

forcing closure (average price down X or 

volume down Y)

‒Competition erodes cafe revenues

‒Technology substitutes

‒Changes in consumer behaviour

‒Poor execution in cafe (responses to 

market changes)

•Low probability given historical cafe 

failure (4 of 10200X4 cafes have failed 

worldwide) and growing per cafe 

revenues and open market for cafes

•10% of [PGAP]‟s cafes failing (75 

cafes of 747) would lead to 

~USD0.43m impact to EBITDA 

through loss of royalties**

•Price drops driven by poor in-cafe price 

management (set by cafes), poor pricing 

response to competitors

•Medium probability

•Medium impact

•Royalty is not billed for or paid at 3% •Assume low impact/probability

•Low probability

•Could have significant impact on 

gross revenues

Price per 

unit

Number 

of cust

Units per 

customer

High risk

43

Customer preference: Volume drops as 

existing customers move to alternative de-

caffeinated drinks

• Health cafes, de-caffeinated, PG tips

Consumption per cust.: Volume drops as 

existing customers stop using the product. 

Potential causes include:

• Shift away from caffeine 

• Alternative technologies emerge 

(odourless beans)

• Product mix shifts from coffee to tea, or 

coffee to juice/OEM

• Supply side constraints impact ability to 

meet demand

•Low probability given trends in 

[coffee drinkers] (xx billion cups in 

200X) (including 100% per cup 

coverage on latte versus 15% flat 

white) and long tech cycle time (e.g. 

VOIP took 8-10 years to reach 

mainstream). No evidence of mix  in 

shift, some evidence of shift away 

from wait-to-fill could introduce empty 

coffee supply issues (currently xx% 

of people wait for refill)*

•Impact could be high



EUROPEAN NEW STORE REVENUE RISKS

Comments on probability/impact

New cafe 

revenues

Revenue 

per cafe 

Number 

of new 

cafes

Franchise 

fee per 

cafe

Royalty 

revenues

Root cause of risk occurrence 

•Potential franchisees find alternatives more 

attractive

•Source lower quality product (e.g. 

coffees) and serve the local market 

•Other franchises

•Other businesses

•Probability is high and impact is 

significant. Initial evidence suggest growth 

in number of new cafes is declining in 

Europe. It is unclear what alternatives 

exist for potential franchisees around this 

price point

•Potential franchisees refuse to pay the fee 

demanded, pushing it down

‒ Insufficient capital to invest

‒ Insufficient return on capital

•Probability is medium and impact is 

significant. No evidence to suggest this 

price is being challenged however as 

same cafe revenues decline franchisees 

will be less inclined to pay the existing rate

•Year one royalties do not hit the targets set •Probability of not meeting target is 

medium, impact is relatively low

•Poor financial oversight allows royalty 

leakage

•Probability is unclear but should be 

question given historical payment issues 

with the UK. Impact will be low

•Master franchise does not report or pass on 

[PGAP] component of franchise fees

•Some historical evidence and payments 

are outstanding in the UK. This risk will be 

reduced with the acquisition of [PGUK] 

and [PG France]. Probability of occurrence 

in the remainder of Europe is unclear.
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GROSS REVENUE PER STORE: ACTUAL ROYALTY AND PRODUCT PAYMENTS 

RECEIVED BY [PGAP]

2,530449

196

1,886

UK France Europe Total

Total royalty revenues paid to [PGAP] (Calendar 200X)* 

USD Thousands

* Includes royalties and product revenues. It is unclear whether these are revenues for [PG] inventory sales

Source: [PGAP]

74 8 18Percent by region

Percent
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GROSS REVENUE PER STORE: CONTINENTAL EUROPE IS SEEING SAME STORE 

GROWTH OF 12-20%

France

EU and other
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Dip over holiday season as 

in Australia

•Cafe numbers growing at an 

estimated 92% CAGR per 

year

•Revenues (total growing at an 

estimated 84% per year

•Underlying annual same-cafe 

growth has been estimate at 

20%**

•Cafe numbers growing at an 

estimated 128% CAGR per 

year

•Revenues (total growing at an 

estimated 49% per year

•Underlying annual same-cafe 

growth has been estimate at 

12%

Total royalty revenues * 

USD Thousands

Cumulative cafes open

Number of cafes

Total royalty revenues * 

USD

Cumulative cafes open*

Number of cafes

*Cash received by [PGAP], includes ~10% product royalties

**Assumes new cafes contribute 20% in their first year 46
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GROSS REVENUE PER STORE: CONVERSELY THE UK IS SEEING SAME STORE 

REVENUE DROPS OF ~20%

Total royalty revenues * 

USD Thousands

Cumulative cafes open

Number of cafes

UK

Additional analyses are required to clarify this:

•Why is total royalty sales falling at 3% (annualised) while analysts suggest its growing? Revenues 

reported at cafe level to Master? Revenues paid vs reported?

•Revenues reported from Master to [PGAP]? Revenues paid vs reported?

•Price per unit?

•Volume per customer per year?

•Customer numbers per year?

•Cafe numbers growing at 

an estimated 21% CAGR 

per year

•Revenues (total) declining 

at an estimated 18% per 

year

•Underlying same-decline 

growth has been 

estimated at ~20% CAGR

*Cash received by [PGAP], includes ~10% product royalties

**Assumes new cafes would have contribute one quarter of baseline (25% of 21% ~5%). Accordingly same cafe sales decline of 22% is required for a 18% absolute 

decline
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NEW STORES: FORECAST NUMBER OF STORES OPENED PER YEAR IS 

INCONSISTENT WITH HISTORICAL

UK

France

EU and other

73

112
90

18

3

32
27

6

25

60

89

2002 2003 2004 200X

2002 2003 2004 200X

2002 2003 2004 200X

Number of cafes opened per year 

USD Thousands

Forecast cafes openings (20XXE)

Cumulative number of cafes open

..buté

Growth 

declining

Growth 

declining

Growth 

slowing
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NEW STORES: MANAGEMENTôS BELIEF THAT NO ADDITIONAL COSTS ARE 

REQUIRED TO ADD OVER 1000 STORES SHOULD BE CHALLENGED

•Costs are forecast to increase by USDxxm over the next five years (3% CAGR)

•Cafe numbers are forecast to rise from xx (200XE) to xx (2010E) (xx% CAGR)

•Mr Blue and Mr Bean (New Franchise Sales [PGAP])) were interviewed and the 

figures above represent their belief that once Master Franchises are sold, the 

cafes will „sell themselves‟

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

0

200

400

600

800

1000

1200

1400

1600

1800

Total forecast SG&A costs ([PGAP], [PGUK] and 

[PG France]) 

USD Millions

Cumulative cafes open in Europe

Number of cafes

This dip is driven by a forecast 

reduction in France costs from 

200X to 200200X. This has not 

been explained

27% CAGR

3% CAGR
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FRANCHISE FEES : FRANCHISE FEES ARE LOWER THAN FORECAST

French License fee payable to [PGAP] for selected cafes*

USD thousands

Brest

Romans

Talance

Compiegne

Rennes

Angouleme

Le Harve

11.0

11.0

11.0

9.2

9.2

9.2

9.2

Average payable

USDxx

* Data was only available for these seven cafes

**  Assumed constant 200X-2010 in [PG]France

Forecast**

USDxx

USD xx 

lower than 

forecast

Data from from France 

suggests average actual 

franchise fees may be 

xx% lower than forecast 
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FRANCHISE FEES: THERE IS SOME EVIDENCE THAT MANY FRANCHISE FEES 

HAVENôT BEEN PAID 
INITIAL INSIGHTS

Sample Debtors Data from [PGAP]*

If paid by 

franchisee, why 

hasn‟t [PGAP] 

been paid?

Why are partial 

payments being 

made?

What is total 

outstanding? 

([PGAP] for Fiscal 

‟05 had 

Receivables of 

USD 1.8m up 

USD0.9m  from 

Fiscal ‟04)

•Further analysis and 

additional data and 

interviews are required to 

clarify and quantify the 

extent of the cash/accrual 

balance

•Note this data did not 

pass through Mr. Travolta 

(prior to his request to do 

so) and hence should be 

managed sensitively

•A back-of-the-envelope 

suggests 20-30% of fees for 

fiscal 05 were outstanding 

as at 200X

What are 

payment terms 

and who pursues 

outstanding 

([PGAP]/[PGNA])

?
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EUROPEAN REVENUE RISKS DISCUSSION

[PGAP] Europe forecasts are 

overly optimistic and inconsistent 

with trends. The UK is the core 

[PGAP] European revenue stream 

(USDxxm 200XA ) and royalties 

are declining at 20% per year. 

Growth in cafes sales is slowing 

and insufficient costs have been 

assigned to turn the trend 

around. Additionally actual 

franchise fees are lower than 

forecast and taking up to two 

years to be paid.

•The UK accounts for over 70% (USDxxm) and this royalty stream is falling at a 

rate of 17% per year

•Cafe growth (new cafes per year)in the UK and Europe is declining and European 

growth is slowing

•An aggressive cafe growth plan sees an additional ~1000 cafes added in Europe 

over the coming five years to 2010. Only USDxxm additional SG&A cost has been 

added to achieve this

•Data from France suggests that actual fees paid for cafe licenses are up to 40% 

(USDxx) lower per cafe than forecast. This raises questions around the validity of 

other nation‟s franchise fees that form a large percentage of future revenues

•There is some evidence that fees are booked to sales but remain unpaid for over 

two years in some cases. The quality if the receivables line in the [PGAP] balance 

sheet should be assessed and payment terms understood

Summary Comments
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EUROPEAN REVENUE RISKS: SCEANRIO CONSIDERATION

Forecast case

Worst Case

Driver values

200XE 2010E

Revenue impact

USDm

# cafes open one year plus

Revenue per cafe per yr

USD 000‟s

xx xx

xx xx

Cafes opened per year

Franchise fee*

USD 000‟s

Initial training fee

USD 000‟s

xx xx

xx xx

xx xx

# cafes open one year plus

Revenue per cafe per Yr

USD 000‟s

Cafes opened per year

xx

xx

xx

*Estimated average inc. training fee

(1) Assume xx

Franchise fee

USD 000‟s

Initial training fee

USD 000‟s

xx

xx

To complete
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SECTION FOUR: RISKS TO [PGAP] SG&A
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SECTION FOUR: RISKS TO [PGAP] SG&A

* Net of Australasian COGS

Group 

EBITDA

France 

EBITDA

Aust./NZ 

revenues 

Other

Ongoing 

Royalties 

New cafes
[PGAP] 

EBITDA

Revenues

COGS

SG&A

UK 

EBITDA

[PGNA] 

EBITDA

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Revenues

COGS

Asian 

revenues 

European 

revenues 

Ongoing 

Royalties

New cafes

Ongoing 

Royalties

New cafes

Master 

Franchise 

fees 

Other

Section One: Revenues risks to Australia, New Zealand 

and Canada

200X(E) revenue contribution: $2.3m*

Section Two: Revenues risks to China, Hong Kong, 

Japan, Korea, Indonesia, India, Malaysia, Pakistan, 

Philippines, Singapore, Taiwan, Thailand, Vietnam 

200X(E) revenue contribution: USD 0.7m

Section Three: Austria, Benelux, Belgium, Central and 

Eastern Europe, Germany, Greece, Italy, Portugal, 

Republic of Ireland, South Eastern Europe, Spain, 

Switzerland, Middle East, Africa 

200X(E) revenue contribution: USD 2.5m

Section Four: [PGAP] SG&A.

200X(E): USD 2.200Xm

Section Five: Hypotheses to test for UK, France, North 

America 
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[PGAP] COSTS HAVE BEEN RISING AT A MUCH GREATER RATE THAN FORECAST

Source: [PGAP]

888

1,234

1,986

2,212

3,113

3,591

2002 2003 2004 200X 200E2001

[PGAP] SG&A Costs (Fiscal year)

AUDm

Average 

forecast SG&A 

Cost (200X to 

2010) is ~ USD 

$2.7m

•Costs are on track to exceed 

targets by approximately 

USDxxm forxx (Calendar)

•Discussion with [PGAP] 

management suggests these 

overruns are attributed to 

recent legal and accounting 

costs however when specific 

costs were asked for they 

contributed little more than 

AUDxxk to the cost line 

•This requires further work to 

understand actual costs 

incurred in calendar 05

32% CAGR
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COST BASE FOR [PGAP] (2004)

2052155

22
31384040

44
46

47
49

50

351

128
75

51

885

Wages & 

Salaries

Source: [PGAP]_Assessment Document.xls

Rent LAP 

Payments

Promos & 

Expos

Super. Computer 

Expenses

Travel & 

Accom.

Legals -

Litigation

Wages -

Payroll Tax

Legals -

Franchise

Printing & 

Stationery

Legals -

Trademarks

Telephones Motor 

Vehicles

InsuranceOther Total

“We‟ll be cutting back on this from 

now on as the guys in the UK 

start managing Europe”, Mr Blue 

- Founder

Outstanding questions are:

•What are the cause of the cost increases from fiscal 04 to 0200X?

•Clarify periods

•What direct time and cost (FTE costs, travel) are directly attributable to European or Asian growth?

•What costs/resources are required to run the Australia/New Zealand business on a steady state basis?

“I could do with another person to 

help me manage the growth in 

Asia”, Mr Bean, Franchise Growth

“We own the buildings so the rent 

comes back to us anyway”, Mr 

Blue - Founder

“Local Area Payments go local 

marketing”, Mr Blue - Founder

“We‟ve got 17 people here and 

four at the warehouse”, Mr Blue -

Founder

“Legal costs may grow, this is a 

very litigious industry”, Mr Blue -

Founder

FTE driven costs (72%)
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[PGAP] SG&A COSTS RISKS DISCUSSION

SG&A costs have growing at xx% 

CAGR for 5 years and now represent 

almost USDxxm. Ownership of costs 

associated with growing the 

European cafe base is unclear

•SG&A costs have been growing at 32% CAGR for 5 years and now represent 

almost USDxxm

•There is a strong belief amongst the [PGAP] management team (Mr Blue, Mr 

Black and Mr Bean) that the forecast cost base (USDxxm) for 200X to 2010 will 

be adequate to support the growth of over 1000 cafes in Asia Pacific between 

today (Q1 200200X) and 2010

•Ownership of costs associated with growing the European cafe base is unclear. 

Mr Blue spoke of handing this over to the Australian office though no timeline 

has been set. If this does occur it is unclear whether cost will be removed from 

the Australasian office and at what rate

•People driven costs account for xx% of the cost base and could be removed 

within months, subject to labour laws, if demand for growth or maintenance of 

steady state was not required

Worst case is USDxxm in 200X 

Calendar, USDxxm in 2010

Summary Comments

•A worst case scenario sees costs of USDxxm (200X Calendar) growing to over 

USDxxm if the current growth rate is not arrested
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SECTION FIVE: HYPOTHESES TO TEST FOR 

UK, FRANCE AND NORTH AMERICA

59



SECTION FIVE: HYPOTHESES TO TEST FOR UK, FRANCE AND NORTH AMERICA

* Net of Australasian COGS

Group 

EBITDA

France 

EBITDA

Aust./NZ 

revenues 

Other

Ongoing 

Royalties 

New cafes
[PGAP] 

EBITDA

Revenues

COGS

SG&A

UK 

EBITDA

[PGNA] 

EBITDA

Revenues

COGS

SG&A

Revenues

COGS

SG&A

Revenues

COGS

Asian 

revenues 

European 

revenues 

Ongoing 

Royalties

New cafes

Ongoing 

Royalties

New cafes

Master 

Franchise 

fees 

Other

SG&A

Section One: Revenues risks to Australia, New Zealand 

and Canada

200X(E) revenue contribution: $[xx]m*

Section Two: Revenues risks to China, Hong Kong, 

Japan, Korea, Indonesia, India, Malaysia, Pakistan, 

Philippines, Singapore, Taiwan, Thailand, Vietnam 

200X(E) revenue contribution: USD[xx]m

Section Three: Austria, Benelux, Belgium, Central and 

Eastern Europe, Germany, Greece, Italy, Portugal, 

Republic of Ireland, South Eastern Europe, Spain, 

Switzerland, Middle East, Africa 

200X(E) revenue contribution: USD[xx]m

Section Four: [PGAP] SG&A.

200X(E): USD[xx]m

Section Five: Hypotheses to test for UK, France, North 

America 
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HYPOTHESES TO TEST FOR UK, FRANCE AND NORTH AMERICA

Hypothesis Suggested analysis

Discussion

[PG] UK

[PG France]

[PG] North 

America

•Cost controls and accountability 

against revenue growth versus cost 

growth is fragmented globally

•Payment terms are unclear and 

fragmented globally and there are 

over USD1m in questionable debts 

on the UK balance sheet

•A large percentage (GBPxx of xx) of 

sales are inventory to cafes. This 

account is an attractive target to 

competitors

•Who is responsible for costs and revenues ([PGAP] and 

[PGNA]) from the UK?

•What are the triggers for the addition of new costs? What 

are the triggers for the elimination of costs if revenue targets 

are not achieved

•What is the outstanding balance from license fees for 200X 

and 200X Calendar year?

•What percentage of cafes pay fees on signing? Within 1 

month? 3 months? 12 months?

•What is the quality of the receivables?

•Does [PGNA] have exclusivity of supply to cafes?

•Is [PG] pricing of the high volume lines to these cafes 

high/low/comparable to competitor products

•Is there one other supplier who could meet the 

volume/time/product mix/price requirements for these lines
•Costs are unrealistic against growth 

projections

•~50 % of net revenues revenues are 

in inventory. This account is an 

attractive target to competitors

•Cost controls and accountability 

against revenue growth

•Does [PGNA] have exclusivity of supply to cafes?

•Is [PG] pricing of the high volume lines to these cafes 

high/low/comparable to competitor products

•Is there one other supplier who could meet the 

volume/time/product mix/price requirements for these lines

•See [PG] UK above

•Mr Blue and Mr Aqua are „sharing‟ 

leadership which raises questions 

about ultimate accountability

•Cost and revenue accountability

•Interview with Mr Blue and Mr Aqua, independently on 

cost and revenue management controls. Cost and 

revenue centres should be explicitly assigned where 

possible and accountabilities understood

[PG] North Group

•Why have cafe sales numbers declined ? What has been 

the Master time commitment required to grow cafe 

numbers in France
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APPENDIX

Australasian Pricing/Consumption and Product 

Mix Study



PRICE: PRICE WILL NEED TO BE CAREFULLY MANAGED

*Prices were asked of staff at Coffee World, Ponsonby, Franklin St, Vernon St, Richmond Rd (all cafes are in Sydney)

**Using P&L Proforma, USDxxk per month cafe

***Assumes a price drop in Australia, New Zealand and Canada

Pricing practices at 

cafe level in Project 

Geneva*

Pricing policy and 

process

Estimated impact of 

price shifts at cafe 

level

•Price lists are provided by [PGAP] to franchisees

•Prices are RRP (Recommended Retail Price) and CANNOT be fixed by [PGAP] 

because of anti-competition laws 

•[PGAP] does not have visibility into transaction level pricing because of a lack of POS 

(Point of sale) system

•10% average price 

reduction**

100 100 100 90
70

Price offered for a XP2000 remanufactured coffee machine

AUD

[PG] List price = AUD100

Cafe 1 Cafe 2 Cafe 3 Cafe4 Cafe 5

Initial research suggests 

pricing practice is variable

Cafe impact [PGAP] EBITDA impact***

•20% average price 

reduction**

•Cafe EBITDA reduces from 

USDxx to USDxx

•Cafe EBITDA reduces 

from USDxx to a USDxx 

loss

•[PGAP] EBITDA reduces by 

USDxxm from USDxxm 

(200XE) to USDxx9m

•[PGAP] EBITDA reduces 

by USDxxm from 

USDxxm (200XE) to 

USDxxm (200XE)

•Conclusions: Cafes become unprofitable with a large price drop and are therefore strongly 

incented to price well. Additionally [PGAP] risk is distributed across geographies
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CONSUMPTION PER CUSTOMER: THERE IS NO EVIDENCE OF A SHIFT IN MIX 

HISTORICALLY

0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2

0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4

0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4

Jan Feb Mar April

Other (OEM, beans, 

milk products, 

other)

% of total

coffee refills

% of total

Italian Refills

% of total

100%=

Coffee machines 

account for 40% 

of the mix and this 

mix is remaining 

stable

Australasian Retail sales 200X

AUD thousands

May June July Aug Sept Oct Nov Dec

3.4 4.0 4.4 4.2 4.5 4.3 4.1 4.7 4.3 4.4 4.4 3.7

*Queensland, New South Wales, Victoria, South Australia 
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CONSUMPTION PER CUSTOMER: VOLUME GROWTH IS LIKELY TO COME IN 

COFFEE PRODUCTS 

Net market 

volume

Current 

PC users

New PC 

users

Consumer 

and SOHO

SME

Corp.& 

Govt. 

Current 

[PG] 

customers 

Other 

customers

Italian 

customers 

coffee 

customers 

Existing 

uses 

New uses 

•No changes in consumption have been 

identified

•ñExplosive use in coffee machine 

usage is driving significant growth in 

coffeeò, Information Memorandum

•Only 23% of coffee* available from leading 

retailers are Italian based

•Australia has one of the highest rates of 

household coffee consumption in the world”,

•“Most analysts agree that there is at least one 

coffee machine installed for each PC”, 

Information Memorandum

•Project Geneva‟s price advantage is not 

clear to consumers. 

•Higher penetration of Italian and clearer 

value proposition offered by account 

managed direct companies (~15% 

discount on [PG]) 

•Higher penetration of Italian and clearer value 

proposition offered by account managed direct 

companies (~15% discount on [PG]) 

Comments on growth
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This investment document was prepared by Temple Capital Investment Specialists.

Temple provides specialist solutions-based advice that allows complex capital investment decisions to be made with confidence. We provide 

this advice to a range of leading Australasian clients including private equity funds, debt funds and major corporates who are considering 

investments in the range of $US10 million to $US100 million. We define the opportunities present in each investment and explore alternatives 

that can maximise returns and minimise risk.

What makes us unique?

Temple works differently from the traditional sources of investment advice. Our independence is very important because it means our fees 

aren‟t influenced by the final investment decision, so you can be assured our solutions are objective. As a smaller company our services are 

significantly more cost effective than top tier consulting firms. And because we have extensive experience in both risk and opportunity 

assessment we provide a more customised appraisal than firms that apply formula driven solutions.

Letôs talk

For an in-depth assessment of your next investment decision or for further information on our services, 

please call Paul Winton on +64 9 376 6581.
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