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n September 2005, Oliver’s Markets was nearing
completion of an estimated $500,000 remodel
of its original Cotati, California, store when its
top management team, consisting of Steve Maass
(owner) and Tom Scott (general manager), quickly
had to decide whether or not to bid on an expan-
sion opportunity. Oliver’s Markets consisted of two
supermarkets in Sonoma County, one in Cotati and
the other in nearby Santa Rosa, which together gen-
erated about $40 million in sales per year. Sonoma
County was situated at the northern fringe of the San
Francisco Bay Area, about an hour’s driving time
from the Goiden Gate Bridge. Oliver’s had just been
informed by its grocery wholesaler that Kroger’, a
national chain, was selling 20 supermarkets in the
San Francisco Bay Area. Within a week of receiving
the list of Kroger’s locations for sale, Steve and Tom
narrowed the choice to two stores—Ralph’s Super-
market in Santa Rosa and Bell’s Market in Novato.
Novato was in Marin County, about 30 minutes south
of Santa Rosa. Oliver’s had one week to tender a bid
on one or both of the Kroger stores, either of which
J, could cost an estimated $2 million to retrofit, in ad-
dition to the ongoing lease and operating costs.

In deciding whether or not to purchase and ret-
rofit the new site(s), Steve and Tom were primarily
guided by logistics, that is, proximity to existing
stores, and by expected leasehold costs. Of greater
concern, perhaps, was how to continue to differ-
entiate Oliver’s Markets from other supermarket
chains. Prominent among these rivals, Trader Joe’s,
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Costco, and Whole Foods had recently entered Oli-
ver’s Markets’ sales territory with brand-new stores;
Wal-Mart and Target had also announced plans to
develop regional supercenters, that is, large-format
discount supermarkets, in California. See Exhibit 1
for an explanation of supermarket terms.

OLIVER'’S HISTORY

In 1988, Steve Oliver Maass purchased the then
bankrupt Cotati Farmer’s Market. He recalled:

We came in here and it was just the worst store I'd ever
seen. I looked at it and I said I know I can do a better
job than this store has been doing. There’s just no way
T'd do this bad a job. But I had absolutely no grocery
experience, none. I worked in the produce department
of a grocery store, which isn’t the same. We went to
bankruptcy court and bought it for $200,000, I mort-
gaged my house. There wasn’t a lot of money so we
painted, and cleaned, and cleaned. What Farmer’s had
done is they had eliminated things that didn’t work,
instead of trying to figure out how to make them work.
They wouldn’t carry lamb because they wouldn’t sell
it. They had very little to offer. The first question I
asked was, “Why would anyone want to shop here?”

Steve named his new store Oliver’s Market, using his
middle name because he thought that would sound
more upscale than Steve’s Market. His wife, Ruth,
worked in the store for about the first four years,
much of the time as a self-trained bookkeeper. Oli-
¥ ver’s was organized as a Subchapter S corporation.
Steve Maass was president, and Ruth Maass was vice
president and secretary. They were co-owners.
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xhibit 1 Glossary of Supermarket Terms

Case 2 Oliver's Markets

Grocery store—Any retail store selling a line of dry grocery, canned goods, or nonfood items as well as some

perishable items.

Supermarket—Any full-line self-service grocery store generating a sales volume of $2 million or more. annually

Convenience store—Any full-line, self-service grocery store that is open long hours; is easy fo-access, and offers
limited linie of high-convenience items. The’ majority sell gasohne with an annual sales of $2 mrlhon or: more

Independent——An operator of fewer than 11 retail stores.
Cham—An operator of-11.or miore retail stores:

~Who|esale. club—A membershrp retarl/wholesale hybrrd wrth a varred sele

presente

Sources: Progressive Grocer’s 2003 Marketing Guidebook and Bishop Consuiting, 2003.

Oliver’s added a deli in 1990, and an aisle of
health foods in 1991. In 1994, the city of Cotati of-
fered Steve and Ruth Maass a low-interest redevel-
opment loan of $500,000. They used the money to
expand by taking over the adjacent space and adding
an additional 11,000 square feet, for a total of 36,000
square feet with about 28,000 square feet of selling
space. Steve recalled:

At that time I decided that, in every aisle, we would
have the same things that Whole Foods did. We
would give people a choice in all their health foods
and we would integrate it throughout the store. There
isn’t a section you can go to where you won’t have
a good selection of organic or health foods and con-
ventional. We didn’t mirror Whole Foods so much as
Whole Foods did a wonderful job on health foods,
and people were going in there and buying it. But
we couldn’t sell health foods. The only reason we
couldn’t sell it was because we weren’t doing it well
enough. So, we learned how to do it well enough, and
we did it everywhere.

Oliver’s opened a second store in Santa Rosa on
April 4, 2000, and thenceforth changed its name to
Oliver’s Markets. Steve recalled:

The landlord came to us. I wasn’t really that
interested in expanding at the time. It was a good
deal, as we didn’t have to pay anything for the
store. We considered hiring a nationally known
retail architect, but decided that was too costly, so
we just sort of designed it ourselves. We picked the

colors out and figured out what we wanted for a deli.
I think the deli was to a large degree fashioned after
Woodlands Market, the best little market I've seen.!

In 2005, Oliver’s began a remodel of its Cotati
store. Steve had hoped to invest $2 million in the
remodel, but uncertainty over the future of the lease
forced him to scale back his plans. He recounted,

¢ Y 5 T VR
Our landlords wouldn’t talk to us. I couldn’t even

get a meeting going with them. I wanted to get an-
other ten years on the lease so we could put a cou-
ple million dollars in here and do a really good job.
Even with nine years left on this lease we’re putting
in $500,000, because otherwise we’ll get down to the
sixth or seventh year and be in trouble.”

Steve himself was now 59 years old and had been
in the business since 1988. Ruth was ill with cancer.
Steve and Ruth’s only child, Eva, 40, had worked full-
time for Oliver’s for about four years, primarily as the
scan coordinator at the Cotati store. She had worked
part-time as needed, doing an assortment of jobs—
such as bookkeeper and gift buyer. Steve reflected
that Eva was extremely smart and quite capable, but
as a musician and painter she was more interested
in Oliver’s design and decor than in the business
side. She had, for example, designed and purchased
new fixtures for a remodeled gift department. Steve
and Tom were both working to involve her more in
various aspects of the operation.

Exhibit 2 presents milestones in Oliver’s Mar-
kets’ history. Oliver’s recent track record is shown
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Exhibit 2 Oliver's Markets' Milestones

Source: Oliver's Markets Inc.

in Exhibits 3 and 4, containing 2000-2004 income
statements for the two Oliver’s Markets. The finan-
cial condition of Oliver’s as a consolidated entity is
shown in Exhibit 5, presenting 2003 and 2004 con-
solidated balance sheets. Exhibit 6 provides a com-
parison of Oliver’s performance to selected industry
standards. Exhibit 7 provides comparisons of Oli-
ver’s performance to industrywide statistics on cost
items, including labor and rent.

FOOD RETAILING IN THE
UNITED STATES

Supermarkets had become the dominant form of food
retailer in the United States throughout the second
half of the 20th century, but by the early 2000s,
that dominance was being challenged by five major
trends: (1) the increasing dominance of warehouse
club stores and discount supercenters such as Costco
and Wal-Mart’s Sam’s Clubs, (2) increased purchases
of prepared foods away from home in restaurants
and fast-food outlets, (3) chronic overcapacity in the
supermarket industry, (4) changing shopping patterns
due to the emergence of “lifestyle” food operators
and Internet delivery services, and (5) higher labor
costs, particularly for chains that had a unionized
labor force.

Discount Supermarkets

Owing to a growing number of price-sensitive
and time-pressed customers, traditional supermar-
kets struggled to protect their market share against
discount supercenters or “hypermarkets,” warehouse

club stores, dollar stores, and drugstores. Such non-
traditional retail outlets increased their share of
consumers’ food-at-home expenditures from 17.7
percent in 1998 to 30.8 percent in 2003. According
to the U.S. Department of Agriculture (USDA), tradi-
tional retailers’ market share declined from 82.3 per-
cent to 69.2 percent over the same period.? Wal-Mart
was both a driver and a beneficiary of this change
in shopping patterns: its share of U.S. supermarket
sales reached 15.2 percent by 2003.% In 2004, Wal-
Mart opened its first California supercenter, marking
the format’s entry into the country’s most populous
state. By 2007, the number of Wal-Mart supercent-
ers nationwide was forecast by Progressive Grocer
to approach 2,000, translating into a 35 percent share
of food store industry sales.* Union Bank of Switzer-
land (UBS) predicted that traditional supermarkets’
share of food sales would drop to 63 percent by 2006,
as shown in Exhibit 8.5

Food Prepared Away
from Home

Food-service operators—including restaurants
and fast-food outlets—were increasing their share
of consumers’ total food dollars. Long-term trends
showed that increases in household incomes, duc
in part to the growth of dual-income households,
had raised the share of food spending devoted t©
prepared foods and meals. By 2002, food-service
outlets accounted for 46.1 percent of all food spend-
ing, up from 45.4 percent in 1990 and 39 percent i

1980. According to American Demographics, from™

1996 to 2001, married couples with children reduced
the fraction of their food budget spent on food 0

(Continued on page C-35) ‘
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Cxhibir 3
(in thousands)

Sales

Oliver's Markets' Five-Year Income Statements, 2000-2004—Cotati Store

Grocery $ 5,929:2 - $6,192.4 $ 6,154.9 $ 5,835.4 $ 5,658.2
Floral ‘ ' 211.8 - 2362 249.4 223.3 196.8
Liquor 2,016.0 +2,038.2 12,0008 1,902.7 1,823.3
Meat 1,696.6 1,761.4 1,795.1 1,745.1 1,678.9
Natural foods 3,051.8 3,296.7 3,692.1 3,743.3 3,788.6
Produce 1,886.5 2,059.9 2,235.9 2,205.3 2,254.0
Deli 1,806.1 2,041.1 2,537.8 2,725.6 2,619.4
Bakery . 1,007.4 1,086.8 1,158.8 1,149.2 1,046.8
Sushi bar L2748 2604 270.4 2705 2326
Billbacks . 108.0 - 78.1 455 51.8 56.4
Total salles. - $17,988.3

Costofsales
Grocery
Floral .-
Liquor -

$19,051.4

© $20,230.8"

o 4,008.1
1434 -

$19,8522

o a9t

$.19,355.3

1354

Note: Fiscal year is same as calendar year.
Source: Oliver's Markets Inc.
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Exhibit 4 Oliver's Markets’ Five-Year Income Statements, 2000-2004

—Santa Rosa Store (in thousands) Exhi
xpi

es andlicenses - D 17.8.,

Administrative - 2872 . -+ 3669 3860 . 4687 . . 5176 %

' Other costs } : 641 - - 91.9 108.7 165.3. 207.7 T
- Total operating expense $3,510.8 $. 4,586.5 $ 52798 $°6,186.9 $.6,742.8 ‘

* Income from operations 0§ (468.1)  $ 5533 $ 9755 $ 7124 $ 6563 Source

Other ihcome and expense '

Interest expense $ 126.0 $ 1575 $ 1442 $ 1031 - $ 85.8

“Other income , 3.2 — (7.8) (7.9) (7.9)
Total other income (expense) $  129.2 $ - 1575 $ 1365 $ 95.2 $ 77.9

-Pretax income (loss) $ (338.9) $ 7107 $ 1,112.0 $ 8076 $ 7342

Source: Oliver's Markets Inc.
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Exbibit 5 Oliver's Markets, Consolidated Balance Sheets, 2003-2004

2005

Assets
Current assets

Cash and marketable securities . $2;411,508 - - $2,310,120

- Inventory 2,276,374 2,461,271

Note receivable S ~

- Prépaid expenses e Ll S 534,718. .. 345:883
~‘Othercurrentassets -~ HtE iga

. $5200048

$3,568,810
861,360)-

_ FiscalYearEnding 12/31
o 2004

100,000 .

T2 5678

Source: Oliver's Markets Inc.
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Exhibit 6 Oliver's Markets Versus National Average Supermarket
Performance, 2004

‘ . Oliver’s
National Oliver’s Santa
Average Cotati Rosa

Source: Progressive Grocer, April 2004, p. 32. Oliver's Markets figures: supplied by Ofiver’s, for fiscal
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Exhibit 8 Traditional Supermarket Share of U.S. Retail Food
Dollars 1995-2006 (estimated)

85% 84% 83% gy,

79% 775,

1995 1896 1997 1998

1999 2000

Source: Progressive Grocer, April 2005, p. 62.

be prepared at home from 62 percent to 59 percent,
translating into a reduction of over $7 billion a year
in food spending at retail outlets.”

Industry Overcapacity

Declining market share combined with growing
store counts contributed to poor year-on-year com-
parable store sales growth results for the major super-
market chains. Many food retailers struggled with
comparable store sales that had, at best, increased by
I'to 2 percent and, in some cases, decreased. Exhibit
9 presents 2000-2004 financial results for several
national chains. With a net increase of 411 supermar-
kets in 2004, many industry analysts considered the
industry to be at overcapacity.®

Changing Shopping Patterns

Nearly one-third (31 percent) of households shopped
i 29 or more retailers or retail channels per year.’
Due to increased competition from nontraditional
food retailers, supermarkets suffered from a decline
in shopping trips. In 1999, the average household
made 83 trips to supermarkets; by 2004, that statis-
tic had fallen to 69 trips, as shown in Exhibit 10. .
Early in 2005, household penetration of super-
arkets was below 100 percent for the first time
in recent memory. One percent of shoppers, over a

74% 729,
70%
2 B ".:: s 0% 63%

2001 2002 2003E 2004E 2005E 2006E&

period of a year, had found that they could live with-
out visiting a supermarket. That is, a tiny minority of
consumers acquired all their food for home prepara-
tion without visiting a traditional supermarket. They
did this by shopping at warehouse club stores, su-
percenters, dollar stores, and niche operators such as
Trader Joe’s. Some also shopped over the Internet,
but the demise of Webvan and the sale of Peapod had
largely left this market to traditional retailers, with
perhaps the sole exception of FreshDirect, a rapidly
growing Internet-based delivery service in New York
City. Although many chains offered Internet shop-
ping, Albertson’s adveriisements proclaimed that it
was the largest Internet grocery provider in terms of
geographic reach,

Labor Costs

Many traditional supermarkets faced another obsta-
cle—higher labor costs—in their attempts to compete
with Wal-Mart, Costco, and other nontraditional food
retailers. The higher labor costs were due to the fact
that traditional retailers were predominantly union
shops. Three major Southern California supermarket
chains, Safeway, Albertson’s, and Kroger’s settled a
prolonged costly dispute with unionized workers in
March 200419

The food retailing industry in Sonoma County
and throughout northern California prior to 2005




Exhibit 9 Food Retail Chain Store Financial Statistics, 2000-2004

($ figures are in millions and include international operations)

: v.70%
018

~Netlncome =~ * S -§ B ges % %1000 132
CWakMartt R A L
Comp store sales growth (%) . . 50% . 6.0% T5.0%. U A% - 3.0%
Revenue ' \  $180,787  $204011  $229616  $256,320 $285,222
© Gross profit ‘ % 40,067 $ 44914 . $ 51317 = $ 57573 $ 65,249
Gross margin % 22.16% 22.02%  22.35% 22.46% - 22.88%
EBIT ’ $ 9,245 $ 9767  $ 11,334 $ 12,664 $ 14,144
Net Income $ 6,235 $ 6,592 $ 7,955 $ 9,054 '$ 10,267

' Safeway opened 34 “Lifestyle” stores in 2003 and remodeled 108 stores to the format by the end of that year.

2 Kroger Co. includes advertising expense in cost of goods sold.

% Comp store sales for 2003 were down 0.1% for stores not affected by southern CA strike.

* Costco includes membership sales in total revenue; data also includes all products, not just supermarket items.

® Whole Foods includes occupancy expense in cost of goods sold.

¢ Comp store sales figures are for U.S. stores only; other figures include all products, not just supermarket items.
Sources: Annual reports as found on company Web sites and the U.S. Securities and Exchange Commission’s Web site.
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0.9%
3123
595
.58%
173
560

1999 2000

Peréénfibf House

Supermarkets 100% - 100%
Mass merchants 95 94
Drugstores : : 87 86
Supercenters*- . SO B2 - 51
Dollarstores. =~ 55
Warehouse 49
Convenience/gas ..~ 5 48
Annué'I'Tir'fip’s}Ma‘deﬁer_‘H, usehold -
Supermarkets. . gy oo 78

{xbibit 10 Shopping Trip and Basket Size Statistics

hat Shop at Selected Retail Outlets

24 23
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Five-Year"«.

2001 2002 2003 2004  Change (%)

100% 100% 100% 99% -1%
95 93 91 89 -6
86 86 - .85 84 . -3
51 54 54, 54 2
59 62 - 86 . 67 S 15
50 52 51 5 o
45 46 45 44 o g
75 372069 4y

* Includes Kmart, Target, and Wal-Mart supercenters.
Source: Progressive Grocer, April 2005, p. 60.

appeared to mirror the national scene with one major
exception—the absence of Wal-Mart supercenters.
Exhibit 11 shows store counts and estimated sales for
selected retailers. In 2003, Safeway was the number
one food retailer in Sonoma County; Oliver’s ranked
ninth in sales (Exhibit 12).

OLIVER'S STORE
OPERATIONS

Oliver’s flagship operation in Cotati was one part
traditional supermarket, one part natural foods store,
and one part gourmet foods store. The main entrance
led directly into the health and beauty aids (HABA)

area of the store, which featured vitamins, homeo-
pathic treatments, essential oils, and other natural
HABA products. The department hired an in-store
therapist four evenings a week to do massages. The
placement and size of the department gave the store
its predominant feel as a natural foods retailer. In
virtually every area of the store, shoppers could find
natural products, including organic baby food, or-
ganic spices, and organic pet food.

Gourmet foods were also in abundance. In June
2005, Oliver’s was one of just six retailers to be
honored with an Outstanding Retailer Award by the
National Association for the Specialty Food Trade.
Oliver’s had 108 stock-keeping. units of olive oil,
ranging from a 17-ounce bottle of Star Extra Virgin
for $3.79, to a 101-ounce tin of Spectrum Naturals
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Exbhibit 11 Store Counts and Estimated Grocery Sales,
Northern California Food Retailers, 2004

- Number of - Estimated Grocety Sales
Stores

Sources: Sales estimated using figures from Progressive Grocer’s annual list of the 50 largest food
retailers (May 2005) and from information found on company Web sites.

Organic Spanish that retailed for $35.89. The store’s phenomenal business in good cheese. I mean $21,
cheese department featured cheeses imported from  $22 apound, and we can hire someone for $50 an hour
England, Italy, France, and Spain that sold for as  that’s going to double our cheese business, because
much as $26.99 per pound. Steve stated, “Nobody  she’s unique enough and we e unique enough.” The
has good cheese in this area and we’re doing a  cheese department in Cotati did $15,000-$20,000

Exbhibit 12 Sonoma County Retail Food Sales, 2003

: : " Estimated
Number of - -~ Total Sales Grocery Sales’
Stores . (% millions) ++($ millions) -

L7 3

8 2

10 Wal-Martt - 2 v 42 3

11 Fiesta = 2 20 - 20
S.12 . Petaluma o118
.13 Andy’s Produce 1 LR FE
14 Molsberry = 1 10 10

15 Big John's 1 8 e 8

6 8 .8

16 Berry's

t Estimated grocery sales for Costco were determined using Supermarket News' estimate that 62% of
Costco's sales are derived from traditional grocery categories.

+ Estimated grocery sales for Wal-Mart were derived using Supermarket News' estimate that 30% of
Wal-Mart's discount store sales are derived from traditional grocery categories.

Source: Figures derived from the Santa Rosa Press Democrat's Outlook 2004 survey of Sonoma County
businesses, www.pressdemo.com, The businesses listed above all made the paper's list of the 350 largest
companies in Sonoma County.
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in sales per week. The store also featured a 3,000-
square-foot wine department staffed with two
full-time employees every day and a biweekly wine
tasting. Wine buyer Renay Santero said,

On a good day, we’ll do $16,000 in wine. The wine
tasting is most beneficial to the customer. Because I
have an on-site license, I get every restaurant wine.
What makes me a little different is that I get wines
that other places cannot get.

The deli included a taqueria, a salad bar, and an
inside seating area. Tom said, “When Safeway took
out their salad bar, we put one in* The deli bene-
fited from a front-end cold case used to sell Oliver’s
branded take-and-heat entrées, such as beef stroga-
noff and vegetarian lasagna, which were produced in
the kitchen of the deli in the Santa Rosa store.

Deli manager Roxanne “Rocky” Abruzzo said,
“It’s the closest to homemade you're going to get
without takeout . . . We do an easy $1,000 a day.”
The sushi bar located next to the deli was contracted
to an outside vendor, AFC, and Oliver’s received
25 percent of the gross sales as profit. The bakery
featured gourmet store-baked desserts and a cof-
fee bar that served mochas and lattes in addition to
brewed organic coffees. Produce included a large
organics section, and the department tried to source
as much local produce as possible. The full-service
meat department carried lamb, veal, and buffalo in
addition to three grades of beef. Tom stated, “We feel
that we need to have a better quality of meat . . . It’s
the same in produce. They’re told to buy the best and
charge what they have to getforit. .. So, having a
steak that’s twice the price of our competition is kind
of a way of doing business in the summer here. This
is a secondary shop for a lot of people in this neigh-
borhood. They’ll do their pantry loading at Costco
or FoodMaxx and come here and buy their perish-
ables.” As evidence of this, Oliver’s experienced a
significant increase in sales during the 2004 holi-
days, jumping from an average of about $369,000
per week to $525,000 the week before Christmas.

Oliver’s Santa Rosa

While the layout of the Cotati store provided an “or-
ganic, health foods store” feel, the size and design of
the Santa Rosa store provided more of an upscale,
gourmet market ambience. The most significant dif-
ference between the two stores was size, as the Santa
Rosa store occupied only 22,000 square feet with

Case 2 Oiiver's Markets C-39

17,500 in selling space. In 2004, Oliver’s opened a
5,000-square-foot warehouse to alleviate space con-
straints in Santa Rosa. The other significant differ-
ence was the focus on food service, bakery, deli, and
taqueria, which ran almost the entire length of the
left-hand wall. Tom stated, “The customers at the
Santa Rosa store have the disposable income to Jjust
basically ask us to cook for them.”

Marketing Strategy

Pricing In 2002, Oliver’s changed its pricing
strategy to a program that involved setting its mer-
chandise at prices relative to Safeway’s, chosen be-
cause it was the dominant supermarket retailer in
Sonoma County. Safeway was a traditional “hj-lo”
retailer, meaning that low ad prices were used to off-
set high regular prices. For example, in early May
2005, Safeway advertised Clorox bleach for $1.00
when the regular retail was $2.59. Safeway was able
to do this by negotiating special deals with its sup-
pliers for ad periods. Oliver’s set its everyday prices
on traditional grocery items approximately 8 to 10
percent below Safeway’s prices, having determined
that being below Safeway by that amount provided
acceptable margins while providing value to custom-
ers. Similarly, pricing in the natural foods depart-
ment was maintained at just below the prices found
at Whole Foods. Oliver’s management considered the
Whole Foods store in Santa Rosa to be its primary
competitor in that market. Point-of-sale (POS) coor-
dinator Laurie Tuxhorn reflected, “[Our pricing strat-
egy] has proven to be really good to us. When I first
took over this department and started doing print-
outs, we were so out of line, It was incredible how
much lower we were.” Department managers were
responsible for setting prices in perishables depart-
ments such as deli, bakery, meat and produce. They
were given a gross margin goal as part of the bud-
get process and priced products to attain that goal.
In line with Oliver’s overall strategy, they tended to
focus more on uniqueness and quality than on price.

Wine department manager Renay Santero said,
“We’ve considered adjusting our margins to be more
competitive. What makes sense to me is to turn peo-
ple on to something that maybe nobody else can get
a hold of.”

Tom stated that Oliver’s price strategy was “to
try to communicate value amidst the perception of
quality. We don’t have a problem selling the idea that
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our product is better. We try to do that in a way that
allows customers to feel that they’re getting value.”
Tom admitted that his pricing strategy was not com-
municated well to customers and that Oliver’s was
perceived to have higher prices than Safeway. He
opined that typical consumers could not believe
that an apparently upscale two-store independent
could have lower prices than a major chain store
given the chain store’s clear advantages in economies
of scale.

Promotion Oliver’s also offered a weekly ad,
an in-store flyer featuring items at no more than 10
percent above cost and temporary price reductions
provided by vendors. Tom stated, “We pass through
virtually everything we get . . . The one big price
impact program is the ‘Direct to You’ program that’s
geared at . . . the kind of thing you’d buy at Trader
Joes’s.” Oliver’s offered a 10 percent discount to sen-
iors on Wednesdays before 4:00 p.m. The Santa Rosa
store was quite successful with this program due to
its proximity to an affluent senior community, Oak-
mont. In 2004, Oliver’s began experimenting with an
everyday-low-price program on key items. Laurie,
the POS coordinator, recalled,

We have a program that Tom started a while back
called the “staples program” where he compares our
prices to Safeway for everyday items such as Tide,
Nabisco crackers, things like that. We just want to
show the customer that even with the Safeway Club
card going on, we're still cheaper than them on
everyday items.

Steve expressed his concerns about the mixed
messages Oliver’s might be sending to customers:
“We have all these pricing programs like ‘Direct to
You’ and ‘staples,” which we stopped temporarily
while we try and figure out whether we are price or
quality focused.”

Oliver’s Private Label Oliver’s had a small
private-label program that included vitamins, spices,
and juices. The take-and-heat entrées from the deli
also carried the Oliver’s label. The private-label
program was generally used as a way to provide value
to their customers rather than as a way to build the
Oliver’s brand; there were no plans to significantly
expand the private-label line.

Customer Service Oliver’s prided itself on its
willingness to try to get any product a customer re-
quested. According to Steve:

Most stores look at how many turns they get on an
item to determine if the product is worth carrying.
. We almost do the opposite. If somebody wants it,
we’re going to have it . . . so we become the place
that people call and say, “Somebody said if anybody
would have it, you would.” It’s not the item we look

at, it’s the overall picture . . . It’s not whether that
one item sells well, it’s what it adds to the rest of
the store.

Stores had a special-request kiosk against the
front wall near the check-out counters. Tom noted:

We were the first store around here to carry Glaceau
Vitamin Water. We’re always looking for something
new to add to the mix. If a customer wants us to carry
something, we’ll at least slot one case and see how it
goes, and it only falls off the shelf due to competition
from other items.

Mission and Culture

Oliver’s mission statement, written by Tom, was
printed on the back of the stores’ item locator maps;
thus, it was readily available to employees and cus-
tomers. It read:

Our mission is to provide the communities we serve
with the finest grocery store in the marketplace. To
this end we seek out our customer’s specific needs and
tailor our products and services to meet those needs.
We carry the largest possible selection of natural,
conventional and gourmet products. We carry only
the highest quality meat, produce and deli products,
buying locally whenever possible. We also strive to
provide merchandise at the lowest possible cost so
that we can offer value to our customers and maintain
fair price. We treat each customer like a guest in our
own home and we strive to exceed our customer’s ex-
pectations every time they shop with us.

We believe that our employees work to live, not
live to work. We believe that each employee’s talents
and creativity contribute to making Oliver’s success-
ful. We also support employees in their life goals by
offering competitive wage and benefit packages and
special scheduling whenever possible.

Oliver’s is committed to playing an active role in
the communities we serve. We support local schools
and civic groups. Whenever possible, we fill staffing
needs from the local neighborhood.

Oliver’s offered a casual, relaxed shopping envi-
ronment. Most employees, including management,
wore blue jeans and company-supplied T-shirts of
baseball caps with the Oliver’s logo. Male employ-
ees were allowed to wear earrings and facial hair.

Employe
store co1

Humy

Departm
if they
that the -
and of t
much by
was give
to carry
to look 1
partment
market.
“There’s
we think
set our o
It’s not li
to do.”
Rocl
with Saf
experien
the Safey
all tied i1 |
still gett |
Olivi
accounta
to turn
departme
sales, lab
managers
monthly
departme
sold peri:
year, as o
mventori
departme
and reite
selling pe
Tom,
was the n
32, had s
1989. He
managem
Manager
Tom and
the depar
evolved ¢
the devel
departme:




3t on an
arrying.
vants it,
ne place
anybody
we look
ther that
= rest of

inst the
noted:

Glaceau
ymething
s to carry
ee how it
Tpetition

om, was
or maps,
and cus-

; We serve
tplace. To
needs and
ose needs.
»f natural,
carry only
i products,
o strive to
sle cost sO
d maintain
uest in our
;omer’s ex-

to live, not
ee’s talents
-’S success-
fe goals by
ckages and

stive role in
ical schools
fill staffing

yping envl-
magement,
T-shirts of
le employ-
facial hair.

Employees played classic rock-and-roll on the in-
store compact disc system.

Human Resources

Department managers ran their departments as
if they were independent businesses. Tom stated
that the performance of the individual departments,
and of the company as a whole, was driven very
much by the managers’ individual personalities. Each
was given the autonomy to decide what products
to carry and how to price them. Each was expected
to look for innovative ways to grow his or her de-
partment and to enhance the store’s position in the
market. Renay, formerly a Lucky’s manager, said,
“There’s a lot of autonomy. They allow us to do what
we think is best for the store. We negotiate price. We
set our own prices. We have our own business plans.
It’s not like working in a chain where I was told what
to do.”

Rocky, a veteran of 22 years as a deli manager
with Safeway, agreed: “There, I was just the most
experienced clerk in the department. Here, it’s like
the Safeway corporate job and the deli manager job
all tied into one. It enables me to use my brain, and
still get behind the counter and help customers.”

Oliver’s maintained department-level fiscal
accountability by requiring department managers
to turn in financial statements every week. The
department managers reported figures on cost of
sales, labor, gross margin, and supplies to their store
managers. The accounting department generated
monthly statements, which were compared to the
departments’ weekly statements. All departments that
sold perishable products were inventoried twice per
year, as opposed to the industry standard of monthly
inventories. Early in 2005, Tom put the cheese
departmentin Cotati on a monthly inventory schedule
and reiterated his preference that all departments
selling perishable items conduct inventory as often.

Tom, 46, in addition to being general manager,
was the manager of the Cotati Oliver’s. Eric Meuse,
32, had started with Oliver’s as a courtesy clerk in
1989. He had worked his way up through grocery
management; Steve had promoted him to store
manager when Oliver’s expanded into Santa Rosa.
Tom and Eric functioned as business coaches for
the department managers. This was a role that had
evolved over time, and it had been facilitated by
the development of the employment contracts for
department managers. Tom and Eric were able to
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approach issues as mentors, sharing their observations
in terms that related to the manager’s contract and
potential bonus. They helped them to reach goals,
rather than ordering them to do specific things. The
coaching role was considered successful, first of
all, to the extent that financial goals were achieved.
The second measure was the professional growth of
the department managers in terms of their business
acumen and their leadership of their own crews.
Renay commented, “It’s like family. They’re dedicated
to helping me with my career.”

Rocky amplified this view, stating with a grin, “
always tell Tom, my worst day here is better than my
best day at Safeway.”

Eric noted, “The fun part about Oliver’s is that
we all set the standards. Everyone works as a team
in creating the vision for Oliver’s. Together, we de-
cide which road we’re going to take. Everybody has
a little bit of say in it.”

Tom agreed: “Ultimately, I think, we find good
places in that tension, in that sort of give and take
between all of us here.”

As store managers, Tom and Eric had respon-
sibility for tracking financial performance and for
maintaining Oliver’s standards in such areas as mer-
chandising, customer service and cleanliness. In
conjunction with their department heads, the two
store managers oversaw all human resource func-
tions. They were responsible for recruiting, training,
and evaluating all employees. Whenever possible,
Oliver’s promoted from within. According to Tom,
“There’s a certain cultural learning curve in com-
ing to work for us. Guys who come from the chain
stores have a real problem with the entrepreneurial
nature.” Tom stated that all department managers in
Santa Rosa had been promoted from within, and he
estimated that this was also true of over 70 percent of
the managers in Cotati.

The key component of Oliver’s human resource
program was its use of an employment contract with
all department managers. Oliver’s had been using
these contracts since about 1998. Tom said, “It’s one
thing to say, ‘If you hit this number, I'll give you this
much money,’ but the ritual of signing the contract
has power to it.” The contracts spelled out required
hours, personal time off, holidays, and bonuses.
Company management structured the bonuses so as
to address the needs of the individual departments as
they fit in with overall strategy. The primary factor
in the bonus calculation was net profit percentage,
defined as sales minus cost of goods and minus all
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operating expenses, including labor. Other factors,
such as inventory control, were also included in the
bonus calculations for particular managers.

Of her contract, Renay said, “You’re on contract
to make zhis. If you don’t, you don’t bonus, and po-
tentially, you don’t have a job.”

Being a non-union operator gave Oliver’s
flexibility in pay structure. In a typical unionized
Northern California supermarket, deli clerks reached
top scale at about $13.50 per hour while journeyman
grocery clerks, including checkers, made over $19.00.
Union stores were also required to provide benefits
to all courtesy clerks who worked over 16 hours
per week and to all other clerks who worked more
than 24 hours. At Oliver’s top level, deli clerks made
about the same amount as cashiers, $14 to $15 per
hour. Oliver’s benefited from additional cost savings
as only employees who worked over 32 hours per
week were eligible for benefits.

Eric felt that he needed more help with human
resource issues: “I think if we had a dedicated
professional, just one for the two stores, they could
take care of a lot of issues we have, such as hiring
people we shouldn’t have.” Tom agreed with Eric
that more help was needed and that poor hiring
practices and ignorance about the details of worker’s
compensation laws had cost Oliver’s dearly. It had
suffered a number of injuries in the year the Santa
Rosa store opened and the change in their accident
rate contributed to an increase in their premiums
from $200,000 to $1.2 million in one year’s time.
The rates had since come down, but they were still
at a 30 percent premium over industry standards.
Tom also cited the need to improve Oliver’s training
program, especially in the meat department, where
Oliver’s needed to develop its own apprentice
program if it was to remain non-union throughout
the store. Most butchers were trained either in
family shops or through the apprentice program
at the local union meat hall. However, Steve did
not feel that there was enough work for a 40-hour
professional and instead outsourced training to a
consulting firm.

The General Manager’s Role

Tom’s role as general manager required him to
do tasks beyond that of store manager. With input
from Eric and the department managers, Tom was
responsible for writing all department budgets and

for negotiating them with Steve. Tom also wrote
the ad budget and ran Oliver’s advertising program,

" coordinating newsprint and radio ads with respec-

tive agencies on a weekly basis. He was responsible
for the quarterly “Direct to You” mailer. He actively
pursued co-op money from vendors to support ad-
ditional radio advertising during the holidays,
and spent an additional $25,000-$30,000 during
that period. Tom was also responsible for main-
taining all training materials. He spoke about his
background:

I began working at Alpha Beta (the ancestor of the
current Albertson’s Chain) in 1975 as a bagger in high
school. I worked my way through my undergraduate
studies at Cal-State San Bernardino (BA in political
science 1982) at Alpha Beta. In 1985, while working
as an assistant store manager, I enrolled at Sonoma
State University and took a sufficient number of ac-
counting courses to sit for and pass the CPA exam.
I then went to work for Eckhoff Accountancy Corp.
in San Rafael in 1988. I never received certification
due to lack of audit experience. In 1989, I became
a minority owner and controller for Montecito Mar-
kets. We opened a store in Rincon Valley and shortly
thereafter one in Lakeport. In 1991, I sold my shares
and went to work for Steve as the general manager
in Cotati. When we opened the Santa Rosa store, |
moved up there and ran it for the first five years. I
was brought down to Cotati in October of 2004, to
shore up some management problems and coordinate
the limited remodeling we’ve been doing. Eric was
promoted to store manager in Cotati and transferred
to Santa Rosa when I came down here.

A recent graduate with an MBA degree from
a local state university, Tom had been directly in-
volved in all aspects of opening the Santa Rosa
store, in the Cotati store remodel, and performing
the financial analysis for the potential new store
acquisitions.

Tom assumed that if a second Oliver’s in Santa
Rosa were opened, he would be replaced as Cotati
store manager and be freed up to function solely as
general manager. Due to the time-consuming nature
of his duties as store manager, Tom had had little
opportunity to coach Eric and the other managers
in the Santa Rosa store. He felt that he was success-
ful in his role as store manager but that his general
manager duties suffered from the demands put on a
store manager. Additionally, Tom’s entire salary was
charged to the Cotati store and his bonus was based
solely on that store.
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Nevertheless, Tom expressed some frustration
stemming from his uncertainty about what direc-
tion Steve wanted to take Oliver’s for the long term.
If Steve wanted to own Oliver’s for 20 more years,
then Tom thought he was doing the right things.
If he wanted to sell in five years, they needed to
make some changes. At the same time, Tom was
comfortable with the level of supervision he re-
ceived, noting that “Steve is very generous . . . He
knows when to be involved and when not to.”

THE EXPANSION
DECISION

In weighing the decision to bid on one or both
Kroger-owned supermarkets, Steve and Tom com-
piled demographic data and financial data for each lo-
cation. Tom explained Oliver’s site-selection criteria:

We are looking for existing buildings with older
leases that are renting below current market value.
We look for an area that is growing in population
with at least 10,000 households making over $75,000
per year, with at least 25 percent of the population
having had college educations, all within a three-mile
radius. An important criterion is the absence of Whole
Foods within the trade area as they appeal directly to
the same demographic. We do not currently cater to
Hispanic shoppers, which could be an issue for the
proposed Stony Point Road (Santa Rosa) location.

Tom estimated that they would need to invest
approximately $2 million in each store to make
demographic data for the Oliver’s Markets in Co-
tati and Santa Rosa, Exhibit 14 presents compara-
tive demographic data for the Santa Rosa Ralph’s
supermarket and Novato Bell Market, and Exhibit 15
summarizes information about existing and poten-
tial competitors in each location.

Kroger’s Santa Rosa supermarket, Ralph’s, was
a traditional market, with deli, bakery, dry and fro-
zen grocery, produce, meat, and liquor sections. Tom
thought that he could run the store in its current con-
dition, incorporating natural and organic items, and
be profitable. He estimated that the market rate rent
for this site would be about $360,000 per year. Ralph’s.
was located in a center that was fully occupied and
that had more than 20 other businesses, including a
Longs’ Drugs, Radio Shack, Carl’s Jr., KF C, Subway
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and Domino’s Pizza. There was also a Chinese restau-
rant, a Mexican restaurant, a hair salon, a mail center,
and a bank.

Kroger’s had decided to put two Bell Markets
in Novato up for sale. Oliver’s management was in-
terested in the South Novato Boulevard site because
it had a very favorable lease and because it was the
southernmost store in central Novato, meaning that
approximately half the population would have to go
past that store to get to its competitors. Estimated
market rate rent for this location was about $460,000
per year. This Bell Market was located in a center
considered tiny by comparison to the Vintage Oaks
Mall that housed Costco across the freeway; still, the
site housed the only post office in Novato. It also fea-
tured an Ace hardware, a bicycle shop, and a couple
of small restaurants.

Oliver’s Future

Steve and Tom had previously considered expand-
ing to three stores, even making an offer on one, but
nothing had come of these bids. Steve stated unequiv-
ocally that he would not open a third store on his own.
He was interested in the possibility, however, because
1t would provide the opportunity to explore some sort
of ownership position for Tom. Tom’s future was a
concern to Steve. He was comfortable with Tom’s
leadership style and with his decision making. He felt
that he and Tom were very much alike and that Tom
ran Oliver’s Markets the way he, Steve, would run it.
That allowed Steve to be as involved as he wanted to
be, with no particular day-to-day responsibility.
Steve felt that his days of working 60 to 80
hours per week were past and admitted that he was
uncertain what he would do if Tom left to pursue
something else. He stated that perhaps then it would
be time to sell. If Oliver’s expanded, however, Tom
could buy into the company and become a minority
partner; Tom would also relinquish his position as
store manager and function solely as general man-
ager. Steve was nervous about the decision to bid on
either (or both) supermarkets, and debated whether
or not Oliver’s should expand at all. Also, as his wife
was ill and his daughter was not actively involved
in running the family business, Steve wondered if
perhaps a new expansion initiative might provide the
impetus for him to begin to step aside and thereby
allow his trusted general manager, Tom, to buy into
and eventually take over the business. Steve said,

(Continued on page C-47)
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Exbhibit 13 Selected Demographic Data for Oliver's
Markets, Cotati and Santa Rosa

Cotati Santa Rosa
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Exbibit 14 Demographic Data: Ralph’s Santa Rosa and Bell Markets, Novato

Point Rd., Santa Rosa, CA
~ (0-3 mile radius)

Population

2010 projection 122,986

2005 estimate 114,839

2000 census 106,307 »
Growth 2005-2010 O 7.09%
Growth 2000-2005 ci o 8.08%
2005 Estimated Population by Race Classification -~ = '

White alone ' - S 75,395

Black or African American alone : 3,042
American Indian and- Alaska Native alone . , iy 2,269

Asian alone B S T s e

- Hispanic or, Latino. . 3&_236 i

Ralph’s Market, 461 Stony

Bell Market, 1535 S.
Novato Bivd. Novato,
CA (0-3 mile radius)

47,700
46,905
46,114
1.69%
1.72%

38,393
852

(Continued)
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Exhibit 14 Continued

Raiph’s Market, 461 Stony Bell Market, 1535 S.
Point Rd., Santa Rosa, CA  Novato Blvd. Novato,
(0-3 mile radius) CA (0-3 mile radius)

Source: Claritas online demographics database, www.claritas.com, supplied by Ofiver's Markets.

Exbibit 15 Competitor Stores Near Proposed Locations for Oliver’s Markets

Estimated
Square Feet of  Estimated Weekly Estimated
Selling Space Sales (in thousands) Distance in Miles Notes

39,000 ;

SR S i T early 2007

£.10,000 CUoeel nfan 1,00 7 “Scheduled to. open
: TP I S ey . O P November 2005

 Diablo Ave L The0,000- . L : ‘ _"One block north

) lgnacioBlvd =~ = 25,000 500 .35 "' South off Highway 101

' © - 45,000 4300 12 . “Northonsame major
: g : s h © o wroad

20,000 131

G e - “Also forsale .
26,000 . 2300 .82 o “Outof-state, ownershlp
137,000 . 2028 15 . “SouthoffU:S.101
on opposite side of
freeway

n/a = Not available.
Source: Oliver's Markets.
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“We have grown every year except the last two years.
[ attribute it to us not doing as good a job as we could
do. I can’t do anything about Costco, but I can do
something about the job we’re doing here. I don’t
think the age of smaller stores like ours is gone.”
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