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Executive Summary
Krispy Kreme is a company that has been in existence since July 13, 1937.  The company began a plan of expansion in the mid-90’s through franchises and corporate stores.  Krispy Kreme’s initial public offering was in April of 2000 and saw record increases in stock prices.  However, today the status of the company is much different (KrispyKreme.com).
Krispy Kreme has recently run into financial difficulty.  The difficulty is evident in their failure to file their quarterly financial returns with the SEC (for the second time) and the investigation of their accounting records.  These factors have caused the stock price to drop from an all time high of almost $50 a share to $6.48 (as of April 19, 2005) (Krispy-MergentOnline).  Overexpansion of the company, as well as poor financial decisions, has led the company to this point.  Furthermore, questionable payments to individuals related to top management have also impacted company credibility.  Despite recent misgivings in management’s decisions, the company still has a loyal consumer base.  The dedicated consumer base shows that the possibility of financial recovery remains attainable (Cao).
Looking at the problems Krispy Kreme is facing, such as overexpansion, perceived accounting errors, and federal investigations, upper management has begun to consider new plans for restructuring.  Two of the plans we propose include offering an incentive-based EVA program to upper management and using recent debt financing in an advantageous manner.  

Our first recommendation for initiating an incentive-based EVA plan will be to replace the current incentive plan that has proven ineffective.  Incentive-based EVA has several advantages.  First, we will realign upper management’s actions with company goals.  Secondly, EVA will encourage Krispy Kreme’s management to perform in a way that would be in the best interests of the common stockholders.  Since Krispy Kreme’s financial records have been found to be erroneous by the SEC, we would have to wait until newer and more accurate statements are released before implementing this plan (8-K Filing-MergentOnline).  Once fiscal year 2005 and 2006 numbers are released and SEC filings are completed, Krispy Kreme can then determine its TEVA and adjust its upper level bonuses accordingly.  As a result, we believe that earnings per share (EPS) will increase and the stock price will rebound from the extremely low current rate (Appendix 4).
Our second recommendation is to make use of recent debt financing obtained from Credit Suisse First Boston and Silver Point Finance LLC.  First, we will make use of the capital to pay off current debt.  Secondly, we will use the funding to continue company operations for the immediate future (Krispy-Triangle).  Next, we will initiate a training program for franchise owners in order to increase efficiency and profitability.  Finally, we will finance the repurchase of individual store franchises in order to consolidate the business.  These recommendations will make favorable use of the recent debt financing and will lead to future financial stability. 
Recommendation #1
When a company’s stock plummets 76.6 % (Appendix 7) over a 52 week period, the agency conflict is obviously in play.  Krispy Kreme Incorporated realized on January 18, 2005, that we had to change our senior staff in order to get out of the financial difficulties we where in.  By getting rid of our old CEO and hiring Stephen F. Cooper in association with Kroll, Risk Consulting Company, we have taken the first steps to do this (Corporate).  The next step is this proposal that we feel will positively affect the current and future situation is switching to a Target Economic Value Added bonus system.  Currently, Stephen Cooper is simply an interim CEO whose sole purpose is to turn Krispy Kreme around.  Applying an added bonus to his own substantial salary would not greatly affect his performance as our CEO.  However, for the remaining senior staff, this new incentive program will greatly curve the success of their work. 
Under this new policy, an assessed Economic Value Added (EVA) would be calculated for each year and then would be used to predict where the company should be in the following year and allow us to calculate our Target EVA (TEVA).  Depending on our company’s performance in relationship to the TEVA, an amount is awarded to each member of management based upon a percentage of their base salary (Appendix 6c). The calculations for EVA (Appendix 6b) were based on the data for fiscal 2004 which have been deemed unreliable and inaccurate by the SEC (Appendix 3).  Because of these difficulties, our calculations should simply be used as a guide for calculating EVA’s when the accurate financial information is provided. 
The company has switched the incentive programs around several times in the last few years (according to the now inaccurate 2004 annual reports).  The bonuses that have been paid out have decreased in the last few years to where in 2004 nothing was paid.  The goal of using the TEVA incentive structure would be to further align company success and management’s personal goals and tasks.

As it stands, computing an accurate EVA for fiscal 2005 is virtually impossible using the inaccurate financial statements that have been distributed throughout the company and industry (Appendix 6).  Using the previous year as a bench mark is incorrect because of the drastic difference in our firm’s performance, as well as, public acknowledgement that the statements for the last four years do not follow the generally accepted accounting principles (8-K Filing-MergentOnline).  The drastic decrease in the stock price over the last year is a visible representation of an agency conflict (Appendix 7).  Thus, according to the agency problem, management has done actions which have caused the stockholders to loose confidence in the firm and as a result stock prices have fallen.  The stock performance along with the quarterly statements (accuracy being somewhat negligible since it is just an indicator), provide some kind of idea where EVA will be once the 2005 financial statements are released  (Appendix 5).
In our proposal, once the statements have been released, EVA analysis of fiscal 2005 will be done immediately.  Upon completion, the EVA analysis, coupled with current developments within the company, would give us a starting place to determine a TEVA for 2006.  With the considerable downturn in revenues for fiscal 2004 and 2005, at this time we believe that the TEVA may not necessarily be positive cash flow.  The goal would be a substantial increase that could support growth and further operations in the following years (2007 and beyond) (Appendix 2). 

From that point, we would look at comparable companies that use a TEVA bonus system.  By looking at other company’s current setup with their own bonus structure using the TEVA model, we would make appropriate changes and adapt a similar model to our own corporate structure.  It would then follow that an appropriate percentage of base salary would be assigned to actually figure out what each of the employees bonuses would be.  Ideally this recommendation would go into affect for fiscal 2006 and possibly prorated for the end of fiscal 2005 to encourage immediate support and positive change by upper management. 

Fiscal 2006 is quite a distance into the future considering the current perils that our company faces.  However, with the stockholder’s best interest in mind it is our belief that a monetary reward for EVA success could be the needed catalyst to jump-start Krispy Kreme and ensure our survival.
Recommendation #2
On April 4, 2005, Krispy Kreme received $225 million in debt financing from Credit Suisse First Boston and Silver Point Finance LLC.  We have also entered into a borrowing arrangement with these financial institutions that will allow us to be able to draw upon additional financing as it is needed.  Of this financing, $90 million of the financing will be used to pay off our current debt (Krispy-Triangle).  We plan to use the remaining $135 million to invest in the company, through continuing operations, corporate training seminars, and franchise repurchases.


The company has already pledged to pay off its current liabilities of $90 million, which we have incurred over the years to finance our expansion.  We feel it is necessary in order to keep our company financially sound and to maintain a good credit rating. These loan amounts were due April 11, 2005 and paying them off is the first step to our financial recovery (Krispy-Reuters).

With the remaining $135 million, our first priority is to maintain enough capital to continue operations for all business prospects.  These operations include KKM&D, the franchise supplier, corporate office and administrative expenses, and other expenses for general operations of our business.  We expect this to amount to be over $40 million for the next year (2004 Annual) (Appendix 8).

Our next plan for the remaining $95 million is to use an estimated $1.9-2.85 million or 2-3% of the funds to facilitate training seminars for franchise owners  (appendix 8).  Several franchise owners have recently stated that they feel unequipped to manage their store in the most profitable and efficient way.  Furthermore, they have stated they do not feel they have enough corporate direction to really help them understand what they need to do during our current financial difficulties to help Krispy Kreme become prosperous once more (Davis).  For these reasons we believe that it would be beneficial to have all franchise owners attend a yearly training program at the corporate headquarters in Winston-Salem, North Carolina.  During this time, we will instruct owners on how to better manage and increase performance at their individual stores, which should be discussed with management’s proposal.  We also plan to motivate owners who will in turn motivate managers and employees to continue to have faith in the future of Krispy Kreme.  A potential problem with this is that the revenues from franchises only account for around 4% of the sales that corporate receives (Appendix 1).  As a result of these training sessions, we expect sales from all franchise stores to increase by an estimated $5.3247 million (Appendix 8).

Finally, we plan to reacquire franchise stores that we believe are a necessity to continue to persevere in the current market.  The repurchases will allow us to consolidate our business under central governance and give us direct control over more of the Krispy Kreme market.  Company statistics show that 66% of our revenue comes from company owned stores (Annual 2004). This will also help increase our lagging corporate store sales.  Since we will now have direct control, we recognize that our costs of operations will increase.  However, we believe the payoff of operating these stores ourselves far out-weighs the costs associated with their operations.  Because of the current difficulties we have faced as well as our corporate uncertainty, we believe some franchisees will be willing to sell their ownership back to Krispy Kreme to eliminate their risk of ownership.  

With our proposal, we are planning to repurchase 12 stores and run them from the corporate office.  We have estimated the costs to repurchase each franchise to be around $7 million (Campbell).  This amount’s to an estimated total of $84 million on franchise repurchases.  

With the repurchase of these franchises, our sales from KKM&D will decrease as will the amount we receive in royalties and franchising fees simply because there will be fewer franchises.  However, as you will see the direct control we will gain, as well as profits from full ownership of these stores, is greater than the cost.  Krispy Kreme is currently receiving around 4% of sales from franchises in royalties (Annual 2004).  With full ownership, Krispy Kreme will receive 100% of sales from the repurchases and this will make us that much stronger in the current marketplace due to the expected gains of the transactions.
By using the funds from Credit Suisse First Boston and Silver Point Finance LLC, we will be able to begin restructuring and entering a profitable phase of our operations.  Not only do we believe this proposal best utilizes the capital in a way to provide for our company’s best interests, but also for out shareholders as well. In this way, we will continue to maintain a play of dominance in the doughnut market and as an American icon.
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Appendix 1: Overview
Environment: 

Krispy Kreme is an international doughnut company that is seeking to expand into new markets across the world and in the US. They are the leader in hot doughnut production and are trying to make themselves an American icon.  Krispy Kreme sells a variety of doughnuts as well as memorabilia and other products (Annual 2004).
Joint Ventures:
Krispy Kreme is currently facing several challenging problems.  Their joint ventures are costing approximately $18 million in losses per year.  Most recently, KremeKo, their Canadian joint venture, has been in financial difficulty.  Krispy Kreme has announced it will fund the restructuring of this company (KremeKo).
Business Operations: 


KKM&D: This part of the business buys ingredients and sells to franchisees.  

These ingredients include the doughnut mix and doughnut making equipment that all franchisees are required to purchase.
Company Stores: These include all corporate run Krispy Kreme doughnut shops

      and joint ventures.  There are approximately 190 stores of this type.             

Franchise Operations:  Krispy Kreme offers two types of franchises: 
1. Associate Program- Developed in the 1940’s and has a payment

    to corporate offices of 3% royalty fee and 1% of all other sales.

2. Area Developer- Developed in the 1990’s and has payments to   

    corporate office of 4.5% to 6% and a franchise fee of $20,000 to

   $50,000 per store (Annual 2004).
Competitors:

Krispy Kreme competes with several different types of stores.  The first type of business they compete with is breakfast-style stores.   These include Dunkin’ Donuts, Shipley’s, and other local breakfast providers.  The second type of competitor is that which offers quick stop snacks.  These include places such as Starbuck’s and Panera Bread.  The final type of direct competitor is sit-down restaurants such as Denny’s and IHOP.  These competitors provide substitutable foods which the company cannot do anything about at the moment (Fox).
Executives:

Krispy Kreme has recently hired a new CEO, Stephen F. Cooper, who specializes in corporate restructuring.  He has a good track record for the business he has turned around from the point of bankruptcy.  He currently works with Kroll Zolfo Cooper LLC, a consulting firm (Corporate).
Appendix 2: Annual Income Statements
	As Reported Annual Income Statement
	02/01/2004
	 
	02/02/2003
	 
	02/03/2002
	 
	01/28/2001
	 
	01/30/2000
	 

	Currency
	SD
	 
	USD
	 
	USD
	 
	USD
	 
	USD
	 

	Auditor Status
	Not Qualified
	 
	Not Qualified
	 
	Not Qualified
	 
	Not Qualified
	 
	Not Qualified
	 

	Consolidated
	Yes
	 
	Yes
	 
	Yes
	 
	Yes
	 
	Yes
	 

	Scale
	Thousands
	 
	Thousands
	 
	Thousands
	 
	Thousands
	 
	Thousands
	 

	
	
	
	
	
	
	
	
	
	
	

	Total revenues
	665,592
	 
	491,549
	 
	394,354
	 
	300,715
	 
	220,243
	 

	Operating expenses
	507,396
	 
	381,489
	 
	316,946
	 
	250,690
	 
	190,003
	 

	General & administrative expenses
	36,912
	 
	28,897
	 
	27,562
	 
	20,061
	 
	14,856
	 

	Depreciation & amortization expenses
	19,723
	 
	12,271
	 
	7,959
	 
	6,457
	 
	4,546
	 

	
	
	
	
	
	
	
	
	
	
	

	Arbitration award
	(525)
	 
	9,075
	 
	-
	 
	-
	 
	-
	 

	Income (loss) from operation
	102,086
	 
	59,817
	 
	41,887
	 
	23,507
	 
	10,838
	 

	Interest income
	921
	 
	1,966
	 
	2,980
	 
	2,325
	 
	293
	 

	Interest expense
	4,409
	 
	1,781
	 
	337
	 
	607
	 
	1,525
	 

	Equity earnings (loss) in joint ventures
	(1,836)
	 
	(2,008)
	 
	(602)
	 
	(706)
	 
	-
	 

	Minority interest
	2,072
	 
	2,287
	 
	1,147
	 
	716
	 
	-
	 

	Gain (loss) on sale of property & equipment
	(13)
	 
	(934)
	 
	(235)
	 
	(20)
	 
	-
	 

	Income (loss) before income taxes
	94,677
	 
	54,773
	 
	42,546
	 
	23,783
	 
	9,606
	 

	Current provision (benefit) for income taxes
	35,947
	 
	19,663
	 
	13,615
	 
	7,390
	 
	3,392
	 

	Deferred provision (benefit) for income taxes
	1,643
	 
	1,632
	 
	2,553
	 
	1,668
	 
	258
	 

	Provision (benefit) for income taxes
	37,590
	 
	21,295
	 
	16,168
	 
	9,058
	 
	3,650
	 

	Net income (loss)
	57,087
	 
	33,478
	 
	26,378
	 
	14,725
	 
	5,956
	 

	Weighted average shares outstanding-basic
	59,188
	 
	55,092.542
	 
	53,703
	 
	49,183.916
	 
	1,868.044
	 

	Weighted average shares outstanding-diluted
	62,388
	 
	59,492.373
	 
	58,443
	 
	53,655.492
	 
	1,963.988
	 

	Year end shares outstanding
	61,286
	 
	56,295
	 
	54,271
	 
	51,832
	 
	1,868
	 

	Net income (loss) per share-basic
	0.96
	 
	0.61
	 
	0.49
	 
	0.3
	 
	3.188
	 

	Net income (loss) per share-diluted
	0.92
	 
	0.56
	 
	0.45
	 
	0.275
	 
	3.188
	 

	
	
	
	
	
	
	
	
	
	
	

	Total number of employees
	6,982
	 
	3,913
	 
	3,632
	 
	3,200
	 
	3,016
	 

	Number of common stockholders
	186,600
	 
	-
	 
	-
	 
	-
	 
	146
	 

	Depreciation & amortization
	-
	 
	12,271
	 
	7,959
	 
	6,457
	 
	4,546
	


Appendix 3: Annual Balance Sheet

	As Reported Annual Balance Sheet
	02/01/2004
	 
	02/02/2003
	 
	02/03/2002
	 
	01/28/2001
	 
	01/30/2000
	 

	Currency
	USD
	 
	USD
	 
	USD
	 
	USD
	 
	USD
	 

	Auditor Status
	Not Qualified
	 
	Not Qualified
	 
	Not Qualified
	 
	Not Qualified
	 
	Not Qualified
	 

	Consolidated
	Yes
	 
	Yes
	 
	Yes
	 
	Yes
	 
	Yes
	 

	Scale
	Thousands
	 
	Thousands
	 
	Thousands
	 
	Thousands
	 
	Thousands
	 

	
	
	
	
	
	
	
	
	
	
	

	Cash & cash equivalents
	21,029
	 
	32,203
	 
	21,904
	 
	7,026
	 
	3,183
	 

	Short-term investments
	-
	 
	22,976
	 
	15,292
	 
	18,103
	 
	-
	 

	Accounts receivables, gross
	46,628
	 
	35,826
	 
	28,076
	 
	21,157
	 
	19,289
	 

	Allowance for doubtful accounts
	1,265
	 
	1,453
	 
	1,182
	 
	1,302
	 
	1,324
	 

	Accounts receivable, net
	45,363
	 
	34,373
	 
	26,894
	 
	19,855
	 
	17,965
	 

	Accounts receivable, affiliates
	20,482
	 
	11,062
	 
	9,017
	 
	2,599
	 
	1,608
	 

	Other receivables
	2,363
	 
	884
	 
	2,771
	 
	2,279
	 
	794
	 

	Notes receivable, affiliates
	458
	 
	-
	 
	-
	 
	-
	 
	-
	 

	Raw materials
	8,731
	 
	6,819
	 
	5,674
	 
	3,809
	 
	4,600
	 

	Work in progress
	84
	 
	234
	 
	28
	 
	248
	 
	57
	 

	Finished goods
	6,742
	 
	6,010
	 
	4,280
	 
	2,328
	 
	1,658
	 

	Purchased merchandise
	13,190
	 
	11,157
	 
	6,116
	 
	5,622
	 
	3,627
	 

	Manufacturing supplies
	117
	 
	145
	 
	61
	 
	24
	 
	37
	 

	Inventories
	28,864
	 
	24,365
	 
	16,159
	 
	12,031
	 
	9,979
	 

	Prepaid expenses
	5,659
	 
	3,478
	 
	2,591
	 
	1,909
	 
	3,148
	 

	Income taxes refundable
	7,973
	 
	1,963
	 
	2,534
	 
	-
	 
	861
	 

	Deferred income taxes
	6,453
	 
	9,824
	 
	4,607
	 
	3,809
	 
	3,500
	 

	
	
	
	
	
	
	
	
	
	
	

	Total current assets
	138,644
	 
	141,128
	 
	101,769
	 
	67,611
	 
	41,038
	 

	Land
	33,801
	 
	24,741
	 
	14,823
	 
	11,144
	 
	11,144
	 

	Buildings
	131,727
	 
	88,641
	 
	39,566
	 
	29,637
	 
	24,606
	 

	Machinery & equipment
	153,965
	 
	118,332
	 
	86,683
	 
	65,119
	 
	47,701
	 

	Leasehold improvements
	25,254
	 
	19,522
	 
	13,463
	 
	10,440
	 
	9,627
	 

	Construction in progress
	6,550
	 
	1,534
	 
	1,949
	 
	556
	 
	165
	 

	Property & equipment, at cost
	351,297
	 
	252,770
	 
	156,484
	 
	116,896
	 
	93,243
	 

	Less: accumulated depreciation
	66,581
	 
	50,212
	 
	43,907
	 
	38,556
	 
	32,659
	 

	Property & equipment, net
	284,716
	 
	202,558
	 
	112,577
	 
	78,340
	 
	60,584
	 

	Deferred income taxes
	-
	 
	-
	 
	-
	 
	-
	 
	1,398
	 

	Long-term investments
	-
	 
	4,344
	 
	12,700
	 
	17,877
	 
	-
	 

	Long-term note receivable, affiliates
	7,609
	 
	-
	 
	-
	 
	-
	 
	-
	 

	Investment in unconsolidated joint ventures
	12,426
	 
	6,871
	 
	3,400
	 
	4,695
	 
	-
	 

	Goodwill
	19,865
	 
	-
	 
	-
	 
	-
	 
	-
	 

	Required franchise rights
	174,537
	 
	-
	 
	-
	 
	-
	 
	-
	 

	Other intangible assets, net
	13,322
	 
	-
	 
	-
	 
	-
	 
	-
	 

	Intangible assets
	-
	 
	48,703
	 
	16,621
	 
	-
	 
	-
	 

	Other assets
	9,545
	 
	6,883
	 
	8,309
	 
	2,970
	 
	1,938
	 

	Total assets
	660,664
	 
	410,487
	 
	255,376
	 
	171,493
	 
	104,958
	 

	Accounts payable
	19,107
	 
	14,055
	 
	12,095
	 
	14,697
	 
	13,106
	 

	Book overdraft
	8,123
	 
	11,375
	 
	9,107
	 
	-
	 
	-
	 

	Casualty insurance
	
	
	
	
	
	
	
	
	
	

	Insurance
	
	
	
	
	
	
	
	
	
	

	Salaries & wages
	
	
	
	
	
	
	
	
	
	

	Salaries, wages & incentive compensation
	-
	 
	-
	 
	-
	 
	1,925
	 
	-
	 

	Restructuring expenses
	8,050
	 
	6,150
	 
	4,891
	 
	762
	 
	-
	 

	Deferred revenue
	-
	 
	-
	 
	-
	 
	5,728
	 
	-
	 

	Taxes, other than income
	4,041
	 
	6,034
	 
	8,230
	 
	-
	 
	-
	 

	Profit-sharing stock ownership plan contrib
	-
	 
	-
	 
	1,195
	 
	1,022
	 
	-
	 

	Advertising fund
	1,353
	 
	1,485
	 
	2,082
	 
	2,042
	 
	-
	 

	Impairment
	3,267
	 
	1,865
	 
	-
	 
	-
	 
	-
	 

	Other accrued expenses
	-
	 
	-
	 
	3,456
	 
	2,075
	 
	-
	 

	Total accrued expenses
	-
	 
	-
	 
	186
	 
	1,353
	 
	-
	 

	Accrued expenses
	-
	 
	-
	 
	-
	 
	49
	 
	-
	 

	Arbitration award
	6,691
	 
	5,447
	 
	6,689
	 
	4,948
	 
	-
	 

	Revolving line of credit
	23,402
	 
	20,981
	 
	26,729
	 
	19,904
	 
	-
	 

	Current maturities of long-term debt
	-
	 
	-
	 
	-
	 
	-
	 
	9,709
	 

	Short-term debt -related party
	-
	 
	9,075
	 
	-
	 
	-
	 
	-
	 

	
	-
	 
	-
	 
	3,871
	 
	3,526
	 
	-
	 

	
	2,861
	 
	3,301
	 
	731
	 
	-
	 
	2,400
	 

	Accrued salaries & wages
	-
	 
	900
	 
	-
	 
	-
	 
	-
	 

	Other accrued expenses
	
	
	
	
	
	
	
	
	
	

	Income taxes payable
	
	
	
	
	
	
	
	
	
	

	Total current liabilities
	-
	 
	-
	 
	-
	 
	-
	 
	3,256
	 

	Deferred income taxes
	-
	 
	-
	 
	-
	 
	-
	 
	1,115
	 

	Compensation deferred (unpaid)
	-
	 
	-
	 
	-
	 
	41
	 
	-
	 

	Revolving lines of credit
	53,493
	 
	59,687
	 
	52,533
	 
	38,168
	 
	29,586
	 

	Term loan
	6,417
	 
	9,849
	 
	3,930
	 
	579
	 
	-
	 

	Term loan (secured)
	-
	 
	-
	 
	727
	 
	1,106
	 
	990
	 

	Credit facility
	87,000
	 
	7,288
	 
	-
	 
	-
	 
	-
	 

	Real estate & equipment loans
	30,113
	 
	31,763
	 
	-
	 
	-
	 
	-
	 

	Subordinated notes
	-
	 
	6,902
	 
	4,418
	 
	-
	 
	-
	 

	Other debt
	6,330
	 
	-
	 
	-
	 
	-
	 
	-
	 

	Long-term debt, gross
	14,319
	 
	14,400
	 
	-
	 
	-
	 
	-
	 

	Less: Current portion
	136
	 
	136
	 
	-
	 
	-
	 
	-
	 

	Total long-term debt
	19
	 
	-
	 
	225
	 
	-
	 
	-
	 

	Long-term debt, net of current portion
	50,917
	 
	53,201
	 
	4,643
	 
	-
	 
	-
	 

	Accrued restructuring expenses
	2,861
	 
	3,301
	 
	731
	 
	-
	 
	-
	 

	Other long-term obligations
	48,056
	 
	49,900
	 
	3,912
	 
	-
	 
	-
	 

	Total long-term liabilities
	-
	 
	-
	 
	-
	 
	-
	 
	20,502
	 

	Minority interest
	-
	 
	-
	 
	1,919
	 
	3,109
	 
	4,259
	 

	Common stock
	11,168
	 
	5,218
	 
	2,197
	 
	1,735
	 
	1,866
	 

	Paid-in capital
	152,641
	 
	72,255
	 
	12,685
	 
	6,529
	 
	27,617
	 

	Unearned compensation
	2,323
	 
	5,193
	 
	2,491
	 
	1,117
	 
	-
	 

	Notes receivable, employees
	294,477
	 
	173,112
	 
	121,052
	 
	85,060
	 
	4,670
	 

	Nonqualified employee benef plan assets
	-
	 
	-
	 
	-
	 
	-
	 
	10,805
	 

	Nonqualified employee benefit plan liability
	62
	 
	119
	 
	186
	 
	188
	 
	-
	 

	Net unreal holding gains on marketable securs
	(383)
	 
	(558)
	 
	(2,580)
	 
	(2,349)
	 
	(2,547)
	 

	Foreign currency translation adjustment
	(369)
	 
	(339)
	 
	(138)
	 
	(126)
	 
	-
	 

	Unrealized loss from a cash flow hedge
	369
	 
	339
	 
	138
	 
	126
	 
	-
	 

	Accumulated other comprehensive income (loss)
	-
	 
	113
	 
	498
	 
	-
	 
	-
	 

	Retained earnings (accumulated deficit)
	(8)
	 
	(31)
	 
	(42)
	 
	-
	 
	-
	 

	Total shareholders' equity
	(1,307)
	 
	(1,568)
	 
	-
	 
	-
	 
	-
	 

	
	(1,315)
	 
	(1,486)
	 
	456
	 
	609
	 
	-
	 

	
	159,490
	 
	102,403
	 
	68,925
	 
	42,547
	 
	34,827
	 

	
	452,207
	 
	273,352
	 
	187,667
	 
	125,679
	 
	47,755
	 

	
	
	
	
	
	
	
	
	
	
	


Appendix 4: Company Ratios

	Valuation Ratios 

	P/E (TTM)
	-94.50

	Per Share Ratios

	Dividend Per Share
	0.00

	Book Value Per Share
	6.90

	EPS Fully Diluted
	0.92

	Revenue Per Share
	10.67

	Profit Margins

	Operating Margin
	15.26

	Net Profit Margin
	8.58

	Gross Profit Margin
	20.80

	Dividends

	Dividend Yield
	0.00

	Dividend Yield - 5 Yr. Avg.
	0.00

	Dividend Per Share (TTM)
	0.00

	Dividend Payout Ratio
	0.00

	Growth (%)

	5 Year Annual Growth
	0.00

	Revenue - 5 Year Growth
	29.77

	Dividends Per Share - 5 Year Growth
	0.00

	EPS - 5 Year Growth
	0.00

	Financial Strength

	Quick Ratio
	1.83

	Current Ratio
	2.59

	LT Debt to Equity
	29.84

	Total Debt to Equity
	32.27

	Return on Equity (ROE) Per Share
	21.19

	Return on Assets (ROA)
	14.60

	Return on Invested Capital (ROIC)
	17.05

	Assets

	Asset Turnover
	1.01

	Inventory Turnover
	19.06
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Data Provided by Thomson Financial


	
	
	


Appendix 5: Quarterly Statements

August 1, 2004

Financial Statements

(Last Quarter Submitted)
 Part I. Financial Information

 Item I. Financial Statements
Krispy Kreme Doughnuts, Inc.

 Consolidated Balance Sheets

(in thousands)

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	February 1,
	 
	August 1,

	
	 
	2004
	 
	2004

	 
	 
	 
	 
	 
	 
	(Unaudited)

	ASSETS
	 
	 
	 
	 
	 
	 
	 
	 

	Current Assets:
	 
	 
	 
	 
	 
	 
	 
	 

	Cash and cash equivalents
	 
	$
	20,300
	 
	 
	$
	19,309
	 

	Accounts receivable, less allowance for doubtful accounts of

$1,265 at February 1, 2004 and $1,721 at August 1, 2004
	 
	 
	45,283
	 
	 
	 
	44,329
	 

	Accounts receivable, affiliates
	 
	 
	20,482
	 
	 
	 
	19,933
	 

	Other receivables
	 
	 
	2,363
	 
	 
	 
	4,868
	 

	Notes receivable, affiliates
	 
	 
	458
	 
	 
	 
	5,440
	 

	Inventories
	 
	 
	28,573
	 
	 
	 
	33,076
	 

	Prepaid expenses and other current assets
	 
	 
	5,399
	 
	 
	 
	6,749
	 

	Income taxes refundable
	 
	 
	7,946
	 
	 
	 
	8,139
	 

	Deferred income taxes
	 
	 
	6,453
	 
	 
	 
	20,005
	 

	Assets held for sale
	 
	 
	36,856
	 
	 
	 
	3,325
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total current assets
	 
	 
	174,113
	 
	 
	 
	165,173
	 

	Property and equipment, net
	 
	 
	281,103
	 
	 
	 
	297,154
	 

	Long-term notes receivable, affiliates
	 
	 
	7,609
	 
	 
	 
	2,925
	 

	Investments in unconsolidated joint ventures
	 
	 
	12,426
	 
	 
	 
	9,921
	 

	Goodwill
	 
	 
	172,618
	 
	 
	 
	172,662
	 

	Other intangible assets
	 
	 
	3,339
	 
	 
	 
	3,383
	 

	Other assets
	 
	 
	9,456
	 
	 
	 
	10,390
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total assets
	 
	$
	660,664
	 
	 
	$
	661,608
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	LIABILITIES AND SHAREHOLDERS’ EQUITY
	 
	 
	 
	 
	 
	 
	 
	 

	Current Liabilities:
	 
	 
	 
	 
	 
	 
	 
	 

	Accounts payable
	 
	$
	18,784
	 
	 
	$
	18,817
	 

	Book overdraft
	 
	 
	8,123
	 
	 
	 
	13,107
	 

	Accrued expenses and other current liabilities
	 
	 
	23,744
	 
	 
	 
	32,249
	 

	Current maturities of long-term debt
	 
	 
	2,842
	 
	 
	 
	5,566
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total current liabilities
	 
	 
	53,493
	 
	 
	 
	69,739
	 

	Deferred income taxes
	 
	 
	6,374
	 
	 
	 
	25,564
	 

	Revolving line of credit
	 
	 
	87,000
	 
	 
	 
	62,000
	 

	Long-term debt, net of current portion
	 
	 
	48,056
	 
	 
	 
	50,135
	 

	Other long-term obligations
	 
	 
	11,211
	 
	 
	 
	12,078
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total long-term liabilities
	 
	 
	152,641
	 
	 
	 
	149,777
	 

	Minority interest
	 
	 
	2,323
	 
	 
	 
	2,593
	 

	Commitments and contingencies
	 
	 
	 
	 
	 
	 
	 
	 

	Shareholders’ Equity:
	 
	 
	 
	 
	 
	 
	 
	 

	Preferred stock, no par value, 10,000 shares authorized; none issued and outstanding
	 
	 
	—
	 
	 
	 
	—
	 

	Common stock, no par value, 300,000 shares authorized; issued and outstanding - 61,286 at February 1, 2004 and 61,754 at August 1, 2004
	 
	 
	294,477
	 
	 
	 
	299,865
	 

	Unearned compensation
	 
	 
	(62
	)
	 
	 
	(31
	)

	Notes receivable, employees
	 
	 
	(383
	)
	 
	 
	(383
	)

	Nonqualified employee benefit plan assets
	 
	 
	(369
	)
	 
	 
	(264
	)

	Nonqualified employee benefit plan liability
	 
	 
	369
	 
	 
	 
	264
	 

	Accumulated other comprehensive loss
	 
	 
	(1,315
	)
	 
	 
	(768
	)

	Retained earnings
	 
	 
	159,490
	 
	 
	 
	140,816
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total shareholders’ equity
	 
	 
	452,207
	 
	 
	 
	439,499
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total liabilities and shareholders’ equity
	 
	$
	660,664
	 
	 
	$
	661,608
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 


The accompanying condensed notes are an integral part of these consolidated financial statements.
Krispy Kreme Doughnuts, Inc.

 Consolidated Statements of Operations

(in thousands, except per share amounts)

(Unaudited)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Three months ended


	 
	Six months ended



	 
	 
	August 3,
	 
	August 1,
	 
	August 3,
	 
	August 1,

	 
	 
	2003

	 
	2004


	 
	2003


	 
	2004



	Total revenues
	 
	$
	159,176
	 
	 
	$
	177,448
	 
	 
	$
	307,836
	 
	 
	$
	361,804
	 

	Operating expenses
	 
	 
	120,573
	 
	 
	 
	145,633
	 
	 
	 
	233,053
	 
	 
	 
	287,016
	 

	General and administrative expenses
	 
	 
	9,060
	 
	 
	 
	11,845
	 
	 
	 
	17,962
	 
	 
	 
	22,509
	 

	Depreciation and amortization expenses
	 
	 
	4,536
	 
	 
	 
	6,328
	 
	 
	 
	8,637
	 
	 
	 
	12,458
	 

	Impairment charge and store closing costs (Note 3)
	 
	 
	—
	 
	 
	 
	1,802
	 
	 
	 
	—
	 
	 
	 
	9,345
	 

	Arbitration award (Note 13)
	 
	 
	—
	 
	 
	 
	—
	 
	 
	 
	(525
	)
	 
	 
	—
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Income from operations
	 
	 
	25,007
	 
	 
	 
	11,840
	 
	 
	 
	48,709
	 
	 
	 
	30,476
	 

	Interest income
	 
	 
	205
	 
	 
	 
	226
	 
	 
	 
	432
	 
	 
	 
	402
	 

	Interest expense
	 
	 
	(997
	)
	 
	 
	(1,366
	)
	 
	 
	(1,863
	)
	 
	 
	(2,799
	)

	Equity loss in joint ventures
	 
	 
	(802
	)
	 
	 
	(399
	)
	 
	 
	(1,496
	)
	 
	 
	(973
	)

	Minority interest
	 
	 
	(616
	)
	 
	 
	267
	 
	 
	 
	(1,232
	)
	 
	 
	141
	 

	Other income (expense), net
	 
	 
	(343
	)
	 
	 
	114
	 
	 
	 
	(368
	)
	 
	 
	(43
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Income from continuing operations before income taxes
	 
	 
	22,454
	 
	 
	 
	10,682
	 
	 
	 
	44,182
	 
	 
	 
	27,204
	 

	Provision for income taxes
	 
	 
	9,014
	 
	 
	 
	4,438
	 
	 
	 
	17,602
	 
	 
	 
	11,113
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Income from continuing operations
	 
	 
	13,440
	 
	 
	 
	6,244
	 
	 
	 
	26,580
	 
	 
	 
	16,091
	 

	Discontinued operations, net of tax benefit (Note 2)
	 
	 
	(439
	)
	 
	 
	(480
	)
	 
	 
	(439
	)
	 
	 
	(34,765
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net income (loss)
	 
	$
	13,001
	 
	 
	$
	5,764
	 
	 
	$
	26,141
	 
	 
	$
	(18,674
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Earnings (loss) per common share – basic:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Income from continuing operations
	 
	$
	0.23
	 
	 
	$
	0.10
	 
	 
	$
	0.46
	 
	 
	$
	0.26
	 

	Discontinued operations
	 
	 
	(0.01
	)
	 
	 
	(0.01
	)
	 
	 
	(0.01
	)
	 
	 
	(0.56
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net income (loss)
	 
	$
	0.22
	 
	 
	$
	0.09
	 
	 
	$
	0.45
	 
	 
	$
	(0.30
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Earnings (loss) per common share – diluted:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Income from continuing operations
	 
	$
	0.22
	 
	 
	$
	0.10
	 
	 
	$
	0.43
	 
	 
	$
	0.25
	 

	Discontinued operations
	 
	 
	(0.01
	)
	 
	 
	(0.01
	)
	 
	 
	(0.01
	)
	 
	 
	(0.55
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net income (loss)
	 
	$
	0.21
	 
	 
	$
	0.09
	 
	 
	$
	0.43
	 
	 
	$
	(0.30
	)

	 
	 
	 
	 
	 
	 
	 
	
	 
	 
	 
	 
	 
	 
	 
	 
	 


The accompanying condensed notes are an integral part of these consolidated financial statements.

Krispy Kreme Doughnuts, Inc.

 Consolidated Statement of Shareholders’ Equity

(in thousands)

Unaudited

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	Nonqualified
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	Nonqualified
	 
	Employee
	 
	Accumulated
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	Notes
	 
	Employee
	 
	Benefit
	 
	Other
	 
	 
	 
	 

	 
	 
	Preferred
	 
	Preferred
	 
	Common
	 
	Common
	 
	Unearned
	 
	Receivable -
	 
	Benefit
	 
	Plan
	 
	Comprehensive
	 
	Retained
	 
	 

	 
	 
	Shares


	 
	Stock


	 
	Shares


	 
	Stock


	 
	Compensation


	 
	Employees


	 
	Plan Assets


	 
	Liability


	 
	Loss


	 
	Earnings


	 
	Total



	Balance at February 1, 2004
	 
	 
	—
	 
	 
	$
	—
	 
	 
	 
	61,286
	 
	 
	$
	294,477
	 
	 
	$
	(62
	)
	 
	$
	(383
	)
	 
	$
	(369
	)
	 
	$
	369
	 
	 
	$
	(1,315
	)
	 
	$
	159,490
	 
	 
	$
	452,207
	 

	Net loss for the six months ended August 1, 2004
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	(18,674
	)
	 
	 
	(18,674
	)

	Foreign currency translation adjustment, net
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	85
	 
	 
	 
	 
	 
	 
	 
	85
	 

	Unrealized gain from cash flow hedge, net
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	462
	 
	 
	 
	 
	 
	 
	 
	462
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total comprehensive loss
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	(18,127
	)

	Exercise of stock options, including tax benefit of $4,218
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	468
	 
	 
	 
	5,388
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	5,388
	 

	Adjustment of nonqualified employee benefit plan investments
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	105
	 
	 
	 
	(105
	)
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	—
	 

	Amortization of restricted common shares
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	31
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	31
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Balance at August 1, 2004
	 
	 
	—
	 
	 
	$
	—
	 
	 
	 
	61,754
	 
	 
	$
	299,865
	 
	 
	$
	(31
	)
	 
	$
	(383
	)
	 
	$
	(264
	)
	 
	$
	264
	 
	 
	$
	(768
	)
	 
	$
	140,816
	 
	 
	$
	439,499
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


The accompanying condensed notes are an integral part of these consolidated financial statements.
Krispy Kreme Doughnuts, Inc.

 Consolidated Statements of Cash Flows

(in thousands)

(Unaudited)

	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Six months ended



	 
	 
	August 3,
	 
	August 1,

	 
	 
	2003


	 
	2004



	Cash Flow from Operating Activities:
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Income from continuing operations
	 
	$
	26,580
	 
	 
	$
	16,091
	 

	Items not requiring cash:
	 
	 
	 
	 
	 
	 
	 
	 

	Depreciation and amortization
	 
	 
	8,637
	 
	 
	 
	12,458
	 

	Impairment charge and store closing costs
	 
	 
	—
	 
	 
	 
	9,345
	 

	Loss on disposal of property and equipment, net
	 
	 
	368
	 
	 
	 
	—
	 

	Compensation expense related to restricted stock awards
	 
	 
	33
	 
	 
	 
	31
	 

	Deferred income taxes
	 
	 
	6,869
	 
	 
	 
	7,135
	 

	Tax benefit from exercise of nonqualified stock options
	 
	 
	15,314
	 
	 
	 
	4,218
	 

	Equity loss in joint ventures
	 
	 
	1,496
	 
	 
	 
	973
	 

	Minority interest
	 
	 
	1,232
	 
	 
	 
	(141
	)

	Change in assets and liabilities:
	 
	 
	 
	 
	 
	 
	 
	 

	Receivables
	 
	 
	(9,343
	)
	 
	 
	254
	 

	Inventories
	 
	 
	(4,338
	)
	 
	 
	(4,033
	)

	Prepaid expenses and other current assets
	 
	 
	(2,001
	)
	 
	 
	(1,151
	)

	Income taxes, net
	 
	 
	(5,015
	)
	 
	 
	(193
	)

	Accounts payable
	 
	 
	3,979
	 
	 
	 
	(1,967
	)

	Accrued expenses and other current liabilities
	 
	 
	2,712
	 
	 
	 
	7,224
	 

	Arbitration award
	 
	 
	(9,075
	)
	 
	 
	—
	 

	Other long-term obligations
	 
	 
	783
	 
	 
	 
	(211
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net cash provided by operating activities
	 
	 
	38,231
	 
	 
	 
	50,033
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cash Flow from Investing Activities:
	 
	 
	 
	 
	 
	 
	 
	 

	Purchase of property and equipment
	 
	 
	(27,449
	)
	 
	 
	(38,954
	)

	Proceeds from disposal of property and equipment
	 
	 
	—
	 
	 
	 
	17,525
	 

	Acquisition of franchise markets, net of cash acquired
	 
	 
	(102,230
	)
	 
	 
	—
	 

	Purchases of investments
	 
	 
	(6,000
	)
	 
	 
	—
	 

	Proceeds from investments
	 
	 
	33,136
	 
	 
	 
	—
	 

	Issuance of notes receivable
	 
	 
	(2,856
	)
	 
	 
	(3,631
	)

	Collection of notes receivable
	 
	 
	38
	 
	 
	 
	576
	 

	Investments in unconsolidated joint ventures
	 
	 
	(3,147
	)
	 
	 
	(663
	)

	(Increase) decrease in other assets
	 
	 
	(1,957
	)
	 
	 
	150
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net cash used for investing activities
	 
	 
	(110,465
	)
	 
	 
	(24,997
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cash Flow from Financing Activities:
	 
	 
	 
	 
	 
	 
	 
	 

	Borrowings of long-term debt
	 
	 
	4,577
	 
	 
	 
	5,973
	 

	Borrowings of short-term debt
	 
	 
	55,000
	 
	 
	 
	—
	 

	Repayments of long-term debt
	 
	 
	(2,245
	)
	 
	 
	(12,612
	)

	Net revolving lines of credit borrowings (repayments)
	 
	 
	3,791
	 
	 
	 
	(25,000
	)

	Borrowings of short-term debt — related party
	 
	 
	1,550
	 
	 
	 
	—
	 

	Proceeds from exercise of stock options
	 
	 
	7,822
	 
	 
	 
	1,170
	 

	Debt issue costs
	 
	 
	(45
	)
	 
	 
	(97
	)

	Book overdraft
	 
	 
	(3,324
	)
	 
	 
	4,984
	 

	Minority interest
	 
	 
	(650
	)
	 
	 
	22
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net cash provided by (used for) financing activities
	 
	 
	66,476
	 
	 
	 
	(25,560
	)

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net decrease in cash and cash equivalents
	 
	 
	(5,758
	)
	 
	 
	(524
	)

	Cash and cash equivalents at beginning of period
	 
	 
	32,203
	 
	 
	 
	20,300
	 

	Net cash used by discontinued operations
	 
	 
	—
	 
	 
	 
	(893
	)

	Net cash provided by consolidation of joint venture (Note 1)
	 
	 
	—
	 
	 
	 
	426
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cash and cash equivalents at end of period
	 
	$
	26,445
	 
	 
	$
	19,309
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Supplemental schedule of non-cash investing and financing activities:
	 
	 
	 
	 
	 
	 
	 
	 


	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	Six months ended



	 
	 
	August 3,
	 
	August 1,

	 
	 
	2003

	 
	2004


	Issuance of stock in conjunction with acquisition of business
	 
	$
	38,496
	 
	 
	$
	—
	 

	Receipt of promissory notes in connection with sale of assets
	 
	 
	3,551
	 
	 
	 
	—
	 

	Issuance of restricted common shares
	 
	 
	10
	 
	 
	 
	—
	 


Appendix 6a: EVA Calculations

EVA ANALYSIS FOR KRISPY KREME ACCORDING TO FISCAL YEAR 2004

*Page Numbers refer to selected financial data from Krispy Kreme’s website unless   otherwise stated.

Krispy Kreme’s Beta = 1.25 (valueline)

A.  COST OF CAPITAL CALCULATIONS:  
 Cost of Equity
=12.54%
1.  YTM of T-Bills + Beta * Market Risk Premium

a.  5.04 + 1.25 (6)    =12.54%

(Valueline – YTM of US T-bills as of jan 30, 2004) 

(6 is used in EVA for mkt risk premium)

 Cost of Debt 03 


1.   ST = average of interest rates on loans [p36 of 52]

a.   ST =  (2.57 + 2.38) / 2 = 2.475

2. LT = Interest Rates on Bonds

a. Unable to find this value because it was unlisted on WRDS

 Amount of ST and LT debt 

=50,800,000

1. ST debt + LT debt [p25 of 52]

a. 900,000 + 49,900,000 = 50,800,000

 Avg rate on Debt 

1.
ST debt weight * ST debt rate + LT debt weight * LT interest rate



a.  (900,000/50,800,000) * 2.475  + (49,900,000/50,800,000) * unknown 

 After Tax cost of Debt 

1.
Avg. rate on Debt * (1 – Tax Rate [p10 of 52])

a.   Avg. rate on Debt * (1-.389) 

 Number of shares outstanding 
= 7,475,400 [p62 of 73 on annual report] 

 Market value of Equity

= 266,423,256

1. Market price per share(Yahoo Finance) * Shares outstanding

a.  35.64  *  7,475,400 =  266,423,256 

 Total Equity 



= 271,616,256

1. Market Value of Equity + Minority Interest [p25 of 52]

a.  266,423,256 + Minority Interest (5,193,000) = 271,616,256

 Total market value of Debt and Equity 
=322,416,256

1.
Total Equity + Amount of ST and LT debt

a.    271,616,256 + 50,800,000  = 322,416,256

 Weight of Equity

=.8424
1. Total equity /  Total market value of Debt and Equity 

a. 271,616,256 / 322,416,256   =  .8424

 Weight of Debt 

=.1576
1. 
Amount of ST and LT debt  / Total market value of Debt and Equity 

a.   50,800,000 / 322,416,256   =   .1576

 Cost of Capital 
1. Weight of Equity * Cost of equity + Weight of Debt * After tax Cost of Debt

a. .8424 * 12.54 + .1576 * unknown  =  Unable to calculate
B.  NOPAT CALCULATIONS:

* all numbers are in thousands

    Operating Profit





=158196
1. Operating Revenues – Operating Expenses

a. (665592 – 507396) [pg26 of 52]



  +Interest earned on Operating cash


=498.26
1. Total interest income * cash as a percentage of assets earning interest

a. Total interest income ‘04  

i. 921 [p10 of 52]

b. Assets earning interest ‘03: [p25of 52]

i. Cash and cash equivalents

1. =32203

ii. ST investments

1. =22976

iii. LT investments

1. =
4344

c.  Cash as % of assets earning interest


 i.   =(32203)/(32203+22976+4344) =.5410

2. Estimated interest on Operating cash

a. (921)*(.5410) = 498.26

  +Goodwill, Amortization or impairment


=0

 [p22-23 of 52]
  +R&D Expense





=0


Not added back b/c R&D not subtracted when calculating Operating Profit

  +Change in LIFO Provision



=0
  
[p30 of 52] 

  - Cash Taxes





=335
[p17 of 52]

  - Amortization of Capitalized R&D


=0
  =NOPAT 






= 158,359.26
C. CAPITAL CALCULATIONS

*all numbers are in thousands

  Operating Cash
[p25 of 52] 



=32,203
  +Receivables

[p25 of 52]


=34,373
  +Inventory

[p25 of 52]



=24365
  +Other Assets
[p25 of 52]



=17,387
a. A/R affiliates

a. =11,062

b. Other Receivables

a.  =884

c. Notes Rec

a.  =0

d. Prepaid Expenditures

a.  = 3,478

e. Income Tax Refundable

a.  = 1,963

  + P&E net

[p34 of 52]



=202,558
  +Intangible Assets Gross
[p35 of 52]


=49,354
a. Goodwill 

a. =201

b. Intangibles

a.  =651

c. Franchise Rights

a.  =48,502

  + Capitalized R&D





=0
  +Other Assets 
[p25 of 52]



=3600

Other Assets – Deferred Tax as asset – Investments in affiliates


(5232 
         - 1632 [p39 of 52]
-
         0 )

  - Current Liabilities
[p25 of 52]


=45,637


CL      - Maturities of LT Debt – ST debt – Deferred Taxes

        (59,697    -     3,301                       -   900      - 9849)

  = Capital  






= 318,203
1) NOPAT = 158,359.26

2) Capital = 318,203

3) EVA = 158359.26 – Cost of Capital*318,203

Appendix 6b: Sources for Calculations

Extracted from Krispy Kreme’s Website, Investor Relations section, Annual Reports Tab, Selected Financial Data

-Consilidated Balance Sheet [Page 25 of 52]

-Consolidated Statements of Operations [Page 26 of 52]
-Property and Equipment from the Balance Sheet [p34 of 52]

Interest Income [p10 of 52]

Interest income decreased from $2.0 million in fiscal 2003 to $921,000 in fiscal 2004. This decrease results from generally lower average invested balances and a reduction in rates of interest earned on excess cash invested during the current fiscal year.

Goodwill and Intangible Assets [p22-23 of 52]

We performed impairment analyses in fiscal 2004 and fiscal 2003 and did not recognize any impairment charges.
Inventories [p30 of 52]
Inventories are recorded at the lower of average cost (first-in, first-out) or net realizable value.
Income Taxes [p17 of 52]

During fiscal 2004, we made $335,000 in estimated state income tax payments and no estimated Federal income tax payments.

NOTES
8. Debt [p36 of 52]

The interest rate applicable at February 1, 2004 was 2.57% on the Revolver and 2.38% on the Term Loan. 
10. Income Taxes [p39 of 52]


Deferred taxes as of Feb. 2, 2003 totaled 1,632,000

Extracted from WRDS (online) 
http://wrds.wharton.upenn.edu/home/index.shtml
YTM on Long Term US Treasuries Averaging 25 years and above

     date     tlb

26JAN2004    5.06

27JAN2004    5.01

28JAN2004    5.09

29JAN2004    5.08

30JAN2004    5.04
02FEB2004    5.06

03FEB2004    5.03

04FEB2004    5.04

05FEB2004    5.06

Extracted from Yahoo! Finance

Value of one share of Krispy Kreme stock

	PRICES


	


	Date

	Open

	High

	Low

	Close

	Volume

	Adj Close*


	4-Feb-04

	34.06

	35.33

	33.65

	35.10

	1,209,800

	35.10


	3-Feb-04

	35.18

	35.50

	34.00

	34.06

	1,726,700

	34.06


	2-Feb-04

	35.64

	36.04

	35.01

	35.12

	856,300

	35.12


	30-Jan-04
	36.00

	36.48

	35.62

	35.64
	316,600

	35.64


	29-Jan-04

	35.81

	36.30

	35.54

	36.20

	447,500

	36.20


	28-Jan-04

	36.93

	37.08

	35.77

	35.77

	541,400

	35.77


	27-Jan-04

	36.55

	37.43

	36.38

	36.95

	573,700

	36.95



	


http://www.valueline.com.ezproxy.baylor.edu/secure/vlispdf/stk5000/vlispdf/F14561.pdf
Beta for Krispy Kreme – 1.25
Appendix 6c: Agency
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where:

BS = base salary

B% = bonus percentage

AEVA = actual EVA

TEVA = target EVA

LF = leverage factor = how far actual EVA can fall below target before the bonus goes to zero.
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Appendix 7: Stock Price

Since Initial Public Offering
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Appendix 8: Calculation of Training Information

Krispy Kreme Co.

Selling, General and Administrative Expenses 

(Numbers compared to McDonald’s Finance Report)

*Data from 2004 about franchise buybacks is currently being investigated by the SEC, as such data from years previous to this was used to calculate the 7 million in franchise buyback (Campbell).  
*Given the information we have, we have estimated 2-3% of the $135 million should be spent on training and development.
Step 1: Take the % increase in: Selling, General and Administrative Expenses and Total Revenues for McDonalds.

(1980 – 1833) / 1833 = 8%

Step 2: Took McDonald’s 8% and applied to Krispy Kreme to calculate projected amount of expense


.08 = (X – 36.91) / 36.91


X = 40 million expected 

Step 3: Take the Total Revenue of Krispy Kreme and multiply by the 8% (increase in selling, general, and administrative expenses).

665.592 millions * .08 = 5.3247 millions[image: image6.jpg]
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