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Natural foods continue to
grow the business of
Whole Foods Market,
discovers Rebecca Fannin.
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he Whole Foods supermarket in Palo Alto,

California is teeming with baby boom

shoppers. Some are sampling organically

grown avocados and peppers at the well-

stocked salad bar. Others are lining up
at the deli counter for hormone-free meats. Still
more are shopping for Vitamin E and wheat
germ. Best of all, some are shopping for a whole
week’s groceries.

Whole Foods Market (NASDAQ: WFMI) is
already the world’s largest natural and organic
supermarket, according to both its own executives
and industry analysts. Now the chain is benefiting
as increasing numbers of U.S. consumers decide
that foods free of chemicals, additives and preserv-
atives are a lifestyle choice. “Thinking back to 22
years ago, when we opened the doors to the first
Whole Foods Market store, we had a simple

mission: to provide a more
natural alternative to the
options the food

supply chain

was typically offering at the time,” says John
Mackey, its president and CEO.

The U.S. market for organic and natural foods is
worth $25 billion to 30 billion, according to
Jonathan Ziegler, an analyst with Deutsche Bank
Securities. That is just 6 percent of U.S. grocery
bills, but it is growing five times faster than the
sluggish retail food market, says Ziegler.

And Whole Foods Market is in a position to take
advantage of that growth. For 11 consecutive quar-
ters, it has achieved revenue increases of more than
20 percent.

Customer loyalty
One of the secrets of Whole Foods’ success is its
merchandising know-how. Food is fresh-looking
and attractively displayed to tempt the appetite.
Stores are not standardized, but localized with
produce from nearby growers. This combination
appeals to its clientele. Well-educated and reason-
ably well off, they are an important ingredient in
the company’s winning recipe. “Even in an
economic downturn,” says Mackey, “core
customers have remained loyal because organic
shopping is part of their lifestyle.”

They don’t balk at prices of organic foods

caused by higher labor costs and



inefficient economies of scale for delivery,
marketing and production. As a result, Whole
Foods Market achieves healthy profit margins, says
analyst Ziegler. Net profits were up 18 percent to
$76 million in 2001, and Whole Foods Market’s
healthy business has allowed it to reduce long-term
debt, which now stands at $170 million.

The future looks bright, too. Glenda Flanagan,
executive vice president and chief financial officer,
expects 15 to 20 percent sales increases for fiscal
2003. She makes the formula for expansion sound
easy. “When shoppers ask who has the best
produce, the best meats, the best supermarket, we
want that answer to be Whole Foods Market,” says
Flanagan. Whole Foods Market shoppers tend to
come back for more. Sales at stores over a year old
grew by 9.2 percent in 2001. Average weekly trans-
actions were up 4 percent to 1.5 million in 2001,
Flanagan notes. Last year the average basket was
loaded with $27 worth of goods — a 4 percent
increase over the previous year.

Large-scale ambition
Since its beginnings in 1980, Whole Foods Market
has used acquisitions to grow. The company oper-
ates 135 stores in 25 states plus Washington D.C
and Toronto, Canada, its first international store
which opened in May. Increasingly, though, it is
looking at opening its own stores to build revenues.
“There aren’t that many acquisition targets
anymore. Most have already become part of Whole
Foods Market,” admits Flanagan.

Now, part of Whole Foods Market’s strategy is to
add larger and larger stores to offer broader and
broader selections. In an important step in that
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direction, last year Whole Foods Market acquired
three Harry’s Farmers Market stores in Atlanta for
$35 million. Each averages more than 70,000 square
feet — nearly twice as large as the typical
city supermarket in the U.S.

The larger stores carry more perishables
and prepared foods, which bring
in higher profit margins than
dry groceries. Today, perishables
account for nearly 65 percent of
Whole Foods Market’s sales.
“Perishables are a point of
difference for our stores and
we want our high-quality
perishables to be a drawing
point for consumers, as the
best in the market.” says
Flanagan. “The larger-format-
stores appeal to a broader
segment and they are less
vulnerable to  competition.
A large, well-executed store
can attract shoppers, so they
switch grocery stores and, once
there, people don’t like change,”
says Flanagan.

Another measure of good health
is the stores’ annual sales per square
foot. At $689 per square foot, it is
almost 50 percent higher
than the conven-
tional super-
market
average
of $450 »pi6

Solid White
ALBACORE

TUNA

Pacigd v A
S gy, ———

™

Photograph: Nancy Newberry

President and CEO
John Mackey: “Even
in an economic
downturn, core
customers will remain
loyal because organic
shopping is part of
their lifestyle.”



