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From: Anthony Correa
To: boxwell@sanfranciscocoffee.com; 
cc: anthony.correa@sanfranciscocoffee.com; 
Subject: RE: Executive Summary
Date: Friday, October 08, 2004 8:49:30 AM
Attachments: San Francisco Coffee Executive Summary.doc 


Updated for t#pos :-) 
 
Should be no more "non-complete" agreements for the Israelians on Japanese 
growing concerns . 
 
See u in the office after lunch. 
 
-----Original Message----- 
From: antbecs@netvigator.com [mailto:antbecs@netvigator.com] 
Sent: Thursday, October 07, 2004 8:23 PM 
To: boxwell@sanfranciscocoffee.com 
Cc: anthony.correa@sanfranciscocoffee.com 
Subject: Executive Summary 
 
 
Draft for your review attached 
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INTRODUCTION



Coffee Partners Ltd (“CP” or “the Company”) owns and operates the San Francisco Coffee (“SFCC”) brand, an American style café chain with 25 stores in Hong Kong, Singapore, Malaysia and the Philippines. CP is a fully integrated retail, wholesale and roasting operation based in Kuala Lumpur, one of the lowest cost markets in Asia. 



The Company has an unprecedented opportunity to expand into Japan, the biggest coffee market in Asia. It is also pursing attractive opportunities in Hong Kong, Singapore and Shanghai.



THE OPPORTUNITY



CP has been approached by the Japanese franchisee of the Seattle’s Best Coffee (“SBC”) brand, Mifune Corporation (“Mifune”), to re-brand its stores to SFCC. Mifune is seeking to re-brand its stores because SBC is being wound down internationally. 



· AFC Enterprises, which owns the SBC brand, sold the USA rights to Starbucks in 2003 and it is now developing SBC as its second brand in the USA. However, Starbucks was not able to buy the SBC brand ex-USA, as it has non-compete agreements with franchisees in most of its international markets including Japan. As a result, there has been no new product development, marketing or brand support for the SBC brand ex-USA for the past 12 months. 



· On [] September 2004 AFC Enterprises announced that it is selling the international rights to the SBC brand to [Carvelle Corporation] along with its Cinnabon business. Carvelle has not attributed any significant value to the SBC brand. In response to this announcement Mifune terminated its franchise agreement with AFC Enterprises on [October 2004].



· Due to an onerous franchise development agreement with SBC, poor support for its brand and the moribund Japanese economy in recent years, Mifune has been unprofitable. It seeks new capital from CP and the SFCC brand to return to profitability and continue to expand in the Japanese café market.



· There are currently [70] SBC stores in Japan with [45] owned by Mifune and [25] under sub-franchise agreements. Annual revenues are over [US$15m] and its operations are cash breakeven after 6 years of expansion. 



EXECUTION



The principle terms of the transaction with Mifune are as follows: - 



· CP to purchase a 66% interest in a new operating company (“Newco”’) for US$3m. 



· Mifune will spin off the 45 owned cafes with associated tenancy agreements, fixed assets and trade liabilities for its 33% interest in Newco. The net asset value of the owned stores is approximately US$500,000.



· Newco will re-brand the SBC stores to SFCC over a [12] month period and will seek brand expansion opportunities in Japan. 



· Mifune will retain all of its long-term liabilities and use the rights to the sub franchisees royalty streams to pay down its debt. Newco will provide a cash sweep, capped at US$1m over 5 years, payable to Mifune only if the spin off cafes exceed CPs internal operating targets. 



· CP will provide all branded products (i.e. coffee, cups, merchandise, etc) to Newco and will be entitled to royalties of [3.3%] of Newco revenue for the use of the SFCC brand. This revenue stream amounts to approximately US$1.5m per annum to CP. We believe that the US$3m Japan acquisition can fund itself within 2 years from product sales and royalties alone.



Coffee Partners has engaged Latham and Watkins as legal counsel and Price Waterhouse Coopers as financial advisors on this transaction.



BUSINESS MODEL



Branded coffee remains an attractive margin opportunity in the Asian retail space. Gross margins on coffee beverages range from 65-75% on most of the developed Asian markets, which is substantially higher than many Western markets. In addition, the concentration of population provides volume opportunities in markets such as Tokyo, Osaka, Singapore, Shanghai and Hong Kong that are not available in the USA.



SFCC has sustained its profitability over the past 6 years in 3 principal ways: -



· Brand and product ownership.  CP owns the SFCC brand and demands the same price point as its franchisee competitors. In Japan SBC currently pays away royalties of 4.3%. Starbucks Japan pays 5%. CP retains all its product margin (eg coffee) vs local franchisees that pay this away to their overseas brands at higher prices.



· Enhanced food offering.  SFCC has differentiated itself from competition in Asia by providing seasonal hot and cold food such as pastas, pastries and salads that are not available at other café outlets. Most of its competitors have a limited food offering.



· Lowest cost base.  Malaysia provides a unique low cost and high skilled environment for the establishment of an integrated coffee operation. CPs Malaysian product development, coffee roasting and back office functions are less than half the cost of Hong Kong, Singapore or Japan.



Immediately post acquisition of the Japan stores, CP will have consolidated annual revenues of approximately [US$25m] and projected EBITDA of [US$4m] and [US$5m] cash for expansion. 



COMPETITION



The coffee market in Japan is the second largest in the world behind the USA. Annual coffee revenues are some [US$]. There are currently 4 major players in Japan: -



· Doutor Coffee, 1300 stores,  localised Japanese style. American style café “Excelsior”.



· Starbucks, 500 stores, have expanded at 80-100 stores pa for past 5 years.



· Tully’s, 180 stores, recently taken private by a local buyout firm.



· Seattle’s Best Coffee, 70 stores. Brand rollout halted in 2003.



The Japanese market has been consolidating for the past 5 years as new American style cafés, such as Starbucks, Tully’s and SBC have transformed the local market by introducing high end branded cafes. SBC is currently the no 3 international brand.



HONG KONG, SINGAPORE AND SHANGHAI EXPANSION



Coffee Partners have identified these 3 markets as the most attractive for expansion of the SFCC brand. All of the markets have price points of US$3+ per beverage, which represents some of the most attractive price points in the world.



· Hong Kong. The Company opened its flagship store in Hong Kong in April 2004 and it has already become the highest revenue store in the group. This market can support up to 10 new SFCC outlets in the next 12-18 months. Hong Kong is also of vital importance as a test market for products and marketing in China.



· Singapore. CPs expanded into Singapore in 2003 and has 3 existing profitable locations under the Banoffi Coffi brand. The Company commenced conversion of these stores to the SFCC brand in 2004 and management believes that the market can support another 10-12 stores over the next 12-18 months.



· Shanghai. Exploratory research and site visits to Shanghai indicate that this market is ripe for SFCC. Development of western style cafes in the China market is in its nascent stages and represents the largest single opportunity for the SFCC brand. At this point in time only Shanghai and Beijing are able to support price points for high-end coffee cafes.



USE OF PROCEEDS



The Company is raising US$5m to complete the Japan transaction with Mifune and to fund the expansion into Hong Kong, Singapore and Shanghai. 



· CP will require US$3m to purchase the 66% interest in Newco.  CP believes that it may be able to secure onshore long term acquisition funding from the Development Bank of Japan at attractive fixed rates, which may reduce the final capital requirement from CP.



· the Hong Kong, and Singapore markets will each require US$1m to reach our targeted number stores over the next 12-18 months.



· the Shanghai expansion will require US$500,000 to open the first  3-5 stores and can be funded from existing cash flow. 



MANAGEMENT TEAM & BOARD OF DIRECTORS



Robert Boxwell, Founder and CEO SFCC.  Over 10 years management consulting focused on quality and benchmarking; 7 years coffee experience. MBA Harvard Business School.



Haru Tagaya, Chairman SFCC Japan. Over 30 years experience in a variety of roles in Tokio Marine & Nichido Fire Insurance. Responsible for overseeing the Japanese expansion. MBA Harvard Business School.



Anthony Correa, CFO SFCC. Over 15 years Asian experience in corporate restructuring, banking and finance with Nomura International and PriceWaterhouse Coopers. Chartered Accountant (Australia).



Leah Warren – 20 years retail experience including 5 with Starbucks and over 10 years coffee experience; world-renowned roast master; member of SFCC Coffee Board; SF State University.



Ken Davids – 40 years coffee experience; world’s leading coffee writer and critic; member of SFCC Coffee Board. University of California.



Sherri Johns – 25 years coffee experience including 5 with Starbucks; member of SFCC Coffee Board. SF School of Fine Arts.



Local Managers – Operators all came up through the SFCC training system; back office includes 6 Big-4 CPAs; graduates from Lucerne, and Cambridge.



CONTACTS



Enquiries should be directed to Anthony Correa, (852 9199 8537 or anthony.correa@sanfranciscocoffee.com) or Robert Boxwell, (852 6347 0770 or boxwell@sanfranciscocoffee.com).
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