OVERVIEW OF THE QUAKER OATS COMPANY
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EXECUTIVE SUMMARY

Purpose of Report


The purpose of this report is to present an overview of The Quaker Oats Company.  In addition to providing a general view of where the company stands today in comparison to its own past performance and to its main competition, we discuss where we think the company is headed.  

Current Standing


Currently Quaker Oats is ranked 19th in terms of annual sales compared to other food and beverage companies.  In 2000, it achieved a 7% sales increase and 14% growth in operating income.  This was the third consecutive year Quaker posted a 20%-plus increase in earnings.  International sales were up in Latin America and Asia-Pacific.  Sales grew in Europe but were down in U.S.-dollar terms due to negative currency effects.

Outlook


Quaker Oats looks to keep its brand names strong while expanding into more foreign markets.  The company continues to come up with new marketing strategies as well as new products.  Its successful merger with PepsiCo Inc. creates the potential for additional growth.

INTRODUCTION


Officially formed in 1901, The Quaker Oats Company and its subsidiaries manufacture and market food and beverage products.  Quaker is a major participant in the highly competitive packaged food industry in the U.S. and Canada, and it also manufactures hot and ready-to-eat cereals, pancake syrups, grain-based snacks, and flavored rice and pasta products.  Led by its Gatorade thirst quencher products, which had sales of $2.1 billion in 2000, The Quaker Oats Company is the worldwide leader in sports beverages.

Internationally, the company makes and markets a widely diversified product line throughout Latin America.  In Europe and Asia-Pacific, Quaker diversifies geographically and primarily focuses on cereal and grain products. 

History
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A rocky reunion among three independent milling companies was the catalyst for The Quaker Oats Company.  The oat milling industry began in America in 1856, when Ferdinand Schumacher established German Mills American Oatmeal Factory in Akron, Ohio.  His mission was to introduce oats to American consumers.  At the time, oats were only appropriate for horses.


Initially, his customers were mainly German and Irish immigrants, for they were accustomed to oats as meats were too expensive.  Schumacher quickly became a success and was dubbed the “Oatmeal King.”  Oatmeal gained wide acceptance within the American culture and competitors followed, making way for Henry Parsons Crowell, the second link of the Quaker empire.


Crowell established Quaker Mill Company in Ravenna, Ohio, near Schumacher’s area.  Marketing was Crowell’s niche.  He packed his Quaker oats in sanitary two-pound paper packages along with directions printed on the back.  Crowell was the first to register a trademark for a cereal in 1877.  Consumers started asking for the Quaker Oats brand, and Schumacher was unhappy.


The third (and final) link to Quaker was Robert Stuart.  He came from Embro, Ontario, to establish a mill in Cedar Rapids, Iowa, in 1873 and eventually built another one in Chicago, where The Quaker Oats Company headquarters is currently located.  Stuart’s company held the markets in Chicago, Milwaukee, and Detroit, away from the competitive tension between Schumacher and Crowell in Ohio.


In 1885, Crowell and Stuart joined forces and tried to get Schumacher to do the same, but the latter refused.  A year later, Schumacher’s largest and uninsured mill accidentally burned to the ground, and he was forced to succumb to Crowell and Stuart’s proposal.


The new company’s name was Consolidated Oatmeal Company.  Crowell anointed himself the president; Stuart was vice president, and the former “Oatmeal King” became treasurer.  Incidentally, having the word “consolidated” in the company’s new name was ironic since the three owners had always been at each other’s throats, mainly Stuart and Crowell against Schumacher.
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From 1886 to 1899, the company took many turns because of its unstable foundation.  It went through various changes, including its name.  Finally in 1901, it became what we now know as The Quaker Oats Company, with Robert Stuart prevailing as the CEO.  Generation after generation of the Stuart family ran Quaker Oats until outsider William Smithburg took over in 1979.


By the late 1970s, Quaker expanded into the pet food, convenience foods, ready-to-eat foods, and even toy markets.  In the 1990s, the company divested from all non-food products.

Leadership


Since 1997, chairman and CEO Robert S. Morrison has been running this century-old company.  Morrison began his career in 1969 at Proctor & Gamble.  From 1994 to 1997, he served as CEO of Kraft, a multibillion-dollar division of Philip Morris.  

Goal and Guiding Principles

Quaker’s goal is to be the undisputed leader in the food and beverage industry.  To do so, it has to be a winning company where talented people have opportunities and are rewarded based on their contributions.  To Quaker, winning means making products that consumers demand and provide superior financial returns.


To achieve its goal, the company has established three guiding principles: 1) simplicity, focusing its energy and resources on areas that produce the greatest value; 2) innovation, letting creative the spirit thrive in all aspects of its business; and 3) passion, fostering an uncompromising drive for individual and collective success.

PRODUCTS

Beverages

Quaker Oats makes a variety of food and beverage products.  Perhaps the most intriguing product is Gatorade, which holds an 85% share of the ever-growing sports beverage market in the U.S. and Canada.  Its market leadership is supported by an average annual growth rate exceeding 10%.  In 2000, Gatorade sales grew another 14%.  New flavors and packaging, combined with an aggressive marketing campaign, keep the consumers coming back for more. 

  Outside the U.S. and Canada, Gatorade is available in 55 countries.  International sales have been on the rise.  Last year the sports beverage experienced 13% sale growth in international markets, with Latin America being a chief contributor.  New products and new flavors for Gatorade are among the top priorities in the beverage sector, as evidenced by the company’s recent introduction of a new vitamin-fortified fitness water product called Propel to 25% of the U.S. market.  

Hot Cereals


Perhaps the best known of all Quaker’s products is its oatmeal.  Last year, the 124-year-old brand experienced record sales of $515 million.  It commands a 61% share of the hot cereal market.  Oats’ scientifically proven cholesterol-reducing properties have always helped, but new varieties and packaging innovations have kept consumers warm to oatmeal.  One of the prominent additions was Quakers Instant Oatmeal Nutrition for Women.  Fortified with various nutrients, this new product targeted today’s health-conscious women.

Grain-Based Snacks


One of the newest product lines of Quaker, grain-based snacks, took consumers by storm in 2000.  With new products and flavors, the company’s sales of rice cakes, cereal bars, and granola bars rocketed.  Snack sales were up 12% last year to a record of $341 million.  The chewy granola bars, which are among the company’s fastest-growing products, currently hold a 40% share of their market and have experienced a 13% average annual growth rate over the past three years.  The new flavors for the rice cakes helped their sales soar 63% in 2000.  The company introduced the Gatorade Energy Bar last year, and it is already one of the most popular energy bars across the U.S.

Golden Grain


Although sales of flavored-pasta and flavored-rice products declined 3% in 2000, they continue to hold the No. 1 position in their respective markets.  Despite the revenue shortfall, operating income and profit margins expanded as the company implemented a more efficient operating structure.

Ready-to-Eat Cereals


The ready-to-eat cereals product line saw a slight decline after three consecutive years of growth.  In this highly competitive market, Quaker holds a 10% share, which is only good for the No. 4 spot.  Price-based promotions were reduced last year in favor of brand-building programs.  In the future, the company looks to keep its brand names strong while striving for operational efficiency.  To achieve these goals, the company is undergoing a restructuring to reduce operating costs.

Other U.S. and Canadian Foods


Quaker Oats also makes other products such as syrup, instant grits, and pancake mix.  These products also command leading shares in their respective markets.  For instance, Quaker’s instant and long-cooking grits hold a 76% share of that market.  

Worldwide Sales


In the international markets, Quaker’s sales grew overall with the exception of Europe, where sales, despite a 3% increase in local currency terms, were down due to negative currency-translation effects.  The company plans to expand into additional global markets through effective communication of the benefits of its products.

FINANCIAL REVIEW
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In 2000, The Quaker Oats Company outpaced the growth of the food and beverage industry.  It achieved 7% in sales growth, 14% operating income growth, and recorded its third consecutive year of 20%-plus earnings growth.  Figure 1 presents the year’s financial highlights.

CEO Morrison attributed the strong financial results to “the ingenuity and the competitive spirit of our people – nearly 12,000 Quaker employees worldwide.”  Brand innovation and cost reductions are the key drivers of the company’s continued financial success.  Savings from cost-reduction efforts have been channeled back into brand building, which in turn helps produce exceptional results year after year.  

Sales Analysis
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Figure 2 shows Gatorade sales in 2000 surpassed the $2 billion mark, reaffirming its mega-brand status.  With new flavors, convenient multipacks, world-class advertising. and added distribution points, Gatorade sales grew 15% last year.  

Quaker Oatmeal sales reached $515 million in 2000, a 7% increase from 1999.  With a 10% market share, Quaker is the No. 4 player in the highly competitive ready-to-eat cereal category.  

The company introduced a line of great-tasting, wholesome, grain-based snacks.  Snack sales grew 12% in 2000 to a record $341 million.  Quaker’s new Gatorade energy bar is already one of the top-selling products in its category while Golden grain sales remained stable.

In international sales, the brightest spot was Latin America, in which the company’s largest markets were Brazil and Mexico. As shown in Figure 3, Latin America sales increased 12% in 2000 to $346 million, led by solid growth in Brazil, and operating income grew 2%.  
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In Europe, Quaker’s cereal and snack businesses grew 5% last year in local currency terms.  The 3% decline in U.S.-dollar terms reflects weaker European currencies.  

In the Asia-Pacific region, Quaker currently only operates a small foods business, and its sales rose 3%.  A Gatorade business in China is currently being pursued.


SOCIAL RESPONSIBILITY


Quaker Oats believes it is the company’s responsibility to support, improve, and give back to communities where it operates.   The company believes that by helping out communities, it not only improves its own image but will also strengthen local economies, develop a diverse work force and supplier base, and contribute to a better quality of life.  The company supports the community by product donations and cash contributions, a Supplier Diversity and Small Business Opportunity Program, and employee volunteerism.


The Quaker Oats Foundation has, since 1947, helped organize contributions to not-for-profit organizations as well as other worthwhile programs.

Quaker supports many socially conscious foundations, such as United Way, Teach for America, Junior Achievement, The Big Shoulders Fund, Chicago Communities in School, the NAACP, the Chinese American Service League, Care, and the Greater Chicago Food Depository.  In 2000, the Quaker Foundation contributed more than $1.24 million to these worthwhile causes. 

In the education arena, The Quaker Oats Company focuses on philanthropic and volunteer efforts that educate children in low-income communities.  The company hopes to help needy children succeed in school while providing nutrition education and hunger relief.  In 2000, the Quaker Foundation contributed $3.4 million in cash grants and $21.9 million in product donations to help children. Furthermore, the foundation encourages employee philanthropy through its matching gifts and dollars for Doers programs. Last year, 1,028 not-for-profit organizations received $577,000 in matching gifts from the Quaker Foundation and $678,000 from Quaker employees. 

Value-Added Formula


The Quaker Oats Company’s formula for creating value-added products is simple.  First, cost savings are used to help fund innovation and brand building.  This will result in driving top-line growth, essential to the process in a portfolio of strong brands.  The portfolio needs fuel to fund marketing and innovative product development, which come from the incremental revenues from the brands, cost savings, and productivity improvements.  To ensure effective use of its financial resources, management allocates funds to projects where expected returns exceed the cost of capital.   The benefits of this value-added approach are a profitable business and greater long-term cash flows that over time will increase the company’s economic value. 

CONCLUSIONS


In 2000, The Quaker Oats Company once again proved it is not overwhelming scale that makes a winning company.  With strong brands, a proven value-creation philosophy, and a passion for success, Quaker is well positioned to continue its profitable growth.  
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Year ended December 31, 2000


(Dollars in millions except per-share data)





2000





1999





Net sales





$5,041.0





$4,725.2





Net income





$360.6





$455.0





Number of employees





11,858





11,666





PER-SHARE DATA

















Net income





$2.71





$3.36





Dividends declared





$1.14





$1.14





Average number of common shares outstanding





131,689





134,027





Figure 1


Financial Highlights of 2000
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�Figure 2� Sales by Product Line
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Figure 3


International Sales
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