STATE or THE VENDING
INDUSTRY REPORT

Operators restructure
to improve efficiencies

As the recession worsens in 2009, changes
made in 2008 minimize bottom line losses;
more operators invest in technology.

By Elliot Maras, Editor

he Great Recession has led CHART 1: INDUSTRY REVENUE IN BILLIONS, 10-YEAR REVIEW
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CHART 3: MACHINES BY LOCATION, 4-YEAR REVIEW
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CHART 4A: STAFFING CHANGES,
2-YEAR REVIEW

@® 2008 @ 2009

Added

Reduced

No change

Operators responded with a
slew of profit protection measures,
first reported in last year’s State of
the Vending Industry Report and
continuing through 2009. As a
result, operators posted healthier
profits in 2009 than 2008, accord-
ing to the National Automatic Mer-
chandising Association (NAMA)
2010 Profit Report, which measures
2009 performance.

The NAMA report, which
unlike the Automatic Merchandiser
survey examines operating ratios,
found that operators improved
gross margins in 2009 which
allowed them to improve pre-tax
profits over 2008. The NAMA
report noted that the ability to
maintain margins in the face of
declining sales was the major

@ Restaurants, bars,

12.6%
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homes

@ Universities, colleges
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2.0%
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CHART 4B: AREAS WHERE STAFF
WAS REDUCED, 2-YEAR REVIEW

@® 2008 @ 2009

Sales

Delivery

Repair

Warehouse

Office

reason firms were able to improve
profits in a down market.

The NAMA report is based on a
more limited operator base than the
AM survey. However, both surveys
found the sales decline was larger in
2009 than 2008, and that the decline
affected all key product segments.

The NAMA report found that
pre-tax profit margin for a “typical”
firm doing more than $2 million in
sales was 1.5 percent in 2009 com-
pared to 0.5 percent in 2008.

The AM State of the Vend-
ing Industry Report is based on

Elementary, middle,
high schools

Military bases

@ Correctional facilities
@ Other

5%

2009

CHART 4C: AREAS WHERE STAFF
WAS ADDED, 2-YEAR REVIEW

@® 2008 @ 2009

Sales

Delivery

Repair

Warehouse

returned email questionnaires sent
to more than 9,000 operators in the
magazine’s subscription list, which
generated a 13 percent response.

UNEMPLOYMENT HURTS SALES

High unemployment not only
decimated work place populations, it
also caused those workers who were
not laid off to cut back on spending.

Hence, vending sales took a hit
on two fronts: fewer people to buy
products, and those who did buy
bought less.

Vending, being primarily a
work place service, suffered more
from the employment fallout than
foodservice in general. The National

CONTINUED »
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CHART 5: ACQUIRED OR DIVESTED
BUSINESS, 2-YEAR REVIEW

® 2008 @ 2009
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CHART 6: STRATEGIES FOR HANDLING
HIGHER COSTS, 2-YEAR REVIEW

@® 2008 @ 2009
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CHART 7: SEGMENTS WHERE PRICES
WERE RAISED, 2-YEAR REVIEW

® 2008 @ 2009
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Condoms
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service vending

Restaurant Association (NRA)
reported overall foodservice sales
fell 2.9 percent in 2009 in inflation-
adjusted terms, marking the worst
loss since NRA began tracking sales
in 1971, but less than a third the loss
suffered by vending. Hence, vendors
had to compete with channels that
faced less bottom-line pressure.

OPERATORS RAISE PRICES
The Great Recession has
ushered in the longest period of
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CHART 8A: ADJUSTED PRODUCT MIX
TO REDUCE DELIVERIES IN 2009
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CHART 8B: FOR THOSE WHO
REDUCED PRODUCT VARIETY,
REDUCED IN THE FOLLOWING AREAS:

@ Candy/snacks/ @ Manual
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® Vended food @® OCS

@ Cold beverages Kiddie rides

@ Ice cream @ Hot beverages
Milk Sundries/

® Games toiletries

@ No answer

14.3%

14.9%

vending price increases in recent
history, even though the gains fell
far short of making up for the unit
sales declines. In 2007, 2008 and
2009, operators raised prices in all
product segments.

Raising prices was the most
common profit improvement mea-
sure operators took in both 2008
and 2009, as indicated in chart 6.

Operators raised prices on candy
and snacks more than any other cat-
egory and more than in the previous
year, despite the fact that there were
fewer manufacturer price increases
in 2009 than 2008.

With costs rising in other areas,
such as payroll, vehicles, benefits
and equipment, operators rec-

CONTINUED »
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ognized they needed to be more
aggressive raising prices than they
were in the past.

Operators found location manag-
ers more accepting of price increases
than before the Great Recession, but
consumers remained resistant, even
though other retail outlets charged
more for comparable products.

OPERATORS ABSORB HIGHER COSTS
Absorbing the cost was the sec-
ond most common profit improve-
ment measure in both 2008 and
2009. The fact that cost absorption

INDUSTRY REPORT

ranked so high among profit protec-
tion measures demonstrates how
few choices operators had to meet
the challenges they faced.

Reducing service frequency
was the third most common mea-
sure in 2009, whereas in 2008,
reducing unprofitable accounts
was number three.

In 2009, culling unprofitable
accounts ranked fifth.

One explanation is that opera-
tors identified most of their unprof-
itable accounts in 2008.

An analysis of survey data

CHART 9: SHARE OF SALES BY CATEGORY, 4-YEAR REVIEW

revealed that while sales declined
more in 2009 than 2008, the num-
ber of accounts served on average
was level with the prior year.

PAYROLLS CUT, BUT IN DIFFERENT AREAS

Staffing cuts continued in 2009
at a similar level as 2008. Layoffs of
delivery personnel were less com-
mon in 2009 as in 2008. Operators
reduced routes more in 2008, and
in 2009 they sought other areas to
cut. More cut sales, warehouse and
repair positions in 2009.

MEDIUM-SIZE VENDORS HURT THE MOST
The medium-size operators,
those with $1 million to $5 million

@ 2006 @ 2007 ® 2008 @ 2009 . .
in annual sales, continued to lose
Cold %ggoﬁ sales to small (u.nc'ler $1 millio.n).
beverages 28.5% and large ($5 million to $10 million)
29.6% competitors in 2009, as indicated in
30:/° chart 2. Where medium-size opera-
Manual 30% .
foodservice 30% tors once did more aggregate sales
27.4% than large operators, the overhead
Candy/ 11;.))0/1% for a medium-size operation has
snacks/ 19‘£ increased to the point that more
confections 21% sales are necessary to cover the
4.5% overhead.
ocs 44‘_5;/;’/0 Rising unemployment fed vend-
5.2% ing startups in 2009, driving up the
6% number of small operators. Small
Vend food gg:/f’ operators enjoy the advantage of
5.1% lower overhead.
4.6%
b Hot 4.5% CHART 10: PROJECTED SALES BY CATEGORY, 4-YEAR REVIEW
everages 4.4%
4.1% PERCENT REVENUE CHANGES
%g:ﬁ’ 2006 2007 2008 2009 2006 2007 2008 2009
Milk 1:6"’/: Cold beverages $6.42B $6.61B $6.288B  $5.87B 12% 29% -5.0% -85%
1.7% Manual foodser-  6.762 6.963 6.62 5.437 2.9 29 49 -178
1.5% vice
1.5% Candy/snacks/ 4.305 441 4.19 4.167 355 2.4 -4.9 -0.05
Ice cream g1 4% confections
1.6% ocs 1014 1067 108 1043 | 356 52 12 -34
8'23’ Vend food 1.352  1.369  1.28 1.012 | -003 1.2 -65 -20.9
Cigarettes 0:60/: Hot beverages 1.037 1.044 0.97 0.813 -1.2 0.06 -70 -l6.1
0.7% Milk 0.36 0.371 0.35 0.337 2.8 3.0 -5.6 -3.7
3.6% Ice cream 0.338 0.348 0.31 0.317 3.0 3.0 -10.0 2.2
Other* Th Cigarettes 0135 0.139 0.3 0.14 30 29 64 77
36% Other 0856 0882 084 0713 | 30 3.0 -47 -151

*Includes cooperative service vending, music, games, bulk vending, bottled water,
sundries, toiletries, condoms, kiddie rides, and other foodservice revenue.
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In 2009, pricing pressure from
small operators who could offer
lower prices (if not the best service)
was as fierce as ever.

The extra large companies,
while having more capital resources
to invest in salaries, equipment and
technology, suffered from the fall-
out in manual feeding more than
other companies in 2009.

Manual feeding took the biggest
hit of all product segments in 2009,
declining 17.8 points, as indicated
in chart 10. This explains the loss

CHART 11A: EXPANDED INTO NEW
SERVICES, 2-YEAR REVIEW
@® 2008 @ 2009

Yes

No

CHART 11B: IF YES, WHICH SERVICES?
@ 2008 @ 2009

0oCcs

Water
service

Catering

Manual
foodservice

Wholesale
distribution

Drop shipping
via courier

Bulk

Other

STATE OF THE VENDING

of market share of the extra large
companies, which do most vending-
related manual feeding.

Technomic, a foodservice

INDUSTRY REPORT |«

research firm, also reported a dou-
ble digit percent drop (10 percent)
in business and industry foodser-
vice sales in 2009.

CHART 12: TECHNOLOGY UPGRADES, 2-YEAR REVIEW*

2008 2009
Installed bill recyclers 25.0% 17.5%
Invested in remote monitoring 8.0% 10.0%
% of machines equipped with cashless readers 1.8% 2.3%
* Numbers for 2008 have been revised from last year’s report due to additional data.
CHART 13A: COLD BEVERAGE MACHINES BY TYPE,
BOTTLERS AND VENDORS, 4-YEAR REVIEW
BOTTLER OWNED
TYPE 2006 2007 2008 2009
Can closed front 1,000,000 1,000,000 974,000 950,000
Bottle closed front 1,030,000 1,030,000 1,030,000 1,000,000
Combo bottle & can closed front 378,000 378,000 378,000 350,000
Glassfront 118,800 153,000 180,000 195,000
Cup 0 0 0 0
TOTAL 2,527,000 2,561,000 2,562,000 2,495,000
VENDOR OWNED
TYPE 2006 2007 2008 2009
Can closed front 830,000 830,000 827,000 820,000
Bottle closed front 115,000 115,000 115,000 110,000
Combo bottle & can closed front 42,000 42,000 42,000 42,000
Glassfront 16,200 17,000 20,000 25,000
Cup 15,000 13,000 11,000 8,000
TOTAL 1,018,000 1,017,000 1,015,000 1,005,000
CHART 13B: COLD BEVERAGE SALES, 4-YEAR REVIEW
% OF SALES
TYPE 2006 2007 2008 2009
Can 23.5% 25.0% 27.0% 29.0%
Bottle 76.0 74.5 72.6 70.7
Cup 0.5 0.5 0.3 0.3
PROJECTED TOTALS
TYPE 2006 2007 2008 2009
Can $1.509B $1.653B $1.69B $1.7B
Bottle 4.882 4.928 4.56 4.11
Cup 0.032 0.033 0.018 0.017

Editor’s Note: These totals only apply to the volume sold by vending operators, not bottlers.

CHART 13C: AVERAGE COLD BEVERAGE PRICES, 4-YEAR REVIEW

TYPE 2006 2007 2008 2009
Can 67¢ 69¢ 69¢ 71¢
Bottle $1.08 $1.10 $1.15 $1.25
Cup 66¢ 70¢ 70¢ 70¢

CONTINUED »
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Following is a summary of the
main product segments.

COLD DRINKS: THE MARKET CHANGES
Vending operators raised cold

beverage prices more aggressively

in 2009, driven by supplier price

INDUSTRY REPORT

CHART 14A: CANDY/SNACK/CONFECTION MACHINES, 4-YEAR REVIEW

2006 2007

2008

2009

Projected Total 1,328,760 1,328,760

1,320,000

1,315,000

CHART 14B: TOTALS BY CATEGORY AND SUBCATEGORY

. . % SALES CHANGES
increases. However, unit sales 2009
declined due to fewer machines SHARE
and consumer resistance to price PROJECTED % SALES OF CHANGE | REVENUE  UNIT
. . REVENUE TOTAL FROM 2008 | CHANGE CHANGE
increases. Operators began pulling e $1.375B | 33% -0.33%  -1.50% | -8:34%
machines in 2008 in response to Chocolate candy 0965 2317  -05 2.6 -8.61
declining population counts. This Gum 0.062 15 0.12 87 4.02
trend continued in 2009. Mint/hard roll 0037 0.09 001 | 1212 1.44
Operators also continued to face  Non-chocolate 0.291 7 -0.43 -6.4 -12.57
a consumer that resists paying the
same price for a product from a vend- $2.792B  67% 0.34% -0.2% -5.03%
ing machine as at a retail store. Total nutrition snacks 0.116 0.028 0.004 16 9.42
Consumer price resistance Breakfast bars, cereal, fruit snacks, functional bars,
once again drove more vending nutritional pretzels, granola bars, rice cakes, trail mix
operators to switch from 20-ounce Baked goods 0.86 20.64 -0.01 -0.5 -5.19
bottles to cans, continuing a trend Cakes/brownies, cereal snack.s, créme-filled cake., Danilsh,
. donuts/gems, honey buns, misc. (Poptarts), muffins, pies,
that began in 2007. Operators hold regular cookies, sandwich cookies, sweet rolls, unfilled cakes
mixed views about offering cans  ¢raciers 0208 5 045 | -88 1395
instead of bottles. Many operators Regular crackers 0.139 3.3 -0.05 2.2 -11.07
believed that cans offer a better Sandwich crackers 0.072 1.73 046 | -20.8 -18.1
perceived value to a more cost con-  Food snacks 0.041 0.09 0.02 41.38 14.72
scious customer. Meat snacks 0.034 0.083 0.02 30.7 18.06
Some further noted that govern- Meat and cheese 0.007 0.018 0.018 40 1.73
ment agencies levied deposit fees Nuts and seeds 0.0595 143 -0.04 -3.25 -8.51
on 20-ounce bottles that did not Almonds, cashews, mixed nuts, peanuts, pistachio nuts,
apply to cans. pumpkin seeds, sunflower seeds
The majority of operators did Salty snacks 1.517B  36.42 0.54 0.93 -4.47
not make the switch to cans. how- Cheese curls, corn/tortilla chips, onion rings, popcorn, potato chips,
7 potato sticks, pretzels, snack mix, misc.
ever. Many noted that while the
profit margin was better with cans
on a percentage basis, the dollar CHART 14C: AVERAGE NUMBER OF ITEMS STOCKED IN CANDY/SNACK
margin was lower. MACHINES, 2-YEAR REVIEW
2008 2009 % CHANGE
GLASSFRONTS INCREASE MORE SLOWLY CONFECTIONS 12.4 13.2 5.6%
Mitigating the decline in cold Chocolate candy 8.4 8.9 5.7
beverage sales once again in 2009 Gum 1.5 1.6 3
was the continued expansion of Mint/hard roll 1.3 1.4 11.3
glassfront beverage machines, Non chocolate candy or toffee 1.3 1.4 2.8
which typically offer more variety
and better merchandising. However, S\ 26.9 27.1 0.6
the glassfront expansion in 2009 Nutrition snacks 1.4 1.7 24.7
lost momentum compared to prior Baked goods 8.3 7.5 -8.8
years since cold drink bottlers, Crackers 2.8 2.7 -2.8
which provide most glassfronts to Food snacks 0.4 0.4 -0.8
vending operators, cut back on their ~ Nuts and seeds 0.8 0.9 10.2
Salted snacks 13.4 13.9 4.2

equipment expenditures.
CONTINUED »
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INDUSTRY REPORT

CHART 14D: TOP 20 CANDY/SNACK/CONFECTIONS IN DOLLAR SALES,

4-YEAR REVIEW

AVERAGE SELLING PRICE

1-YEAR 1-YEAR
PRODUCT 2006 2007 2008 cHANGE 2009 CHANGE

1 Masterfoods USA 1.74-0z. M&M'’s 71¢ 73¢ 77¢ 5.3% 84¢ 9.09%
Peanut

2 Masterfoods USA 2-o0z. Snickers 70 73 76 5.08 83 9.21
Original

3 Masterfoods USA 2-o0z. Twix Bar 71 73 78 6.59 85 8.97

4 Frito-Lay 1.75-0z. Doritos Nacho 78 79 80 1.39 83 375
Cheesier Big Grab

5 Frito-Lay 1.5-0z. Ruffles Cheddar NA 71 81 247 85 494
& Sour Cream

6 Frito-Lay 1.5-0z. Lay’s Chips 76 77 79 247 81 253

7 Masterfoods USA 2.13-o0z. 68 71 77 875 84 9.09
Three Musketeers Original

8 Kellogg/Keebler 3.6-0z. Poptarts 81 84 88 4.5 91 341
Frosted Strawberry

9 Frito-Lay 2.125-0z. Cheetos Crunchy 79 80 80 022 82 2.5

10 Kellogg/Keebler 2-0z. Famous Amos 68 71 79 792 87 10.12
Chocolate Chip Cookies

11 Masterfoods USA 2.17-oz. Skittles 74 76 79 359 87 10.12

12 Kellogg/Keebler 1.7-oz. 74 77 78 1.73 84 769
Rice Krispies Treat

13 Kellogg/Keebler 1.5-0z. Cheez-It 55 57 61 744 69 13.11

Original

14 Frito-Lay 1.75-0z. Cheetos Crunchy

NA NA NA NA 84 0

15 Cloverhill Bakery 4-oz. Big Texas NA NA NA 95 1.01 6.32
Cinnamon Roll

16 Masterfoods USA 1.69-0z. M&M'’s 70 72 76 4.63 84 10.53
Milk Chocolate

17 Frito-Lay 1.125-0z. Cheetos Crunchy 59 59 64 8.4 75 1718

18 Frito-Lay 2.25-0z. Fritos Chili Cheese 76 77 79 2.09 82 3.8

19 Hershey 2.25-0z. Reese’s Peanut 1.04 105 108 355 113 4.63

Butter Cups

20 Kellogg/Keebler 2-0z. Cheez-It Original

NA NA NA 81 87 74

Editor’s Note: Percentage gains have been affected by rounding.

Glassfronts allow vending opera-
tors to capitalize on the more diverse
consumer preferences that the bever-
age industry has developed in recent
years. However, in order to determine
the best product selection, operators
must be able to track line item sales.
This requires a higher level of sophis-
tication than is required for machines
with limited product selection.

Many of the new beverage prefer-
ences are driven by perceived health
and functional benefits, the most
obvious example being bottled water.

While most operators have cited
bottled water as a strong seller in
recent years, in 2009 operators gave

mixed views about what impact
newer consumer preferences were
having on their sales.

According to the New York City-
based Beverage Marketing Corp., the
rapid growth in bottled water sales
of the last decade began to reverse in
2008 and 2009. Vending operators
gave mixed views on this trend.

Some vending operators noted
that customers have asked them to
remove bottled water due to con-
cerns about the bottles’ impact on
the environment. These operators
were in the minority.

Operators also gave mixed
reports on the success of energy
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drinks, which according to Bever-
age Marketing Corp. (BMC), is one
of the fastest growing beverages

at retail. Some operators say these
products sell well in locations
catering to young people. One con-
cern is they do not vend in every
type of machine.

In some cases, beverage sup-
pliers required vendors to carry
energy drinks as a condition of
providing free machines.

Some accounts asked operators to
remove energy drinks, worrying they
are being mixed with alcohol; some
energy drink bottles resemble prod-
ucts that come mixed with alcohol.

Energy drinks were among the
highest priced beverages that vend-
ing operators offered, command-
ing price points in excess of $2.00.
However, the high price point is
believed to have contributed to the
segment’s slowdown in the current
recession due to consumer price
resistance.

CANDY, SNACK AND CONFECTION PRICES RISE

The candy, snack and confection
segment fared better than other
segments in 2009 due to continued
aggressive operator price increases.
Operators were spared the manu-
facturer price increases that char-
acterized the previous three years.
Hence, in 2009, operators were able
to recover some of the profit margin
that this category lost in the three
prior years.

Data provided by Management
Science Associates (MSA), which
tracks line item revenue and unit
sales in this segment, indicated that
dollar sales outperformed unit sales
for most candy, snack and confec-
tion products. This demonstrates
that operators were able to compen-
sate for declining unit sales to some
degree with higher prices.

Operators raised prices on their
better selling items more in 2009 than
in 2008, as indicated in chart 14D.



Candy, which lost market share
to snacks in the previous three
years, did not lose as much market
share in 2009 as it did in 2008 and
2007. This indicates that the candy
category, which has long been
the most profitable portion of the
candy/snack/confection segment, is
making a recovery from the loss it
suffered in recent years.

Beginning in 2006, candy
manufacturers began raising prices
faster than operators could pass
them on to customers. Consumers
resisted the price increases and sales
suffered. The decline caused opera-
tors to reduce their candy facings,
further hurting candy sales.

Industry observers noted that
because candy products generate
faster turns than snacks, the move
to snacks undermined the overall
candy/snack/confection segment.

Snack manufacturers responded
to this opportunity by introduc-
ing snacks that fit in candy spirals,
beginning in 2007.

The decline in candy sales was
partially offset in 2007 by the
introduction of large size candy bars
with higher price points. However,
when candy manufacturers raised
prices for the large size candy bars,
operators found customers were
not willing to pay more than $1.00,
which most felt they needed to
charge to make a reasonable profit.

Hence, large size candy bar
placements took a hit in 2009 fol-
lowing gains in 2007 and 2008.

Operators did find some success
with large bag candy in the higher-
priced pastry row.

Where none of the top 15 place-
ment gainers in the candy/snack/
confection segment were candy prod-
ucts in 2008, two candy items made
the list in 2009: Masterfoods USA’s
1.63-ounce M&M'’s Peanut and
Boyer’s 1.6-ounce Boyer Mallo Cup.

Another noteworthy develop-
ment was the market share gain in

STATE OF THE VENDING
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CHART 14E: CANDY/SNACK/CONFECTIONS GAINING THE MOST

DISTRIBUTION IN 2009
PRODUCT

*H

Frito-Lay 1.5-o0z. Ruffles Cheddar & Sour Cream

Frito-Lay 1.5-0z. Sunchips

Frito-Lay 1.75-0z. Cheetos Crunchy

Cadbury Adams Dentyne 1.41-o0z. Cinnamon Gum

Kellogg/Keebler 2-0z. Cheez-It Original

Kraft Nabisco 1.8-0z. Oreo Cookies

Frito-Lay 1.5-0z. Lay’s Honey Chip Barbecue

Boyer 1.6-o0z. Boyer Mallo Cup

OO |N|O|O|h|WIN|=

Masterfoods USA 1.63-0z. M&M’s Peanut

=
o

Frito-Lay 1.5-0z. Sunchips Peppercorn Ranch

-
-

Frito-Lay 1.46-0z. Peter Pan Peanut Butter On Cheese Cracker

[y
N

Austin Quality 2.125-0z. Zoo Animal Crackers

-
w

Frito-Lay 2.75-0z. Grandma’s Fudge Chocolate Chip Cookies

-
H

Frito-Lay 1.5-0z. Lay’s Cheddar & Sour Cream

[
o

Frito-Lay 3-oz. Barbecue Fritos

CHART 14F: NUMBER OF CANDY/SNACK/CONFECTION PRODUCTS
INTRODUCED TO VENDING, 4-YEAR REVIEW

2006 2007

2008 2009

181 147

122 245

Source: Management Science Associates ProVen data.

gum and mints in 2009. The vending
industry has lagged other retail chan-
nels in capitalizing on the popularity
of newer gum and mint packages

in recent years. One gum product,
Cadbury Adams Dentyne 1.41-ounce
Cinnamon Gum, was among the top
15 distribution gainers in 2009.

In 2009, a new glassfront snack
machine, the Merchant 6 from
Crane Merchandising Systems,
offered a new row for gum and
mint products. In addition, after-
market specialist Vendors Exchange
International Inc. offered a retrofit
kit for these items.

RECESSION TRUMPS HEALTH AND WELLNESS

Health and wellness continued
to be a public issue in 2009, but the
impact on the candy/snack/confec-
tion segment was not significant.
Vending operators claimed consum-
ers were more interested in getting
the best value for their money than
in wellness during a recession.

Operators noticed manufacturers
offered more products with health
association, including more that are
not too expensive. However, many
operators remained dissatisfied with
the variety available and the pricing.

Nutrition snacks — which
include breakfast bars, cereal, fruit
snacks, functional bars, nutritional
pretzels, granola bars, rice cakes,
trail mix — gained market share
slightly in 2009.

Nuts and seeds, which are not
categorized by MSA as nutrition
snacks but are believed to be associ-
ated with wellness, lost market
share in 2009, even though the
number of nuts and seeds stocked in
machines increased. One contribut-
ing factor was a nationwide peanut
recall early in 2009 that caused
operators to remove products con-
taining peanuts for a few weeks.

Food snacks, including meat
sticks and meat and cheese sticks,
posted strong gains in 2009.

CONTINUED »
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Also noteworthy was the sheer
number of products introduced to
the candy/snack/confection seg-
ment in 2009: 245 products were
introduced, more than double the
previous year.

HOT BEVERAGE VENDING FALLS

The hot beverage segment
continued its decline in 2009 as
operators found more locations
were unable to justify the expense
of having a hot drink machine.
The loss in hot beverage vending
sales has been more than matched
by the growth of OCS in recent
years. Since 2007, vending opera-
tors have generated more revenue
from OCS than from hot beverage
vending, as indicated in chart 10
on page 36.

Hot beverages sales fell more than
any product segment besides vend
food and manual feeding in 2009.

Even in locations that were
large enough to justify hot beverage
machines, vending operators found
that sales declined. This was largely
due to the consumer’s greater
access to high-quality, freshly-
brewed coffee at coffee shops, fast
food restaurants, convenience
stores and coffee kiosks.

Those operators who did report
success with hot beverage vending
noticed that profit margins were
lower than they used to be due to
the higher cost of product, equip-
ment and maintenance.

Vending operators who wanted
to succeed in hot beverage vending
found machines capable of offer-
ing more variety and better quality
product. But even with better coffee,
vending operators found it neces-
sary to go out of their way to make
consumers aware of this due to
widespread negative attitudes about
vended coffee.

Some operators accomplished
this by offering free coffee periodi-
cally from their machines.

INDUSTRY REPORT

CHART 15A: HOT BEVERAGE MACHINES, 4-YEAR REVIEW

2006 2007 2008 2009
343,000 341,000 338,000 320,000

CHART 15B: HOT BEVERAGE SALES, 4-YEAR REVIEW
% OF SALES
TYPE 2006 2007 2008 2009
Fresh-brew regular 47.08% 46.34% 46% 56%
Fresh-brew decaf 4.99 411 4 5
Fresh-brew specialty/flavored 10.17 10.58 10.5 9
Freeze-dried regular 4.99 4.15 4.15 6
Freeze-dried specialty 8.75 11.60 115 2.8
Tea 2.37 3.36 3.5 2
Hot chocolate 13.24 11.12 11.5 11.9
Soup 2.51 2.72 2 0.5
Other 5.88 6.02 6.75 7.3
PROJECTED TOTALS
TYPE 2006 2007 2008 2009
Fresh-brew regular $488.2M  $483.8M  $446.2M  $455.2M
Fresh-brew decaf 51.7 42.9 38.8 40.6
Fresh-brew specialty/flavored 105.5 110.5 101.9 73.1
Freeze-dried regular 51.7 43.3 40.2 48.7
Freeze-dried specialty 90.7 121.1 111.5 22.7
Tea 24.6 35.1 33.9 16.2
Hot chocolate 137.3 116.1 111.5 96.7
Soup 26 284 194 4
Other 61 64.7 65.5 59.3
CHART 15C: HOT BEVERAGE PRICES, 4-YEAR REVIEW
TYPE 2006 2007 2008 2009
Fresh-brew regular 53¢ 53¢ 57¢ 59¢
Fresh-brew decaf 48 53 57 58
Fresh-brew specialty/flavored 59 63 66 64
Freeze-dried regular 48 52 57 59
Freeze-dried specialty 56 62 59 69
Tea 48 51 57 55
Hot chocolate 51 53 60 58
Soup 60 53 58 57

VEND FOOD KEEPS STRUGGLING

The vend food segment, which
has been declining for years due
to worksite downsizing, took its
biggest hit ever and the biggest hit
of all product segments outside of
manual feeding in 2009.

For the second consecutive year,
frozen food machines, which grew
steadily since their introduction in
the early 1990s, declined. The fallout
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in frozen machines, which allow
operators to offer food without incur-
ring the waste involved with refriger-
ated machines, underscored the sorry
state of food vending in 2009.

Ever since the introduction of
frozen machines, the expansion of
this segment more than offset the
decline in refrigerated machines,
which has been continuous for the
past decade.

CONTINUED »
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Frozen machines, for their part,
are not fully used for food; most are
used for ice cream.

Operators were more aggressive
raising food prices in 2009 than
any segment besides cold drinks
and snacks. But the price hikes
did little to offset the decline in
machine placements and the con-
sumer’s unwillingness to patronize
the food machine.

While vend food offered some
of the best single-serve food values
available to consumers, negative
perception of vend food remained
a major obstacle. Even at a time
when consumers were more value

INDUSTRY REPORT

conscious, negative perception of
vend food prevented them from
choosing the vending machine
over the fast food restaurant or the
convenience store.

Some operators found that
advertising the superior value they
offer compared to food in other
retail venues helped win food sales.

FROZEN-PREPARED VERSUS FRESH
What role the continuing
decline in freshly-prepared food
plays compared to frozen-pre-
pared food remains a matter of
debate. Some operators maintain
that fresh food is important to

CHART 16A: FOOD MACHINES, 4-YEAR REVIEW

win the food sale, while others
say that frozen-prepared food has
improved significantly, rendering
the fresh-versus-frozen debate
unimportant.

Food-borne illnesses increased
in 2009, which contributed to
consumer reluctance to buy pack-
aged food.

While refrigerated and frozen
machines declined in 2009, more
operators began using ambient
machines to offer canned food, as
indicated in chart 16 A. More lunch
kits, usable in ambient machines,
were introduced in 2008 and 2009.

CONTINUED »

CHART 16D: TOP 20 FROZEN FOOD
PRODUCTS IN 2009, DOLLAR SALES

TYPE 2006 2007 2008 2009
Refrigerated 138500 137,000 135000 133,000 #_PRODUCT
Frozen* 54,300 57,300 53,300 51,300 1 wihite g::'::: ?ﬁg'gﬁgg‘iburger
Heated 1,500 1,500 1,300 1,100 2 Pierre Foods Big AZ Beef Charbroil
Ambient 800 800 800 2,000 With Cheese
r°°d r?);sfcen;s (pizza, 3100 3300 2100 2 800 3 Don Miguel Foods Mini Beef Tacos
rench res - - - - 4 Pierre Foods Fast Choice Double
TOTAL 198,200 199,900 193,500 190,200 Beef Stacker With Cheese
Frozen food machines as 5  Pierre Foods Buffalo Style Wings
a percent of total 27.4% 28.66% 28% 27% 6 Best Express Foods Oscar Mayer
* Most were also used for ice cream. Lunchables Turkey & Cheese

7  Nestlé Chef America Hot Pockets
CHART 16B: FOOD MACHINE SALES, 4-YEAR REVIEW Pepperoni Pizza

8  Pierre Foods Bacon Cheeseburger
% OF SALES 9  Pierre Foods A-1 Chopped
TYPE 2006 2007 2008 2009 Beefsteak Sandwich
Freshly-prepared 28% 27% 25% 21.11% 10 Pierre Fc_aod§ Fast Choice Jalapeno
Frozen-prepared 57 58 58 60.14 C!1arbr0|l With .Cheese :
Shelf stable 15 15 17 11.85 11 Z'rﬁ??eo';‘éﬁdviafﬂgcﬁﬁiﬁbba Twin

* NA .
Other NA NA 6.88 12 Jimmy Dean Foods Sausage
PROJECTED TOTALS Twin Biscuit
TYPE 2006 2007 2008 2009 13 Nestlé Chef America Hot Pockets
Freshly-prepared $378.5M  $369.6M  $320M $213.6M Ham & Cheese
Frozen 770.6 794 740 608.6 14 Pierre Foods Jumbo Cheeseburger
Shelf stable 202.8 205.4 220 119.9 15 §°hwa"'S_F§PdS Tony’s
Other* NA NA NA 69.6 epperoni H1zza
- - - 16 Sara Lee Hillshire Farms Bagel

* Non-food items in food machines Cheddarwurst

17 Oscar Mayer Lunchables
CHART 16C: VEND FOOD PRICES, 4-YEAR REVIEW Ham & Cheddar

18 Pierre Foods Monterrey Ranch
TYPE 2006 2007 2008 2009 Chicken Sandwich
Freshly-prepared $1.93 $1.96 $2.10 $2.34 19 Pierre Foods Barbecue Wings
Frozen-prepared 1.86 1.88 2.05 2.27 20 Nestlé Chef America Hot Pockets
Shelf stable 1.71 1.83 1.92 2.06 Meatball Mozzarella
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MILK FALLS AGAIN

For the second straight year,
milk sales fell in 2009, largely
due to the decline of all types of
machines that vend milk. Most
vended milk is sold in refrigerated
food machines as opposed to dedi-

CHART 16E: TOP 20 REFRIGERATED
FOOD PRODUCTS IN 2009,

DOLLAR SALES

# PRODUCT

1  Kraft Foods Oscar Mayer
Turkey/Cheddar Lunchables

2  Kraft Foods Oscar Mayer
Ham/Cheddar Lunchables

3 Kraft Foods Oscar Mayer
Ham/Swiss Lunchables

4  Nestlé Nesquik Chocolate Milk

(8]

Nestlé Nesquik Strawberry Milk

6  Kraft Foods Oscar Mayer
Nacho Lunchables

~N

Mott’s Foods Original Apple Sauce

(o]

Nestlé Nesquik Very Vanilla

9 Nestlé Nesquik Chocolate
Milk Shake

10 Kraft Foods Philadelphia Cream
Cheese Pouch

11 Kraft Foods Oscar Mayer Fun Pack
Pepperoni Pizza Lunchables

12 Kraft Foods Oscar Mayer
Fast Beef Franks

13 Dannon Yogurt Strawberry Banana
Fruit On Bottom

14 Dannon Yogurt Cherry
Fruit On Bottom

15 Dannon Yogurt Strawberry
Fruit On Bottom

16 Kraft Foods Oscar Mayer
Bologna & American Lunchables

17 Kraft Foods Oscar Mayer Fun Pack
Turkey & Cheddar Lunchables

18 Dannon Yogurt Peach
Fruit On Bottom

19 Nestlé Nesquik 14-ounce
1% Strawberry

20 Nestlé Nesquik 14-ounce
1% Vanilla

Source: Vendchannel, 800-999-4271

INDUSTRY REPORT

cated milk or cold drink machines,
as indicated in chart 17A.

Milk sales declined despite the
fact that vending operators contin-
ued to raise prices in this segment
in 2009, as indicated in chart 17D.

The vending industry has not
been able to share in the overall
growth of milk in recent years,
which has been driven in large
measure by the milk industry’s
aggressive advertising. Milk contin-

ued to grow at retail in both 2008
and 2009, according to the BMC,
which tracks beverage trends.

The number of dedicated milk
machines declined for the sec-
ond straight year in 2009. This
was partially due to the dairy
industry’s diminishing support of
vending.

In the mid 1990s, national, state
and regional dairy organizations
provided marketing support to

CHART 17A: MILK SOLD BY MACHINE TYPE, 4-YEAR REVIEW

% OF SALES

TYPE 2006 2007 2008 2009
Dedicated milk 18% 18% 9% 5.4%
Cold beverage 28 32 28 25.24
Refrigerated food 54 50 63 65.36
Other -- -- -- 4
PROJECTED SALES

Dedicated milk machine* $64.8M $66.78M $30M $18.2M
Cold beverage machine 100.8 118.72 100 65
Refrigerated food machine 194.4 185.5 220 220.2
Other machine -- -- -- 13.4

*Milk volume declined, but a big shift occurred in the amount sold in cold food versus dedicated
milk machines and cold beverage machines. The total volume in cold food machines actually
rose even though the food machines overall declined, indicating milk is being used more in

these machines.

CHART 17B: DEDICATED MILK MACHINES, 4-YEAR REVIEW

2006 2007 2008 2009
Total 56,000 56,000 53,000 51,000
CHART 17C: MILK SALES BY CONTAINER TYPE
@ Traditional gable
@ Plastic bottle
© Other (glass, aseptic)
CHART 17D: MILK PRICES, 4-YEAR REVIEW

2006 2007 2008 2009
Traditional gable cartons 64¢ 71¢ 74¢ 74¢
Plastic bottles $1.02 $1.05 $1.07 $1.20
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milk vending, primarily targeting
schools. Many associations subsi-
dized milk machines.

Chart 17A indicates that milk
sales in refrigerated food machines
did not decline, unlike dedicated
beverage machines and dedicated
milk machines. This continues a
trend from 2008, when milk sold
in refrigerated machines increased
despite the drop in the number of
these venders. Vending operators
likely increased the use of milk in
refrigerated machines to reduce the
amount of food in them.

ICE CREAM GROWS SLIGHTLY

Ice cream and frozen desserts
were the only segment other than
cigarettes to post a gain in 2009.
The 2.2-percentage-point gain
was not significant, and it did
little to compensate for the decline
reported in 2008.

The decline in frozen machines
continued in 2009, but operators
using frozen machines allocated
more of their facings to ice cream
than frozen food in order to reduce
expenditures.

The number of dedicated ice
cream machines fell for the second
straight year in 2009. The number
of old style dedicated 3- and 4-select
machines took a big hit, indicating
they are being phased out.

Much of the reduction in frozen
food machines was driven by
schools that banned ice cream due
to nutrition rules.

2010: GRADUAL IMPROVEMENT EXPECTED
Vending operators agreed that

the losses that began in the last

quarter of 2007 began to level off

in the third and fourth quarters

of 2009. There was no significant

change in the first quarter of 2010,

indicating conditions were stable but

not showing major signs of recovery.
Operators overall felt that a

gradual recovery was under way

INDUSTRY REPORT

CHART 18A: ICE CREAM SALES

@ Ice cream @ Frozen confections

CHART 18B: ICE CREAM SALES, 4-YEAR REVIEW
2007

2006

® Other

2008

2009

$338M

$348M

$310M $317M

CHART 18C: % OF ICE CREAM SALES BY MACHINE TYPE, 4-YEAR REVIEW

MACHINE TYPE 2006 2007 2008 2009
Combination food/ice cream 47% 47% 47% 69.5%
Old style, 3- and 4-select 10 10 10 3.84
Dedl_cated, new style 40 40 40 25.16
multiproduct
Dual temperature machine 3 3 3 1.5
CHART 18D: PROJECTED SALES BY MACHINE TYPE, 4-YEAR REVIEW
MACHINE TYPE 2006 2007 2008 2009
Combination glassfront
food/ice cream $158.86M $163.6M $150M $220.3M
Old style, 3- and 4-select 33.8M 34.8M 30M 12.17M
Dedicated, new-style
multiproducts 135.2M 139.2M 120M 79.75M
Dual temperature machine 10.14M 10.4M 10M 4.75M
CHART 18E: DEDICATED ICE CREAM MACHINES, 4-YEAR REVIEW
2006 2007 2008 2009

60,935* 62,770** 58,770*** 48,770%**
* Of 54,300 frozen food machines in 2006, 42,000 are included in this number.
** 0f 57,300 frozen food machines in 2007, 44,121 are included in this number.
*** Of 53,300 frozen food machines in 2008, 40,121 are included in this number.
**** Of 51,300 frozen food machines in 2009, 39,501 are included in this number.
CHART 18F: ICE CREAM PRICES, 6-YEAR REVIEW
TYPE 2006 2007 2008 2009
Ice cream $1.15 $1.15 $1.20 $1.30
Frozen confections 1.27 1.00 1.34 1.35

but that business was not going to
return to 2006 levels any time in
the current year.

The Conference Board, a
Washington, D.C.-based organiza-
tion that tracks economic trends,
reported that the nation’s eco-
nomic activity has been improv-
ing slightly but consistently since
mid 2009 through the first quarter
of 2010.

The National Restaurant
Association predicts that onsite

48  Automatic Merchandiser | VendingMarketWatch.com | June / July 2010

foodservice, which took a huge hit
in 2009, will grow by 4 percentage
points in 2010, which translates
into 1.3 points when adjusted for
inflation.

Vending operators have used
the “down time” imposed on
them by the recession to review
their financial reports, make
changes to improve profitability
and in some cases, invest in tech-
nology that will further improve
their profitability. | €





