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CASE 1-1 0Odwalla, Inc. (A)

Stephen Williamson’s worst nightmares were
about to come true. As chief executive officer
of Odwalla, Incorporated, he was at the helm
of a company worth nearly $400 million
whose products in the premium juice market
were widely regarded by customers and com-
petitors alike for quality and freshness. The
company's reputation was solid throughout
the Pacific Northwest, but the press release on

his desk was filled with nothing but bad news.

Williamson had just met with his
corporate communication director, reviewed
the crisis communication plan, and was now
applying the last few corrections to a press
release before faxing it to PR Newswire, The
date was October 30, 1996, and less than an
hour ago, the Seattle~King County
Department of Public Health and the
Washington State Department of Health had
reported an outbreak of E. coli (0157-H7)
infections that were “epidemiologically”
associated with drinking Odwalla apple juices
and mixes. More specifically, the public
health physicians had uncovered a direct link
between people who had the infection and
those who had consumed Odwalla’s product.
Some 66 people had become sick from drink-
ing Odwalla juices in recent weeks.

' E. coli Bacteria

Escherichia coli is a species of microscopic
. bacteria named for the German biologist who
- discovered it during the early 1900s. Virtually
 all large animals, including humans, benignly
- host some form of the bacterium in their large
- intestinal tracts. But a particularly virulent
form of the organism, known specifically as
0157-H7, can sicken and kill those whose
immune systems may be compromised.
E. coli 0157-H7 can grow quickly in
uncooked food products, including meat,
- cheeses, fruit, dairy products, and juices. The

bacteria may be completely destroyed, however,
by heat or radiation. If meats are cooked to a
temperature of 160 degrees Fahrenheit, or if
juices and other potable liquids are pasteurized,
the danger posed by such organisms is dramati-
cally reduced or eliminated completely. For
example, consumers can assume “frozen
concentrate” juices are free from bacteria
because their preparation requires heating to
170 degrees. .

Odwalla’s juice products, however,
were not pasteurized. E. coli and other harm-
ful bacteria were kept at bay with a multistep
production process that selected only the
finest fresh fruit, washed each piece twice,
and then refrigerated the squeezings to slow
the growth of microorganisms. Deliveries
were made to retailers each day in refriger-
ated trucks, and products were displayed and
sold from special Odwalla coolers. The
process was repeated each business day, with
the previous day’s unsold products gathered
up by Odwalla’s drivers and returned to the
plant for disposal. Thus, the product cus-
tomers bought from Odwalla retailers each
day was guaranteed to be fresh-squeezed that
very day—a feature that loyal customers
willingly paid premium prices to obtain.

The question remained: How could the
lethal strain of E. coli bacteria get into Odwalla
juice? How could the careful, meticulous pro-
duction process have failed? Over the past
16 years, Williamson and the company’s
founder, Greg Steltenpohl, and the Odwalla
team had worked hard to establish a stellar rep-
utation for the company and their premium,
trendy products. Yet, all of their hard work was
at this moment on the line. The future of their
growing company would depend on how
Williamson and his senior team reacted to
events over the next few hours. Gathering the
Ppapers on his desk, he took a deep breath and
‘began dialing fax numbers.
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Greg Steltenpohl, his wife Bonnie Bassett, and
a friend named Gerry Percy founded Odwalla
in September of 1980. A backyard shed served
as the manufacturing facility for three longtime
friends, who used a $200 hand-juicer (pur-
chased with borrowed funds) and one box of
oranges to make freshly squeezed orange juice.
‘They distributed the juice to local restaurants in
a Volkswagen microbus, earning just enough
profits from their first day of business to pur-
chase two more boxes of oranges for the next
day’s run. Thus, began this fruit juice empire.
Over the years, the Santa Cruz-based
company had grown to become the leading
Western United States supplier of freshly
squeezed fruit juices. Currently, it markets
more than 20 flavors of juice, smoothies, and
vitamin-packed drinks. “If it’s not fresh
squeezed, then it’s not part of Odwalla...”
said Steltenpohl. In 1993, Odwalla went
public and sales skyrocketed from $9 million
in 1991 to $59 million in 1996. Odwalla had
experienced approximately 40 percent
annual sales growth during those five years.

Steltenpohl, Bassett, and Percy’s entre-
preneurial inspiration was a suggestion
drawn from a paperback tradebook entitled
100 Businesses You Can Start for Under
$100. Based on their concerns about social
trends and environmental issues, the
founders decided to create a company with a
social conscience. The name Odwalla came
from a musical piece by The Art Ensemble of
Chicago, in which the hero Odwalla guides
his followers from the gray haze. Similarly,
during a hazy gray time in the processed
foods business, this company could guide
their customers, friends, and neighbors by
providing fresh citrus alternatives.

The vision of Odwalla encompasses the
idea of “nourishing the whole body.” The foun-
dation of the company had been maintained
through Odwalla’s dedication to providing
superior fresh fruit juices, preserving the

environment, and fostering commuruty i
relationships. This people-centered approach |
is focused both internally on employees and
shareholders as well as cxternally on &
customers and the broader community.

A Diverse Product Line

The diverse product offerings of fruit juices, -
smoothies, all natural meal replacements,
quenchers, and geothermal natural spring *
water comprise what Odwalla terms
Nourishing Beverages. The core competen- 1
cies of the organization involve the use of 7
minimal production processes to deliver supe-
rior taste and nutritional value as compared
with concentrate and artificially flavored

substitutes. This is accomplished through #
strict quality production systems, selective
agreements with suppliers and vendors, and i
the continued adaptation to changing con:
sumer tastes and preferences. Moreover, th
nutritional value and flavor qualities are %
complemented by artful packaging. 2

The product line is distributed through-
out California, Oregon, Colorado, Washington,
New Mexico, Texas, and Nevada. Despite this
large seven-state territory, a company goal
remains to deliver “day of juicing quality.”
Such stringent standards preserve both the
nutritional and flavor integrity. Thus, the shelf
life of the fruit and vegetable products is
limited to between eight and seventeen days
after retail purchase.

The fruity flavors, outrageous names,
and all-natural ingredients have allowed the
company to achieve tremendous success
based on the health benefits derived from
consumption of the product. Their products
have attracted a loyal customer base of
health-conscious adults seeking nutritious
vitamin supplements but also are extremely -
popular among young children. Parents, °
aware of the nutritional goodness of Odwalla *
juices, see them as a healthy alternative to o
other commercially prepared fruit drinks.
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Odwalla’s “All Natural” Production
Process

‘Odwalla has strategically differentiated itself
based on the “all-natural” composite of their
products. The company uses strictly pure fruit
extracts in the creation of their juices,
smoothies, and vitamin supplements.
However, the “all-natural” base of Odwalla’s
products holds implications for virtually
every aspect of the procurement and produc-
tion processes. For example, the majority of

. their fruit is grown in the state of Washington.

! The seasonal nature of the fruit industry,

| bowever, necessitates a switch at some point

« in the season lo less expensive California
fruit.

s As part of their purchasing agreement,
‘Odwalla mandates that all of the fruit they
purchase be handpicked. This reduces the
mmber of bruised and rotten pieces received
m the shipments. Aside from the actual pro-
«curement of basic ingredients, the company
also maintains both a production and quality
control division. The production division is
responsible for overseeing the creation of the

product. This division not only employs
people to run the presses, mix the ingredients,
and bottle the juices but also employs
“sorters” whose main function is to determine
which pieces of fruit are acceptable for pro-
duction. The company uses a quality control
division to monitor all processes and uphold
strict safety guidelines.

Though 98 percent of the nation’s
fruit juice went through a pasteurization
process, Odwalla’s products were unpas-
teurized. Steltenpohl feared that the use of
a pasteurization process and other cleaning
agents would kill important nutrients
and detract from the taste of the final prod-
uct. “Absolute freshness,” he observed, “is
a key component of Odwalla’s product
offering.”

Production versus Quality

In mid-1995, juice makers in Florida were
hit by an outbreak of salmonella in orange
juice served at Walt Disney World. This
outbreak sickened more than 60 children
and adults. Consequently, the state of

15




image4.jpeg
Florida drafted strict rules that required
larger juice companies to take additional
measures to ensure the safety of their
production processes. As a California-
based company, Odwalla was under no
obligation to adhere to these standards, and
very few juice companies outside of Florida
actually did.

In early 1996, Odwalla hired two man-
agers from the Florida juice industry. One of
them, Dave Stevenson, who oversaw quality
assurance, suggested that Odwalla add a
chlorine-based rinse for precautionary meas-
ures. However, the other executive, Chip
Beetle, feared chlorine would leave an
aftertaste and was simply not necessary.
‘Williamson agreed and Odwalla continued
with their previous procurement, production,
and distribution processes. By the summer of
1996, business was booming. In fact, sales
were so strong that Odwalla was struggling
to keep up with the demand for their product.

Some former company officials say that pro-
duction demands became more important

than safety concerns.

'Will an Apple a Day Keep
the Doctor Away?

Throughout the 1990s, as consumers became
more health conscious and supportive of envi-
ronmentally sensitive causes, Odwalla’s sales
exploded. In addition to being passionate
about Odwalla juice products, Odwalla’s
extremely loyal customers identified with
the company’s wholesome mission and social
values. During the three years preceding the
crisis, Odwalla expanded rapidly and
achieved 40 percent annual earnings growth.

As Steve Williamson returned to his
office, he picked up the phone and dialed the
director of corporate communication’s
extension. When she answered, he simply
said, “I sent the press release. What do we
do now?”
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DISCUSSION QUESTIONS

1. What are the key communication issues for
Odwalla?

2. How can the communication strategy focus
on retaining consumer confidence?

3. Does Odwalla appear to have an effective
crisis management system in place?

4. How should a company such as Odwalla go

about developing guidelines before a crisis
occurs?

WRITING ASSIGNMENT

Please respond in writing to the issues presented
in this case by preparing two documents: a com-
munication strategy memo and a professional
business letter.

In preparing these documents, you may
assume one of two roles: you may identify you-self
as an Odwalla manager who has been asked to
provide advice to Stephen Williamson regarding
the issues he and the company are facing. Or, you
may identify yourself as an external management
consultant who has been asked by the company to
provide advice to Williamson.

Either way, you must prepare a strategy
memo addressed to Stephen Williamson, President

5. Does a company such as Odwalla have a
responsibility to change its production
processes?

6. If the things Odwalla is saying about itself (in
its advertising and its core values) are really
true, what should they do? What’s their next
move?

and Chief Operating Officer of the company, that
summarizes the details of the case, rank orders
critical issues, discusses their implications (what
they mean and why they matter), offers specific
recommendations for action (assigning ownership
and suspense dates for each), and shows how to
communicate the solution to all who are affected
by the recommendations.

You must also prepare a professional
business letter for Williamson’s signature. That
document may be addressed to Odwalla retailers
or Odwalla retail customers. If you have questions
about either of these documents, please consult
your instructor.

‘This case was prepared from personal interviews and public sources by Research Assistants Suzanne Halverson,
Kristan L. Rake, and Jay Gallagher under the direction of James S. O’Rourke, Concurrent Professor of
Management, as the basis for class discussion rather than to illustrate either effective or ineffective handling of

an administrative situation.
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