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Executive Summary

Krispy Kreme Doughnut Corporation has experienced ever-declining stock prices and ever-rising financial distress over the past two years.  Within five years Krispy Kreme went from being a Wall Street success story to a “doughnut grenade”.  Many investors and analysts have lost faith in the company’s ability to make a profit and successfully manage its assets.  However, recent events have increased the firm’s optimism for its future earnings.  The decline in confidence in the firm is a direct result of questionable practices.  These problems include a lack of ability to control long-term debt due to poor debt organization, high fluctuations in stock prices and unconstrained upper level management.
While Krispy Kreme does not have an unusual debt level, its debt structure is composed primarily of long-term loans which have higher interest rates and more restrictive covenants.  In regards to management issues, the firm has been guided by unreliable and deceitful leadership.  Management has failed to issue legitimate financial statements in addition to ongoing federal and Securities and Exchange Commission investigations.  These two issues have resulted in high fluctuations in stock prices which has created a volatile market for the company.
Restructuring Krispy Kreme’s management will allow the company to resolve several of its key problems.  In order to successfully rebuild confidence in its management, the firm must look for innovative ways to evaluate its upper level management.  Such techniques should include the use of modified Economic Value-Added, which will allow the company to realize its true profit.  These evaluations must be comparable to industry stands.  Krispy Kreme should consider replacing some of the current management to ensure a successful reorganization of leadership.  The new management should secure the services of an outside firm with experience in overall corporate restructuring.  In the future management must bear the burden of responsibility for any upcoming financial releases.  This will make it possible for the firm to phase out any weaknesses in upper level management.  
After Krispy Kreme begins to restructure its management, the firm must focus on a timely and accurate release of the financial statement for the year ended 2004, as well as for the first quarter of the current year.  In order to deal with the mounting debt and highly fluctuating stock prices, the company must accurately restate all previously questionable financial statements.  
After implementing the suggested solutions, Krispy Kreme should expect a revived confidence in the firm, lower debt structuring costs, and an increase in stability of their stock prices.  These modifications should allow for an increase in revenues and overall firm stability. 
PROPOSAL


Krispy Kreme Doughnuts was once the hottest donut selling company in the United States.  The company has a large distribution system that has helped them establish their place in the market (see Appendix 1).  The company competes in the leisure restaurant industry, a highly competitive and fast-growing industry (see Appendix 2).  In 2004, the industry had over $476 billion in sales (Restaurant.org).  In 2000, the company went public at $21 per share and for a while it only went up from there (ABCNews.com).  Every time the company opened a new store, its stock price would increase.  However, in early 2003 the company’s sales began to plummet and people began to question what was happening to the once high-flying stock (ABCNews.com).  


Most of the main issues that Krispy Kreme has to deal with have been spurred on by the lack of confidence in the company, as well as an exceedingly hostile environment.  There are several underlying issues affecting these areas of conflict.  These issues include problems with debt, management, and stock price fluctuations.  

DEBT


Although the debt level for Krispy Kreme is not unusually high, considering the industry that the firm is in, it has undergone severe changes since the firm went public.  When Krispy Kreme failed to file its financial reports for the quarter ending October 31, 2004 with the SEC and lenders, such as Wachovia, it violated the terms of its lending agreements (Mergentonline.com).  As a direct result of these actions Krispy Kreme is, “being forced to go to lenders willing to take on more risk than traditional banks” (Mergentonline.com).  “The commercial banks are not willing at this point to assume the risks that Credit Suisse and the hedge funds are,” said Tony Wingler, a finance professor in the Bryan School of Business at the University of North Carolina at Greensboro (Mergentonline.com).  Because of restrictive covenants, Krispy Kreme cannot currently issue dividends to its stockholders (MergentOnline.com).      


The company’s ability to repay its debt was further impaired when it was forced to “divest its Montana Mills operation, which will result in a charge of at least $35 million.” (usatoday.com)

MANAGEMENT


Recent questionings of managements’ actions have led to a drop in investors’ confidence in the corporation.  After sales began to lag in early 2003, shareholders began to question the actions of management.  The conflict between the company’s shareholders and its’ management came to a stand-off when a lawsuit was filed by the shareholders.  The lawsuit included arguments alleging that management had attempted to hide problems by doubling doughnut shipments to wholesalers in an attempt to pad sales figures (ABCNews.com).  The court documents stated that the company allegedly violated the Securities Exchange Act of 1934 by issuing material misrepresentations that inflated the stock price (zsz.com).  


Krispy Kreme’s management is also under attack for questionable transactions the company made in relation to the buying back of several of its’ franchises.  Last August, the Securities Exchange Commission began a probe into how Krispy Kreme accounted for their repurchases of franchises owned by executives or their family members (cfo.com). Many of the prices paid for the franchises were unusually high.  One such franchise in California was repurchased from the former wife of Scott Livengood, the company’s previous CEO (Bloomberg).  The buyback of franchise stores was masked as an “acquisition strategy”, but was actually used to prevent store closures (zsz.com).    


The debt that the company has taken on has also disturbed many shareholders because of the restrictive covenants placed in many of the debt agreements.  Several such covenants prevent the payment of dividends for the near future (MergentOnline.com).  


Krispy Kreme is also under SEC investigation for its accounting practices (journalnow.com).  The failure of the company to report earnings in a “timely manner” may constitute failure to comply with SEC rules, which could result in getting kicked off of the New York Stock Exchange (Marketwatch.com-Greenberg).  The U.S. Attorney’s Office for the Southern District of New York is also investigating Krispy Kreme and its current and former officials.  The involvement of the Attorney’s Office could mean criminal action charges for several company officials (journalnow.com). Poor management and corporate dishonesty are behind many of the reasons that these investigations were launched.  Many of these costs will be paid by the stakeholders in the company.

STOCK PRICE

The fluctuations of stock prices for Krispy Kreme Doughnuts seem to be one of the company’s greatest downfalls.  It is negatively affecting such market implications as stock price, investor’s confidence in the firm, and high-risk ratings from financial analysts (see Appendix 4).  Without the support of the investors and analysts who have lost confidence in the firm’s ability to generate consistent stock prices, it is difficult for the firm to efficiently fund operations.

Krispy Kreme stock prices have recently dropped approximately 90% since their record high dating back to August 2003 (Standard&Poor’s).  The continued decline in stock prices for Krispy Kreme is evident in the investor concern due to the questionable accounting principles, decreasing average unit volumes, and late release of SEC filings.  Krispy Kreme scored lower than 77% on the S&P Investability Report, ranking them in the bottom quartile even though their fair value of stock is slightly overrated by $7.30 (Standard&Poor’s).  The SEC is investigating the accounting methods Krispy Kreme applied in the repurchase of franchises, operating lease issues, and forecasted earnings.  This ongoing inquiry by the SEC has placed doubt in current and potential investor’s minds about future performance.  Krispy Kreme is vulnerable to declining average unit volumes because of overly aggressive expansion of stores which will weaken its brand name and cause them to fail to meet forecasted profitability levels (Standard&Poor’s).  Krispy Kreme’s largest stock decrease was preceded by an announcement that, for the first time since being a publicly traded corporation, they have forecasted a loss in annual profits (Bloomberg).  

According to the Form 12b-25, for notification of late filing with the SEC, Krispy Kreme is making adjustments to financial statements after analyzing their use of generally accepted accounting principles (GAAP) for specific transactions (Form 12b-25).  Examples of such adjustments include the effect of determining the amount of compensation to their sellers, who received an unreasonably higher purchase price compared to other sellers.  Another adjustment deals with the lack of consolidation of the financial statements of KremeKo Inc., their main area developer for Central and Eastern Canada (Form 12b-25).  Krispy Kreme’s financial outcomes and stock price may be drastically affected with their potential failure to comply with Section 404 of the Sarbanes-Oxley Act of 2002 which calls for the company to include “Management’s Report on Internal Control over Financial Reporting” (Form 12b-25).

RECOMMENDATIONS

1.  Restructuring Krispy Kreme’s management

The recent investigation of company officials proves that there is more to the company’s losses than a change in America’s eating habits (zsz.com).  Since the company went public in 2001, management has not been held accountable for its actions.  Krispy Kreme must place regulations and checks on its management if it is to survive.  The company should also consider laying-off some of the current management.

There is a lot of evidence to support the idea that restructuring the company’s management would help to rebuild confidence in Krispy Kreme.  When the company announced the retirement of their CEO Scott Livengood, the stock price rose by 10% or $.89 per share (journalnow.com).  The hiring of Stephen Cooper as the new CEO also had positive effects for the company.  “Cooper has about 30 years of experience in restructuring and rehabilitating troubled businesses.”(ABCNews.com)  

The hiring of Cooper prompted Goldman Sachs to invest more money in the company, making the investment firm the second largest shareholder with 5.8% ownership of Krispy Kreme (Businessweek.com).  Robert Smith, a financial planner for Edward Jones said, “Goldman Sachs is rarely wrong.  They are an industry leader and they set the standards for several other investment firms.”     Although hiring Cooper was a step in the right direction, the firm needs to do more.  Robert Smith went on to say, “While bringing in a new CEO to a company brings new confidence to a firm, it is important that the new CEO have people under him he can trust to help him run the firm.”

There are several reasons that Krispy Kreme still needs to reevaluate its current management and possibly hire new management.  Although he is a strong pick for a new CEO, Cooper is still employed by Enron (ABCNews.com).  The company needs management that can work solely on Krispy Kreme’s problems.  Several members of the company’s current management helped create the problems that the company is now facing.  A number of the former and current members of management are under investigation and could face criminal charges (journalnow.com).  Although this does not mean that all of the current management should be replaced, the firm should look into weeding out problems in an attempt to reestablish confidence in the firm.     

One possible way for Krispy Kreme to restructure its management is through the creation of a new performance measurement system.  As a form of internal control, a measurement system based on financial benchmark methods, such as a modified EVA, could be implemented at a low cost and is a more straightforward approach than several other methods.  The modifications made to the firm’s EVA should include adjustments made primarily for the differences in the restaurant industry, as well as the firm.  The modified EVA for Krispy Kreme should be compared to the industry and the company’s top competitors.  Regular audits should be performed as a way of qualifying and quantifying management’s progress.  Currently, the firm is being outperformed by its competitors and is also falling below the overall industry (see Appendix 8).  Both internal and external audits should be made to promote operational efficiency and valid financial statements.  Although the company should compare itself to Starbucks, one of its’ top competitors, it should not do so exclusively.  It would be unreasonable to compare a distressed company against one of the fastest growing firms in the industry (see Appendix 3 and 4).  

EVA can be used for performance measurement, communications with shareholders and investors, and corporate valuation (ValueBasedManagement.net).    

Since one of the main focuses of EVA based performance measurements is to maximize shareholder wealth, using EVA as a performance benchmark could reduce the conflict between management and shareholders (pitt.edu).  According to a University of Pittsburg study, “EVA implementation results in better stock performance.” (pitt.edu)


In addition, Krispy Kreme’s management should consider retaining the services of outside firms that specialize in areas such as helping reduce management/shareholder conflicts.  The new CEO and Chief Operating Officer are associated with Kroll Zolfo Cooper (KZC) LLC (krollworldwide.com).  KZC has handled companies when they have been in periods of financial distress, such as Enron and the Polaroid Corporation.  They have also agreed to secure a $225 billion loan for Krispy Kreme (krollworldwide.com).  The firm used almost $90 million of these secured loans (see Appendix 5) to pay off the previous senior lenders (wsj.com).  This security could keep the company from defaulting.  


  Most of all, the firm’s management must be held accountable for the numbers it releases and has released in its financial statements.   The company has already admitted that its previously released financial information is unreliable, especially sections pertaining to the firm’s revenues (form 12b-25).  


As a result of the faulty financial statements, the firm has had to pay higher interest rates on debt (Mergentonline.com).  The restructuring of the firm’s management could build confidence in the firm, which would possibly allow the firm to be able to obtain loans at a lower rate of interest.  

2.  Restate Financial Statements

After restructuring the firm’s management, Krispy Kreme should focus on the timely restating of its financial statements.  This action could decrease the volatility and fluctuations of both the stock and the debt.  Dr. Franklin Potts, a finance professor at Baylor University, said, “Stock prices tend to overreact to media hype.”  Krispy Kreme should take this into account when measuring the effect of reissuing its financial statements.  In addition, reissuing amended financial statements in a timely manner will decrease overall company risk and could lead to an increase in shareholder and bondholder confidence in the firm.  Increased confidence and decreased risk could help the company avoid large fluctuations in its stock prices.  

Dr. Tom Harrison, an accounting professor and author at Baylor University, said that the biggest mistake that many companies make occurs when looking at debt options.  Many companies choose to issue long term debt as opposed to bonds.  The problem with this comes when the firm must make interest payments while abiding by restrictive covenants that are set in the loan agreement.  If the company reported its real financial statements it could reduce future legal and regulatory costs, and could possibly obtain debt at a lower interest rate.  This could allow the company to issue more bonds, instead of tying their hands with restrictive covenants that come with term loans.  

Bonds have lower interest rates and restrictive covenants than term loans (Rich, Basic Securities 1).  The firm should focus on issuing income bonds.  These bonds only require interest payments if the firm has sufficient income.     
Appendix 1
Krispy Kreme Overview

General History

Krispy Kreme has been around for over 64 years.  It was established by Vernon Rudolph in 1937.  In the 1940’s and 1950’s Krispy Kreme built their very first mix plant and distribution system.  In the 1960’s and 1970’s Krispy Kreme enjoyed steady growth and adopted the now famous green tile roof and heritage road signs. It was sold in the early 1970’s to Beatrice Foods Company after the company founder died in early 1973.  In 1982 Krispy was again sold to a small group of associates that focused on growing out of the south and into larger markets.  They had a renewed focus on the “hot now,” experience.  In April of 2000, Krispy Kreme held its initial public offering of common stock and in 2001 opened its first international store in Canada.

Brick and Mortar Facilities

Krispy Kreme offers donuts in free standing storefronts.  Each of these facilities sells over 20 different brands of donuts.  Each store is the equivalent of a small donut factory.  Each store is capable of producing from 4,000 to over 10,000 dozen donuts daily.  The company attributes high fixed costs to the machines that allow the donuts to be produced in house.  In store sales include those to patrons and community organizations that sell donuts for fundraising and goodwill functions.  

Distribution to Retailers

In an attempt to widen their customer bases, Krispy Kreme sales a variety of donuts in retail stores and gas stations.  These donuts are prepackaged and sent to the retailer on a daily basis.   

Established Markets

The company refers to these markets as their “Heritage market,” these markets are primarily in the southeastern United States.  While this market represents a continually shrinking size of the company’s over all sales go to constant growth, the company still finds ways to grow within this market.  According to the company’s 2004 financial statements system wide sales increased 26.5 percent over the last fiscal year.    

Emerging Markets

The company uses this broad title to represent “markets in the early stages of on-premises and off-premises penetration.  Off-premises penetration is when Krispy Kreme just sales their donuts in stores such as Randall’s or Wal-Mart. Krispy Kreme believes this strategy allows them to penetrate “new channels of distribution” in these emerging markets.  An on-premise location is where Krispy Kreme actually builds a site in a location where it wants to establish its brand.  

New Markets 

According to Krispy Kreme, new markets are just beginning their development. These are the “previously untapped frontiers of our business” where Krispy Kreme can easily penetrate and establish its name.  In detail, Krispy Kreme has entered 27 new markets last year in states such as Hawaii, South Dakota, and Alabama.  To be more descriptive, Krispy Kreme made record number of sales the first week it was open in Massachusetts of $506, 917.

Appendix 2

Industry Overview


Krispy Kreme Doughnuts, Inc. was once a frontrunner in world’s largest sector of business, the restaurant industry.  Representing the most consistent commerce on the globe, the restaurant industry is the leading employer besides the government with 12.2 million employees providing employment for more than 9% of those working in the United States.  With sales of over $476 billion ($1.3 billion a day) and a forecasted advance of 4.9% in 2005, this dominant industry is showing no signs of letting up in the near future.  Limited-service restaurants are being predicted to record sales of $134.2 million (4.7% gain over 2004) making corporations such as Starbucks, Krispy Kreme Doughnuts, and Dairy Queen an important facet to the overall restaurant industry.

“American consumers will spend almost 47 percent of their food dollar in the restaurant community in 2005," said Steven C. Anderson, president and chief executive officer of the National Restaurant Association.  With more people in the United States living by the modern ideal of having others prepare the food for them, there is an incredible profit to be made with the right combination of operational and financial efficiency.
Aside from generating income for individual businesses, the restaurant industry presents the economy with 42 new jobs for each $1 million spent in restaurant sales.  Employment isn’t the only other economic aspect influenced by this prevalent trade.  As a whole, the economic impact as a direct consequence of the restaurant industry is anticipated to total well above $1.2 trillion in 2005 (National Restaurant Association).  The other industries most immediately associated with this massive impact are agriculture, transportation and manufacturing.  
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Source: Valueline.com
Some of the most important industry trends that are going to affect the restaurant industry in the future are the great use and efficiency of technology, increased focus on healthy lifestyles, and an intense use of ambiance and interior design to attract customers.


More than two-thirds of managers at limited-service establishments say that they experienced a drastic increase in productivity that can be directly related to introduction of the latest innovative technology and worker training.  Even though the general public is beginning to focus on this balanced and healthy style of living, even the most unsuspecting corporations have capitalized on this such as Krispy Kreme experimenting with the idea of a low calorie doughnut.  Sales and marketing have become more closely related over the last decade with businesses attempting to provide the right environment at which the potential customers will feel the most comfortable.  In 2005, over 54% of limited-service operators have allotted a larger proportion of their budget to remodeling.  This budgeting move has actually allowed substantial savings from those improvements due to the new tax depreciation rules.
Appendix 3

Competitor Overview
Starbucks Corp.

Since it became a publicly traded company in 1996, Starbucks has been one of the fastest growing companies in the restaurant industry (spokesmanreview.com).  The company’s same store sales are one of the highest in the restaurant industry.  It is the leading seller of specialty coffee in the world (Valueline).  Starbucks sells its specialty coffee through sales groups, mail-orders, supermarkets, and online.  The firms primary areas of sales are company-operated retail stores, specialty operations, and foodservice accounts (Yahoo!Finance).  The firm has joint ventures with several other industry leaders, including Kraft foods, Pepsico, and Dreyers.  They also operate 997 stores internationally (Valueline).  The company has recently tried expanding into several other markets, as shown by the opening of a new music/coffee store in California.  Most of Starbucks sales come from company-operated retail stores (Yahoo!Finance).  

Dunkin Donuts

Dunkin Donuts is the world’s largest coffee and baked goods chain.  The company offers over 52 different kinds of donuts (DunkinDonuts.com).  The company’s worldwide sales in 2004 were $3.6 billion.  It is a wholly owned subsidiary of Allied Domecq, which is traded on the London and New York Stock Exchange.  The stores are usually in a combined location with Baskin Robbins and Togo’s.  The idea behind this strategy was to appeal to customers tastes at different times of the day so that franchise owners could increase revenue opportunities.  The company is currently working on brand revitalization, multi-branding, product innovations, improved operational effectiveness, and talent acquisition (DunkinDonuts.com).
Appendix 4
[image: image3.png]High:| 16.9] 153| 149| 187| 238| 260| 226| 31.0| 365 394 | 434| 489 Target Price Range
tgégwuslm 103] 96| 118| 1as| 49| 138| 189| 211| 210| 328 399 2008 | 2009 12010
— 110 x "Cash Flow” p sh 120
Reklie rice Syendh 100
21 So 6 &
Bptons o o
o area it recesson
e 48
i
AL LT} 4 2
24
e 2
PPN AL 12
=
% TOT. RETURN 2/05 | &
- s v anm
Percent 18 M
s oD &
rade T Tl Sy 227 796





IHOP

[image: image4.png]High:[ 41| 59] 101 11.2| 150 205| 254( 257( 257[ 334 643| 633
low | 24| 28| 38| 5| 72| “e3| Tis| 135| 84| 95| 328 481 Target Price Range
LEGENDS
— 18.0 x “Cash Flow” p sh 120
Rekte e Svengh 100
3o S &
Ford st 128
iR “
1 S i
Gpons Hes . - 48
ded areo e rcession a0 -
7 iy 32
i ! 2
i 2
| 6
— 12
" %TOT. RETURN 205 | 5
i e L
Fercent 7 = i Cws se
Taded o 3 sz e [
1] i il T ot Syr. 6 796





Starbucks
[image: image5.png]High:| 27.1] 469] 44.4] 497] 400] 130 Target Price Range
Low | 73| 181| 2ra| 2%4| "93| &1 2008 | 2009 12010
LEGENDS
Robte Price Stenghh 61
s 01
Faidgi oot 18
Gl ves y]
dod ea it recesson bl
2
N 2
Il 16
1 12
8
5 Lo
. % TOT. RETURN 2105
- g s v
erce T i
ercent —r v
Erc] i B
rade: " : £
I 5yr.





Krispy Kreme
Source: Valueline.com

Appendix 5
DEBT

*Note: Numbers will be restated (filed Form 12b-25)

THE COMPANY'S DEBT, INCLUDING DEBT OF CONSOLIDATED JOINT VENTURES, CONSISTS OF

THE FOLLOWING:

                                                                              IN THOUSANDS

--------------------------------------------------------------------------------------
                                                             FEB. 2,           FEB. 1,

                                                                2003              2004

--------------------------------------------------------------------------------------
Krispy Kreme Doughnut Corporation:

  $119.3 million revolving line of credit                $        --       $    87,000

  $40 million revolving line of credit                            --                

Golden Gate:

  $6.75 million revolving line of credit                       4,750                

Freedom Rings:

  $5 million revolving line of credit                          2,538                

                                                          ----------------------------
Revolving lines of credit                                $     7,288       $    87,000

                                                          ----------------------------
Glazed Investments:

  Short-term debt -- related party                       $       900       $        --

                                                          ----------------------------
Krispy Kreme Doughnut Corporation:

  $30.7 million term loan                                $        --       $    30,113

  $33 million term loan                                       31,763                

Golden Gate:

  $4.5 million term loan                                       3,926                

  $3 million term loan                                         2,976                

Glazed Investments:

  $12 million credit facility                                     --             6,330

  Real Estate and Equipment loans                             14,400            14,319

  Subordinated notes                                             136               136

Montana Mills:

  Other debt                                                      --                19

                                                          ----------------------------
                                                              53,201            50,917

Current maturities of long-term debt                          (3,301)           (2,861)

                                                          ----------------------------
Long-term debt, net of current portion                   $    49,900       $    48,056

                                                          ----------------------------
Source: SEC Form 10-K year ended 2003
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KRISPY KREME DOUGHNUTS, INC.

CONSOLIDATED BALANCE SHEETS

*Note: Numbers will be restated (filed Form 12b-25)                                                                                 

-----------------------------------------------------------------------------------------
IN THOUSANDS Source: SEC Form 10-K year ended 2003 FEB. 2, 2003         FEB. 1, 2004
-----------------------------------------------------------------------------------------
ASSETS

CURRENT ASSETS:

Cash and cash equivalents                                $    32,203          $    21,029

Short-term investments                                        22,976                   
Accounts receivable, less allowance for doubtful accounts of

  $1,453 (2003) and $1,265 (2004)                             34,373               45,363

Accounts receivable, affiliates                               11,062               20,482

Other receivables                                                884                2,363

Notes receivable, affiliates                                      --                  458

Inventories                                                   24,365               28,864

Prepaid expenses                                               3,478                5,659

Income taxes refundable                                        1,963                7,973

Deferred income taxes                                          9,824                6,453

        Total current assets                                 141,128              138,644

Property and equipment, net                                  202,558              284,716

Long-term investments                                          4,344                   
Long-term notes receivable, affiliates                         1,000                7,609

Investments in unconsolidated joint ventures                   6,871               12,426

Goodwill                                                         201               19,865

Reacquired franchise rights                                   48,502              174,537

Other intangible assets, net                                     651               13,322

Other assets                                                   5,232                9,545

                                                              ---------------------------
        Total assets                                     $   410,487          $   660,664

                                                              ---------------------------
LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:

Accounts payable                                         $    14,055          $    19,107

Book overdraft                                                11,375                8,123

Accrued expenses                                              20,981               23,402

Arbitration award                                              9,075                   
Current maturities of long-term debt                           3,301                2,861

Short-term debt -- related party                                 900                  
                                                              ---------------------------
        Total current liabilities                             59,687               53,493

                                                              ---------------------------
Deferred income taxes                                          9,849                6,417

Revolving lines of credit                                      7,288               87,000

Long-term debt, net of current portion                        49,900               48,056

Other long-term obligations                                    5,218               11,168

                                                              ---------------------------
        Total long-term liabilities                           72,255              152,641

Commitments and contingencies (Note 17)

Minority interest                                              5,193                2,323

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 -- 56,295 (2003) and 61,286 (2004)  173,112              294,477

Unearned compensation                                           (119)                (62)

Notes receivable, employees                                     (558)               (383)

Nonqualified employee benefit plan assets                       (339)               (369)

Nonqualified employee benefit plan liability                     339                  369

Accumulated other comprehensive loss                          (1,486)             (1,315)

Retained earnings                                            102,403              159,490

                                                              ---------------------------
        Total shareholders' equity                           273,352              452,207

                                                              ---------------------------
        Total liabilities and shareholders' equity       $   410,487          $   660,664
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KRISPY KREME DOUGHNUTS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

*Note: Numbers will be restated (filed Form 12b-25)                                                                      
IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

-----------------------------------------------------------------------------------------
                                          FEB. 3,             FEB. 2,             FEB. 1,

YEAR ENDED                                   2002                2003                2004

-----------------------------------------------------------------------------------------

Total revenues                        $   394,354         $   491,549         $   665,592

Operating expenses                        316,946             381,489             507,396

General and administrative expenses        27,562              28,897              36,912

Depreciation and amortization expenses      7,959              12,271              19,723

Arbitration award (Note 19)                    --               9,075                (525)

                                                  -------------------------------

Income from operations                     41,887              59,817             102,086

Interest income                             2,980               1,966                 921

Interest expense                             (337)             (1,781)            (4,409)

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

Minority interest                          (1,147)             (2,287)            (2,072)

Other expense, net                           (235)               (934)               (13)

                                                  -------------------------------
Income before income taxes                 42,546              54,773             94,677

Provision for income taxes                 16,168              21,295             37,590

                                                  -------------------------------

Net income                            $    26,378         $    33,478        $    57,087

                                                  -------------------------------

Basic earnings per share              $      0.49         $      0.61        $      0.96

                                                  -------------------------------

Diluted earnings per share            $      0.45         $      0.56        $      0.92

                                                  -------------------------------
Source: SEC Form 10-K year ended 2003
Appendix 8
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