Dreyer’s Ice Cream Case Summary

Players 

– Executive Cmte (i.e. top 6 leaders at Dryer’s) 

· CEO Gary Rogers

· President Rick Cronk

· VP Mktg Tyler Johnson

· VP Ops William Oldenburg

· VP Sales Tom Delaplane

· CFO Time Kahn

- Executive Staff (remainder of executive team)

Situation
June ’98 executive team mtg to discuss how to turnaround company.  Had fallen way short of expectations – in ’94, projected ’98 EPS of $2.23; in ’96, revised to $2.02; in ’97, revised to $.48; as of late June ’98, had lost $.06 per share.

Ice Cream Industry Background

- Dairies traditionally produced ice cream as secondary business to milk; therefore commoditized.  Sought scale economies, so quality suffered.  Dryer’s entered to compete on quality, innovation, tech sophistication, and brand image

- fragmented, largely b/c milk could only be delivered short distance while maintaining freshness

Market Size and Characteristics

- key players: Dreyer’s and Breyer's together account for 28% of entire ice cream category; private label = 23%; remaining 4 leaders = 18%; 500 small regional companies = 1%

- seasonal; mature (CAGR ’92-’97 = 1.7%/yr)

- $11B annual mkt size = 1.3 billion gallons

- foodservice =  $3.5B; package ice cream (inc. Dryers) = $4B; frozen novelties = $3B

- ’98, packaged ice cream represents 50% of mkt in pounds, but only 40% category sales (b/c it’s a commodity)

- subsegments of packaged ice cream: superpremium (13% sales), premium (52%), lower priced (35%).  See exhibit 2 for selling prices

- private label share declining

- heavy promotions – 61% of Dryer’s volume sold on promotion

Note - Dreyer’s growth since ’93 came from private label and regional brands, not direct competition.  Dreyer’s competitors have deeper pockets and higher margins

Select Dreyer’s Company History

- founded in 1920 by William Dryer who became partners with Joe Edy (candymaker)

- known as innovator in ice cream business

- in ’77 sold to Rogers and Cronk for $1M

- ’78 agreement with Breyer’s to differentiate self from Breyer’s east of the Rockies (( Edy’s brand east of the Rockies)

- ’81 went public with $45M valuation

- by ’94, sales = $564M (had been $6M at purchase); passed Breyer’s in mkt share

- see Exhibit 5 for summary of financial performance

Dreyer’s Business Overview

- manufactured assortment of packaged ice cream and novelties under various names

- priced premium $1 more than other brands

- majority of sales through grocery store outlets

- introduced 13 successful products btwn ’94 and ’98 (over 100 flavors total by ’98)

- 1996 shifted to higher margin premium plus ice cream (closer to B&J); JV with Starbucks

The Grand Plan

’94-’98 strategy plan intended to help company consolidate industry and become national brand; expected financial benefits in ’96. Elements of the plan follow:

1.   4 fold increase in consumer mktg spending.  Premise = customers prefer high quality brand and image in ice cream.  Dreyer’s quadrupled spending in ’93, then cut back as mix shifted to trade promotions. 

2.   leverage direct store delivery system which serves >86% US households.  Heavy fixed costs required distribution of competitive brands.  Dreyer's sold 120 million gallons through this system, Haagen Dazs sold 10M through similar system.  Characteristics of this system included the following:

- enabled increased consignment sales (retailer doesn’t take ownership until product’s sold) ( more negotiating power for Dryer’s, improved cash flow, and decreased bottlenecks

- significant daily demand info from stores enabled tailoring of flavors to individual stores

- distributors were profit centers with Dreyer’s providing technical, sales, and mktg support

3.   rapid expansion distribution and manufacturing capacity

- entered Texas mkt (dominated by Blue Bell) and opened local manufacturing and distribution center in Houston.  This later led to many of Dreyer’s’ financial difficulties

4.  generate 1/3 of volume growth from new products and other innovations

- introduced 13 successful retail products (e.g. Whole Fruit Sorbet, Starbucks Ice Cream, Portofino); also 700,000 gallons of soft serve which suggested the foundation of a viable business in that mkt

5.  install state of art info systems within company - $25 million in new systems in place by ‘98

“I Can Make a Difference Philosophy”

Documenting of philosophy Cronk and Rogers started operating under in ’81; influenced by “In Search of Excellence.”  10 tenets or “grooves” celebrate individual, ownership of one’s work, and trust :

1. mgmt is people – mgrs should be most concerned about their employees as they drive co.

2. hire smart

3. respect for the individual – focus on trust

4. people involvement – allow people to get involved in business beyond their specific function

5. ownership – over at least one aspect of own job; must be earned, cannot be given

6. hoopla – celebrate ownership

7. train, train, train

8. face to face communication – listen, provide feedback to one another (esp. mgr to employee), set clear expectations

9. upside down organization – people who make difference are those who make products

10. ready-fire-aim – test change through small scale tests

Implementing the “I Can Make a Difference” Philosophy

- originally published in ’85 in pamphlet form; executive team asked to “spread the gospel”

- ’87-’89 some employees accuse mgmt of hypocrisy – philosophy on paper but not in practice; executive team gives those who are disconcerted the responsibility to solve problem of how to make philosophy more than just empty words

- ’91 survey on the grooves; 60-70% participation although not mandatory; some disappointment with results.  As a result, implemented grooves training where Dreyer’s employees could be certified as grooves trainers - teach 8 hour course to new employees.  Individuals encouraged to get groove certified within 6 months of employment; most did.

- ’97 flattening of satisfaction with grooves implementation ( Nancy Mace hired as Director of Leadership and Development

Mace’s Additions

Dreyer’s Leadership University

- training for top 100 mgrs on effective ldrshp and mgmt skills; by Tahoe mtg, 3 of 4 trainings executed at cost of $750K

Dreyer’s Hall of Fame

- hallway at Oakland HQ dedicated to frontline employees who demonstrate philosophy + other recognition programs

Stock Option Grants

- granted all Exec Team options worth 2-3x salaries + 1000 shares each to top 100 employees

- by 2000, 18% total shares outstanding belong to employees

HR
- had no formal HR dept.; decentralized decision making and culture building by mgrs instead

- recognizing at least some central HR needs, added “People Support” to Mace’s responsibilities

1996-8: “Toughest Business Climate in 21 Years”

- ’97 expectations = $22M pre-tax earnings and $.30 EPS; actual =$14M and $.17 EPS

- ’98 expectations = $28M and $.48; by June, new forecast = $8M 

- Stock price plummet.  By mid ’98, @$20 from year high of $26.  EPS estimates lowered from $.45 to $.25.

Unexpected simultaneous internal and external factors had brought crisis about:

1. Investment and actions to implement recent strategic plan and brand building efforts took longer than expected.   

2. Substantially increased cost structure.  New IT system cost 15-20% of sales. Promotions missed.  Price after trade promotion was $.19 less than expected ( $11M loss in profits.  New TX plant had technical problems and produced lower than expected margins.

3. CEO diagnosed with brain tumor and undergoing surgery and radiation

4. Butterfat, key ice cream ingredient, hit record high price of $2.91/lb.  Cost company $22M in gross profit in ’98.

5. Aggressive discounting by competition made it difficult for Dryer’s to raise prices to compensate for butterfat increase; all time high in price differential between Dreyer’s and Breyer’s

6. “Better for You” healthy segment (18.4% Dreyer’s total sales) began reversing its upward trajectory in ’97. Significant impact on bottom line since these products were high margin.  Entire category declined 15% in ‘98

7. Ben & Jerry’s cut distribution contract for the following reasons: 1) feared dependency on Dreyer’s; 2) recognized B&J sales were mostly to smaller stores while Dreyer’s distribution strengths were in grocery chains; 3) could achieve higher margins through new distribution agmt with Haagen Dazs; and 4) feared some of Dreyer’s own products (e.g. Starbucks, Portofino) were becoming too competitive with B&J.  Dreyer’s counted on distributing B&J product in order to cover investment in their new national distribution system.  They needed high volumes and B&J accounted for 9M gallons, or 7.5% total Dreyer’s distribution.

Preliminary actions and concerns by Rogers and Cronk

Action – financial restructure to remedy cost structure and profitability issues. This is impetus for Tahoe meeting

Concerns – employee motivation and loyalty in competitive job market;  loss of faith from executive team; loss of executive team (their options were under water)

Tahoe Mtg Thoughts on Financial Restructuring

3 key financial problems

1. co. not making P&L work in terms of focus and opening a gap btwn growth rate for SG&A, distribution expenses and gross margin

2. 2 burning platforms – ailing “Better for You” segment and inability to grow revenues in west coast, especially CA

3. drains on BS – TX manufacturing plant and Dreyer’s involvement with manufacturing of Grand Soft machines

