
GREEN MOUNTAIN COFFEE ROASTERS INC
Form 10-Q
August 05, 2010

U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934.

For the thirteen weeks ended June 26, 2010

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934.

For the transition period from              to             

Commission file number 1-12340

GREEN MOUNTAIN COFFEE ROASTERS, INC.
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Delaware 03-0339228
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

33 Coffee Lane, Waterbury, Vermont 05676

(Address of principal executive offices) (zip code)

(802) 244-5621

(Registrants� telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report.)

Indicate by check mark whether the registrant has (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    YES  þ    NO  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    YES  þ    NO  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer þ Accelerated filer ¨

Non-accelerated filer ¨ Smaller Reporting Company ¨
Indicate by check mark whether the Registrant is a shell company (as defined in rule 12b-2 of the Exchange Act)    YES  ¨    NO  þ

As of August 2, 2010, 131,946,327 shares of common stock of the registrant were outstanding.
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Part I. Financial Information

Item 1. Financial Statements

GREEN MOUNTAIN COFFEE ROASTERS, INC.

Unaudited Consolidated Balance Sheets

(Dollars in thousands)

June 26,
2010

September 26,
2009

Assets
Current assets:
Cash and cash equivalents $ 8,981 $ 241,811
Restricted cash and cash equivalents 940 280
Short-term investments �  50,000
Receivables, less uncollectible accounts and return allowances of $8,852 and $4,792 at June 26, 2010 and
September 26, 2009, respectively 128,758 91,559
Income tax receivable 1,700 �  
Inventories 186,262 137,294
Other current assets 16,611 9,517
Deferred income taxes, net 12,819 10,151

Total current assets 356,071 540,612

Fixed assets, net 218,821 135,981
Intangibles, net 225,481 36,478
Goodwill 386,416 99,600
Other long-term assets 10,230 3,979

Total assets $ 1,197,019 $ 816,650

Liabilities and Stockholders� Equity
Current liabilities:
Current portion of long-term debt $ 19,058 $ 5,030
Accounts payable 112,044 79,772
Accrued compensation costs 22,215 17,264
Accrued expenses 36,049 18,570
Income tax payable �  2,971
Other short-term liabilities 2,514 3,257

Total current liabilities 191,880 126,864
Long-term debt 252,380 73,013
Deferred income taxes, net 85,469 26,599
Other long-term liabilities 5,157 �  

Commitments and contingencies

Stockholders� equity:
Preferred stock, $0.10 par value: Authorized - 1,000,000 shares; No shares issued or outstanding �  �  
Common stock, $0.10 par value: Authorized - 200,000,000 shares; Issued - 131,783,168 and 130,811,052
shares at June 26, 2010 and September 26, 2009, respectively 13,178 13,081
Additional paid-in capital 457,617 441,875
Retained earnings 192,912 137,162
Accumulated other comprehensive loss (1,500) (1,870) 
ESOP unallocated shares, at cost - 38,060 shares at June 26, 2010 and September 26, 2009 (74) (74) 
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Total stockholders� equity 662,133 590,174

Total liabilities and stockholders� equity $ 1,197,019 $ 816,650

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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GREEN MOUNTAIN COFFEE ROASTERS, INC.

Unaudited Consolidated Statements of Operations

(Dollars in thousands except per share data)

Thirteen
weeks ended
June 26,
2010

Thirteen
weeks ended
June 27,
2009

Net sales $ 311,514 $ 190,509
Cost of sales 201,783 126,428

Gross profit 109,731 64,081

Selling and operating expenses 46,277 28,597
General and administrative expenses 25,267 12,708

Operating income 38,187 22,776

Other income (expense) 27 (39) 
Interest expense (1,495) (1,080) 

Income before income taxes 36,719 21,657
Income tax expense (18,165) (7,517) 

Net income $ 18,554 $ 14,140

Basic income per share:
Weighted average shares outstanding 131,677,459 112,775,280
Net income $ 0.14 $ 0.13

Diluted income per share:
Weighted average shares outstanding 137,898,253 119,010,138
Net income $ 0.13 $ 0.12

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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GREEN MOUNTAIN COFFEE ROASTERS, INC.

Unaudited Consolidated Statements of Operations

(Dollars in thousands except per share data)

Thirty-nine
weeks ended
June 26, 2010

Thirty-nine
weeks ended
June 27, 2009

Net sales $ 985,792 $ 580,841
Cost of sales 665,584 401,428

Gross profit 320,208 179,413

Selling and operating expenses 144,835 92,873
General and administrative expenses 72,903 33,165
Patent litigation settlement �  (17,000) 

Operating income 102,470 70,375

Other income (expense) (217) (323) 
Interest expense (3,376) (3,494) 

Income before income taxes 98,877 66,558

Income tax expense (43,127) (25,051) 

Net income $ 55,750 $ 41,507

Basic income per share:
Weighted average shares outstanding 131,303,879 111,397,302
Net income $ 0.42 $ 0.37

Diluted income per share:
Weighted average shares outstanding 137,681,766 117,318,258
Net income $ 0.40 $ 0.35

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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GREEN MOUNTAIN COFFEE ROASTERS, INC.

Unaudited Consolidated Statements of Comprehensive Income

(Dollars in thousands)

Thirteen
weeks ended
June 26,
2010

Thirteen
weeks ended
June 27,
2009

Thirty-nine
weeks ended
June 26,
2010

Thirty-nine
weeks ended
June 27,
2009

Net income $ 18,554 $ 14,140 $ 55,750 $ 41,507
Other comprehensive income, net of tax:
Deferred (loss) gain on derivatives designated as cash flow hedges 7 416 482 (1,866) 
(Gain) loss on derivatives designated as cash flow hedges reclassified to net
income �  118 (112) 207

Other comprehensive gain (loss) 7 534 370 (1,659) 

Comprehensive income $ 18,561 $ 14,674 $ 56,120 $ 39,848

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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GREEN MOUNTAIN COFFEE ROASTERS, INC.

Unaudited Consolidated Statement Of Changes In Stockholders� Equity

For the Period Ended June 26, 2010 (Dollars in thousands)

Common stock

Additional

paid-in Retained

Accumulated

other compre-
ESOP unallocated

shares Stockholders�

Shares Amount capital earnings
hensive
(loss) Shares Amount Equity

Balance at September 26, 2009 130,811,051 $ 13,081 $ 441,875 $ 137,162 $ (1,870) (38,060) $ (74) $ 590,174
Options exercised 870,614 87 1,905 �  �  �  �  1,992
Issuance of common stock under
employee stock purchase plan 101,503 10 2,125 �  �  �  �  2,135
Stock compensation expense �  �  5,941 �  �  �  �  5,941
Tax benefit from exercise of options �  �  5,651 �  �  �  �  5,651
Deferred compensation expense �  �  120 �  �  �  �  120
Other comprehensive income, net of tax �  �  �  �  370 �  �  370
Net income �  �  �  55,750 �  �  �  55,750

Balance at June 26, 2010 131,783,168 $ 13,178 $ 457,617 $ 192,912 $ (1,500) (38,060) $ (74) $ 662,133

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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GREEN MOUNTAIN COFFEE ROASTERS, INC.

Unaudited Consolidated Statements of Cash Flows

(Dollars in thousands)

Thirty-nine
weeks ended
June 26,
2010

Thirty-nine
weeks ended
June 27,
2009

Cash flows from operating activities:
Net income $ 55,750 $ 41,507
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 20,379 13,054
Amortization 9,497 3,861
Loss on disposal of fixed assets 522 168
Provision for doubtful accounts 372 327
(Gain) loss on futures derivatives (188) 207
Tax benefit (expense) from exercise of non-qualified options and disqualified dispositions of incentive
stock options 25 (163) 
Excess tax benefits from equity-based compensation plans (5,626) (9,123) 
Deferred income taxes 49 (1,940) 
Deferred compensation and stock compensation 6,061 4,892
Changes in assets and liabilities, net of effects of acquisition:
Receivables (18,478) (14,003) 
Inventories (35,325) (15,640) 
Income tax receivable, net 1,071 6,759
Other current assets (6,342) 187
Other long-term assets, net 421 587
Accounts payable 21,544 15,474
Accrued compensation costs (3,851) 4,018
Accrued expenses 11,500 5,681

Net cash provided by operating activities 57,381 55,853

Cash flows from investing activities:
Proceeds from sale of short-term investments 50,000 �  
Proceeds from receipt of note receivable 1,788 �  
Acquisition of Timothy�s Coffee of the World Inc. (154,208) �  
Acquisition of Tully�s Coffee Corporation �  (41,451) 
Acquisition of Diedrich Coffee, Inc. (305,261) �  
Capital expenditures for fixed assets (84,386) (29,027) 
Proceeds from disposal of fixed assets 253 152

Net cash used for investing activities (491,814) (70,326) 

Cash flows from financing activities:
Net change in revolving line of credit 57,001 2,500
Proceeds from issuance of common stock under compensation plans 4,127 6,351
Excess tax benefits from equity-based compensation plans 5,626 9,123
Capital lease obligations (42) �  
Proceeds from borrowings of long-term debt 140,000 �  
Deferred financing fees (1,359) �  
Repayment of long-term debt (3,750) (205) 

Net cash provided by financing activities 201,603 17,769

Net (decrease) increase in cash and cash equivalents (232,830) 3,296
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Cash and cash equivalents at beginning of period 241,811 804

Cash and cash equivalents at end of period $ 8,981 $ 4,100

Supplemental disclosures of cash flow information:
Fixed asset purchases included in accounts payable and not disbursed at the end of each period $ 12,549 $ 7,399

Noncash investing activity:
Liabilities assumed in conjunction with acquisitions $ 1,533 $ 210

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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Green Mountain Coffee Roasters, Inc.

Notes to Unaudited Consolidated Financial Statements

1. Basis of Presentation
The accompanying unaudited consolidated financial statements have been prepared in accordance with generally accepted accounting principles
for interim financial information, the instructions to Form 10-Q, and Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by generally accepted accounting principles for complete consolidated financial statements.

In the opinion of management, all adjustments considered necessary for a fair presentation of the interim financial data have been included.
Results from operations for the thirteen and thirty-nine week periods ended June 26, 2010 are not necessarily indicative of the results that may
be expected for the fiscal year ending September 25, 2010.

The September 26, 2009 balance sheet data was derived from audited financial statements but does not include all disclosures required by
accounting principles generally accepted in the United States of America. For further information, refer to the consolidated financial statements
and the footnotes included in the annual report on Form 10-K for Green Mountain Coffee Roasters, Inc. for the fiscal year ended September 26,
2009. Throughout this presentation, we refer to the consolidated company as the �Company�.

The Company has revised the classification of certain information presented in its fiscal 2009 Unaudited Consolidated Balance Sheet to conform
to its fiscal 2010 presentation.

2. Stock Split
On April 28, 2010, the Company announced that its Board of Directors had approved a three-for-one stock split effected in the form of a stock
dividend of two additional shares of the Company�s common stock for every one share issued. The additional shares were distributed on May 17,
2010, to shareholders of record at the close of business on May 10, 2010. The par value of the common stock remained unchanged at $0.10 per
share. All share and per share data presented in this report have been adjusted to reflect this stock split.

3. Segment Reporting
The Company manages its operations through two business segments: Specialty Coffee business unit (�SCBU�) and Keurig business unit (�Keurig�).
SCBU sells whole bean and ground coffee, as well as K-Cup® portion packs containing coffee, tea and cocoa, and to a lesser extent, Keurig®

single-cup brewers and other accessories mainly in North American wholesale and retail channels, and directly to consumers. The majority of
SCBU�s revenue is derived from its North American wholesale channels.

Keurig sells its single cup brewers and related accessories, as well as coffee, tea, and cocoa in K-Cup portion packs produced by a variety of
licensed roasters, including SCBU, and related accessories mainly in North American wholesale and retail channels. Keurig earns royalty
income from K-Cups shipped by its licensed roasters. Throughout this report, unless otherwise noted, the information provided is on a
consolidated basis.

The Company evaluates performance based on several factors, including business segment income before taxes. The operating segments do not
share manufacturing or distribution facilities, except for brewer fulfillment at our Knoxville facility. In the event any materials and/or services
are provided to one segment by the other, the transaction is valued at estimated market price and eliminated in consolidation. The costs of the
Company�s manufacturing operations are captured within the SCBU segment while the Keurig segment does not have manufacturing facilities
and purchases its saleable products from third parties, including SCBU. The Company�s property, plant and equipment, inventory and accounts
receivable are captured and reported discretely within each operating segment.
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Expenses not specifically related to either operating segment are shown separately as �Corporate�. Corporate expenses are comprised mainly of the
compensation and other related expenses of certain of the Company�s senior executive officers and other selected employees who perform duties
related to our entire enterprise. Corporate expenses also include interest expense, certain corporate legal and acquisition-related expenses and
compensation of the board of directors. In addition, fiscal 2009 corporate expenses are offset by $17,000,000 of proceeds received from a
litigation settlement with Kraft. Corporate assets include cash and short-term investments.

Goodwill and intangibles related to the Frontier Natural Products Co-op, Tully�s, Timothy�s and Diedrich acquisitions are included in the SCBU
reporting unit of the Company. Goodwill and intangibles related to Green Mountain Coffee Roasters, Inc.�s acquisition of Keurig are included in
the Keurig reporting unit of the Company.

Selected financial data for segment disclosures for the thirteen weeks ended June 26, 2010 and June 27, 2009 are as follows:

Thirteen weeks ended June 26, 2010
(Dollars in thousands)

SCBU Keurig Corporate Eliminations Consolidated
Sales to unaffiliated customers $ 154,348 $ 157,166 $ �  $ �  $ 311,514
Intersegment sales $ 71,433 $ 42,485 $ �  $ (113,918) $ �  
Net sales $ 225,781 $ 199,651 $ �  $ (113,918) $ 311,514

Income before taxes $ 27,828 $ 22,670 $ (10,328) $ (3,451) $ 36,719

Total assets $ 891,041 $ 353,927 $ 20,597 $ (68,546) $ 1,197,019

Stock compensation $ 645 $ 565 $ 883 $ �  $ 2,093

Interest expense $ �  $ �  $ 1,495 $ �  $ 1,495

Property additions $ 30,606 $ 4,284 $ �  $ �  $ 34,890

Depreciation and amortization $ 9,984 $ 2,021 $ �  $ �  $ 12,005

Thirteen weeks ended June 27, 2009
(Dollars in thousands)

SCBU Keurig Corporate Eliminations Consolidated
Sales to unaffiliated customers $ 100,435 $ 90,074 $ �  $ �  $ 190,509
Intersegment sales $ 20,572 $ 17,679 $ �  $ (38,251) $ �  
Net sales $ 121,007 $ 107,753 $ �  $ (38,251) $ 190,509

Income before taxes $ 16,030 $ 11,093 $ (5,446) $ (20) $ 21,657

Total assets $ 236,181 $ 240,859 $ 14,936 $ (42,381) $ 449,595

Stock compensation $ 654 $ 514 $ 688 $ �  $ 1,856

Interest expense $ �  $ �  $ 1,080 $ �  $ 1,080

Property additions $ 14,937 $ 1,625 $ �  $ �  $ 16,562

Depreciation and amortization $ 4,311 $ 1,721 $ �  $ �  $ 6,032
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Selected financial data for segment disclosures for the thirty-nine weeks ended June 26, 2010 and June 27, 2009 are as follows:

Thirty-nine weeks ended June 26, 2010
(Dollars in thousands)

SCBU Keurig Corporate Eliminations Consolidated
Sales to unaffiliated customers $ 439,536 $ 546,256 $ �  $ �  $ 985,792
Intersegment sales $ 200,644 $ 120,207 $ �  $ (320,851) $ �  
Net sales $ 640,180 $ 666,463 $ �  $ (320,851) $ 985,792

Income before taxes $ 86,975 $ 50,838 $ (32,302) $ (6,634) $ 98,877

Total assets $ 891,041 $ 353,927 $ 20,597 $ (68,546) $ 1,197,019

Stock compensation $ 1,966 $ 1,563 $ 2,412 $ �  $ 5,941

Interest expense $ �  $ �  $ 3,376 $ �  $ 3,376

Property additions $ 72,253 $ 12,173 $ �  $ �  $ 84,426

Depreciation and amortization $ 24,391 $ 5,485 $ �  $ �  $ 29,876

Thirty-nine weeks ended June 27, 2009
(Dollars in thousands)

SCBU Keurig Corporate Eliminations Consolidated
Sales to unaffiliated customers $ 283,237 $ 297,604 $ �  $ �  $ 580,841
Intersegment sales $ 56,843 $ 50,850 $ �  $ (107,693) $ �  
Net sales $ 340,080 $ 348,454 $ �  $ (107,693) $ 580,841

Income before taxes $ 38,395 $ 26,116 $ 3,111 $ (1,064) $ 66,558

Total assets $ 236,181 $ 240,859 $ 14,936 $ (42,381) $ 449,595

Stock compensation $ 1,685 $ 1,397 $ 1,730 $ �  $ 4,812

Interest expense $ �  $ �  $ 3,494 $ �  $ 3,494

Property additions $ 30,122 $ 2,628 $ �  $ �  $ 32,750

Depreciation and amortization $ 11,780 $ 5,135 $ �  $ �  $ 16,915
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4. Acquisitions
Diedrich Coffee, Inc.

On May 11, 2010, the Company acquired all of the outstanding common stock of Diedrich Coffee, Inc. (�Diedrich�) a specialty coffee roaster and
wholesaler located in central California for approximately $305,261,000, net of cash acquired. The acquisition was financed with cash on hand
and a term loan of $140,000,000. Diedrich is a wholly-owned subsidiary of the Company with operations integrated into the Specialty Coffee
business unit (�SCBU�). The acquisition was completed on May 11, 2010, and Diedrich�s results of operations have been included in the
Company�s consolidated financial statements as of that date.

Diedrich specializes in sourcing, roasting, and selling specialty coffee in a variety of packaging formats, including K-Cup® portion packs whose
brands include Diedrich Coffee®, Gloria Jean�s®, and Coffee People®.

The preliminary allocation of the purchase price based on the fair value of the acquired assets and liabilities assumed was based upon an
independent valuation and management estimates as follows:

Restricted cash $ 623,000
Accounts receivable 10,361,000
Inventories 6,732,000
Deferred income taxes 1,733,000
Other current assets 2,543,000
Fixed assets 11,741,000
Intangibles 100,200,000
Goodwill 217,519,000
Other long-term asset 156,000
Accounts payable (3,836,000) 
Accrued compensation costs (8,670,000) 
Accrued expenses (3,480,000) 
Deferred income taxes, long-term (30,361,000) 

Total $ 305,261,000

Acquisition costs were expensed as incurred resulting in a charge to earnings of approximately $3,992,000 and $12,124,000 for the thirteen and
thirty-nine weeks ended June 26, 2010, respectively, and are included in general and administrative expenses.

Amortizable intangible assets acquired include approximately $83,300,000 for customer relationships and $16,900,000 for product names. The
weighted-average amortization period for these assets is 10 years and will be amortized on a straight-line basis over their respective useful lives.
Amortization expense for the intangibles (gross of tax) is expected to be approximately $3,771,000 for fiscal 2010 and $10,020,000 in each of
the fiscal years 2011 through 2015.

The cost of the acquisition in excess of the fair market value of assets acquired less liabilities assumed represents acquired goodwill of
approximately $217,519,000. The acquisition provides the Company with an expanded west coast presence and manufacturing and distribution
synergies, which provide the basis of goodwill recognized. Goodwill and intangible assets related to this acquisition are reported in the SCBU
segment of the Company. The goodwill and intangible assets recognized are not deductible for tax purposes.
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The acquisition was completed on May 11, 2010 and accordingly results of operations from such date have been included in the Company�s
Statement of Operations. For the thirty-nine weeks ended June 26, 2010, Diedrich contributed approximately $5,391,000 in revenue and $99,000
of income before taxes.

Timothy�s Coffee of the World Inc.

On November 13, 2009, the Company acquired all of the outstanding capital stock of Timothy�s Coffee of the World Inc. (�Timothy�s�), which
included its brand and wholesale coffee business. Timothy�s is as a wholly-owned Canadian subsidiary, with operations integrated into the SCBU
segment. The acquisition was completed on November 13, 2009, and Timothy�s results of operations have been included in the Company�s
consolidated financial statements as of that date. Timothy�s functional currency is the U.S. dollar.

Timothy�s wholesale business produces specialty coffee, tea and other beverages in a variety of packaged forms, including K-Cup® portion
packs, and sold under various brand names. The acquisition provides the Company with a Canadian presence, the Timothy�s brand name and a
coffee roasting and packaging facility in Toronto.

Total consideration under the terms of the Share Purchase Agreement (the �Agreement�) amounted to approximately $155,740,000 in U.S dollars.
The Agreement contains customary representations, warranties and covenants given by the parties. The total cash disbursement associated with
the Agreement was $154,207,000 and the Company assumed liabilities of $1,533,000 which were recorded as a noncash transaction.

The allocation of the purchase price based on fair value of the acquired assets less liabilities assumed is as follows:

Accounts receivable $ 8,732,000
Inventory 6,911,000
Other current assets 83,000
Fixed assets 7,827,000
Intangibles 98,300,000
Goodwill 69,297,000
Accounts payable (6,852,000) 
Accrued compensation costs (132,000) 
Accrued expenses (966,000) 
Capital lease (186,000) 
Deferred income taxes (27,274,000) 

Total $ 155,740,000

Acquisition costs related to Timothy�s have been expensed as incurred and are included in general and administrative expenses in the Statement
of Operations. Total acquisition-related costs of approximately $2,000,000 were expensed in the thirteen weeks ended December 26, 2009.

Amortizable intangible assets acquired include approximately $83,200,000 for customer relationships with an estimated life of 16 years,
approximately $8,900,000 for the Timothy�s trade name with an estimated life of 11 years and approximately $6,200,000 for supply agreements
with an estimated life of 11 years. The weighted-average amortization period for these assets is 15.2 years and will be amortized on a
straight-line basis over their respective useful lives. Amortization expense for these intangibles (gross of tax) is expected to be approximately
$5,757,000 for fiscal 2010 and $6,573,000 in each of the fiscal years 2011 through 2015.
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The cost of the acquisition in excess of the fair market value of assets acquired less liabilities assumed represents acquired goodwill of
approximately $69,297,000. The acquisition provides the Company with a Canadian presence and manufacturing and distribution synergies,
which provide the basis of goodwill recognized. Goodwill and intangible assets related to this acquisition are reported in the SCBU segment of
the Company. The goodwill recognized is not deductible for tax purposes.

The acquisition was completed on November 13, 2009 and accordingly results of operations from such date have been included in the Company�s
Statement of Operations. For the thirty-nine weeks ended June 26, 2010, Timothy�s contributed approximately $28,586,000 in revenue and
$10,112,000 of income before taxes.

Goodwill

The following represents the change in goodwill since the beginning of the period:

SCBU Keurig Total
Balance at September 26, 2009 $ 27,226 $ 72,374 $ 99,600
Acquisition of Timothy�s 69,297 �  69,297
Acquisition of Diedrich 217,519 �  217,519

Balance at June 26, 2010 $ 314,042 $ 72,374 $ 386,416

The Company has not recognized any impairment loss associated with the reporting units.

Supplemental Pro forma Information

The following information reflects the Diedrich and Timothy�s acquisitions as if the transactions had occurred as of the beginning of the annual
2010 reporting period and, for the comparative period, as if the transaction occurred as of the beginning of the 2009 reporting period. The pro
forma information does not necessarily reflect the actual results that would have occurred had the Company, Diedrich and Timothy�s been
combined during the periods presented, nor is it necessarily indicative of the future results of operations of the combined companies.

The following table represents select consolidated proforma data:

Thirteen
weeks ended
June 26,
2010

Thirteen
weeks ended
June 27,
2009

Thirty-nine
weeks ended
June 26,
2010

Thirty-nine
weeks ended
June 27,
2009

Consolidated proforma revenue 315,195 204,661 1,009,659 626,502
Consolidated proforma net income 13,380 16,154 55,361 41,567
Consolidated proforma diluted earnings per share 0.10 0.14 0.40 0.35

Edgar Filing: GREEN MOUNTAIN COFFEE ROASTERS INC - Form 10-Q

16



5. Inventories
Inventories consisted of the following at:

June 26,
2010

September 26,
2009

Raw materials and supplies $ 38,853,000 $ 26,015,000
Finished goods 147,409,000 111,279,000

$ 186,262,000 $ 137,294,000

Inventory values above are presented net of obsolescence allowances of $1,121,000 and $704,000 at June 26, 2010 and September 26, 2009,
respectively.

At June 26, 2010, the Company had approximately $148,161,000 in green coffee purchase commitments, of which approximately 58% had a
fixed price. These commitments extend through 2012. The value of the variable portion of these commitments was calculated using an average �c�
price of coffee of $1.47 per pound at June 26, 2010. In addition to its green coffee commitments, the Company had approximately $246,971,000
in fixed-price brewer inventory purchase commitments and $167,053,000 in production raw materials commitments at June 26, 2010. The
Company believes based on relationships established with its suppliers that the risk of non-delivery on such purchase commitments is remote.

6. Fixed Assets
Fixed assets consist of the following:

Useful Life in Years
June 26,
2010

September 26,
2009

Production equipment 1-15 $ 130,630,000 $ 91,343,000
Equipment on loan to wholesale customers 3-7 13,229,000 13,278,000
Computer equipment and software 1-10 37,815,000 34,018,000
Land Indefinite 1,743,000 1,391,000
Building and building improvements 4-30 21,427,000 15,412,000
Furniture and fixtures 1-15 10,570,000 9,064,000
Vehicles 4-5 1,249,000 1,181,000
Leasehold improvements 1-20 or remaining

life of lease, whichever
is less 14,890,000 9,197,000

Construction-in-progress 63,476,000 27,332,000

Total fixed assets 295,029,000 202,216,000
Accumulated depreciation (76,208,000) (66,235,000) 

$ 218,821,000 $ 135,981,000

Total depreciation expense relating to all fixed assets was $7,698,000 and $4,577,000 for the thirteen weeks ended June 26, 2010 and June 27,
2009, respectively. Total depreciation expense relating to all fixed assets was $20,379,000 and $13,054,000 for the thirty-nine weeks ended
June 26, 2010 and June 27, 2009, respectively.

Assets classified as construction-in-progress are not depreciated, as they are not ready for production use. All assets classified as
construction-in-progress on June 26, 2010 are expected to be in production use in the next twelve months.

In the thirteen and thirty-nine weeks ended June 26, 2010, the Company capitalized $348,000 and $1,058,000 of interest expense, respectively.
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In the thirteen and thirty-nine weeks ended June 27, 2009, the Company capitalized $120,000 and $274,000 of interest expense, respectively.
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7. Intangible Assets
Intangible assets consist of the following:

June 26, 2010 September 26, 2009
Gross

Carrying
Amount

Accumulated
Amortization

Gross Carrying
Amount

Accumulated
Amortization

Intangible assets subject to amortization
Acquired technology $ 21,317,000 $ (11,026,000) $ 21,317,000 $ (9,587,000) 
Customer and roaster agreements 25,900,000 (9,953,000) 19,700,000 (7,820,000) 
Customer relationships 176,867,000 (5,332,000) 10,367,000 (428,000) 
Trade names 29,256,000 (1,623,000) 3,456,000 (633,000) 
Non-compete agreements 374,000 (299,000) 374,000 (268,000) 

Total $ 253,714,000 $ (28,233,000) $ 55,214,000 $ (18,736,000) 

All intangible assets are subject to amortization and the Company calculates amortization expense over the period of expected economic benefit.
Total amortization expense was $4,293,000 and $1,455,000 for the thirteen weeks ended June 26, 2010 and June 27, 2009, respectively. Total
amortization expense was $9,497,000 and $3,861,000 for the thirty-nine weeks ended June 26, 2010 and June 27, 2009, respectively.

The estimated aggregate amortization expense for the remainder of fiscal 2010 and for each of the next five years is as follows:

2010 $ 5,539,000
2011 $ 22,157,000
2012 $ 21,918,000
2013 $ 21,773,000
2014 $ 21,164,000
2015 $ 19,670,000
Thereafter $ 113,260,000

8. Product Warranties
The Company offers a one-year warranty on all Keurig® brewers it sells. Keurig provides for the estimated cost of product warranties, primarily
using historical information and repair or replacement costs, at the time product revenue is recognized. During the second and third quarters of
fiscal 2010, the Company experienced higher warranty returns associated with certain brewer models associated with a quality issue. The quality
issue did not represent a safety concern, and is believed to be tied to a component used in limited production primarily from late 2009. During
the third quarter, the Company experienced additional warranty expense and sales returns related to this quality issue above the levels previously
estimated at the end of the second quarter of fiscal 2010 as new claims were reported. The Company is continuing to replace any brewers
exhibiting the quality issue and has implemented hardware and software changes which it believes have corrected the issue, however, there can
be no assurance that we will not experience some additional warranty expense related to this quality issue in future periods. The Company
reached agreement with its suppliers and has recovered approximately $6,000,000 as reimbursement related to this issue. This recovery was
reflected in the third quarter cost of sales as a reduction to warranty expense and substantially offsets the higher warranty expense and sales
returns costs incurred in the fiscal third quarter.
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The changes in the carrying amount of product warranties for the thirty-nine weeks ended June 26, 2010 and June 27, 2009 are as follows:

Thirty-nine weeks ended June 26, 2010

Balance at September 26, 2009 $ 724,000
Provision charged to income 8,292,000
Usage, net of recoveries (4,919,000) 

Balance at June 26, 2010 $ 4,097,000

Thirty-nine weeks ended June 27, 2009

Balance at September 27, 2008 $ 648,000
Provision charged to income 2,710,000
Usage (2,277,000) 

Balance at June 27, 2009 $ 1,081,000

9. Financial Instruments
The Company is exposed to certain risks relating to ongoing business operations. The primary risks that are mitigated by financial instruments
are interest rate risk and commodity price risk. The Company uses interest rate swaps to mitigate interest rate risk associated with the Company�s
variable-rate borrowings and regularly enters into coffee futures contracts to hedge price-to-be-established coffee purchase commitments of
green coffee with the objective of minimizing cost risk due to market fluctuations. The Company does not hold or issue derivative financial
instruments for trading purposes.

The Company designates the swap agreements and coffee futures contracts as cash flow hedges and measures the effectiveness of these
derivative instruments at each balance sheet date. The changes in the fair value of these instruments are classified in accumulated other
comprehensive income (�OCI�). Gains and losses on these instruments are reclassified into earnings in the same period or periods during which
the hedged transaction affects earnings. If it is determined that a derivative is not highly effective, the gains and losses will be reclassified into
earnings upon determination.

The Company has interest rate swap agreements with Bank of America N.A. and Sovereign Bank. During the thirteen and thirty-nine weeks
ended June 26, 2010, the Company paid $595,000 and $1,907,000, respectively, pursuant to the swap agreements, which increased interest
expense.

The following table summarizes the interest rate swaps outstanding at June 26, 2010:

Hedged Transaction
Notional Amount of
Underlying Debt

Fixed Rate
Received Maturity

Fair Value of
Swap

30-day LIBOR $ 19,800,000 5.44% 2011 $ (859,000) 
30-day LIBOR $ 40,000,000 1.38% 2012 $ (287,000) 
30-day LIBOR $ 20,000,000 3.87% 2013 $ (1,368,000) 

Total $ 79,800,000 $ (2,514,000) 
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The following table summarizes the interest rate swaps outstanding at September 26, 2009:

Hedged Transaction
Notional Amount of
Underlying Debt

Fixed Rate
Received Maturity

Fair Value of
Swap

30-day LIBOR $ 30,000,000 2.35% 2010 $ (438,000) 
30-day LIBOR $ 25,700,000 5.44% 2011 $ (1,551,000) 
30-day LIBOR $ 20,000,000 3.87% 2013 $ (1,268,000) 

Total $ 75,700,000 $ (3,257,000) 

The following table discloses the fair value of the Company�s financial instruments included in the Consolidated Balance Sheets:

Fair Value of Derivative Instruments (Gross of Tax)

June 26,
2010

September 26,
2009

Balance  Sheet
Classification

Coffee Futures $ �  $ 90,000 Other current assets
Interest Rate Swaps $ (2,514,000) $ (3,257,000) Other short-term liabilities

Total $ (2,514,000) $ (3,167,000) 

The following tables disclose the effect of the Company�s financial instruments included in the Consolidated Statement of Operations:

Effect of Derivatives Instruments on Earnings (Gross of Tax)

for the thirteen weeks ended June 26, 2010

Amount of
Gain or (Loss)

in OCI

Location of
Gain or (Loss)

Reclassified from
OCI into Income

Amount of Gain
or (Loss)

Reclassified
from OCI into

Income
Coffee Futures $ �  Cost of Sales $ �  
Interest Rate Swaps $ 11,000 Interest Expense $ �  

Total Derivatives $ 11,000 $ �  

Effect of Derivatives Instruments on Earnings (Gross of Tax)

for the thirteen weeks ended June 27, 2009

Amount of
Gain or
(Loss)
in OCI

Location of
Gain or (Loss)

Reclassified from
OCI into Income

Amount of
Gain

or (Loss)
Reclassified
from OCI into

Income
Coffee Futures $ (16,000) Cost of Sales $ (198,000) 
Interest Rate Swaps $ (682,000) Interest Expense $ �  
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Total Derivatives $ (698,000 $ (198,000) 

Edgar Filing: GREEN MOUNTAIN COFFEE ROASTERS INC - Form 10-Q

22



Effect of Derivatives Instruments on Earnings (Gross of Tax)

for the thirty-nine weeks ended June 26, 2010

Amount of
Gain or (Loss)

in OCI

Location of
Gain or (Loss)

Reclassified from
OCI into Income

Amount of Gain
or (Loss)

Reclassified
from OCI into

Income
Coffee Futures $ 66,000 Cost of Sales $ 188,000
Interest Rate Swaps $ 743,000 Interest Expense $ �  

Total Derivatives $ 809,000 $ 188,000

Effect of Derivatives Instruments on Earnings (Gross of Tax)

for the thirty-nine weeks ended June 27, 2009

Amount of
Gain or (Loss)

in OCI

Location of
Gain or (Loss)

Reclassified from
OCI into Income

Amount of
Gain

or (Loss)
Reclassified
from OCI into

Income
Coffee Futures $ (315,000) Cost of Sales $ (343,000) 
Interest Rate Swaps $ (2,808,000) Interest Expense $ �  

Total Derivatives $ (3,123,000) $ (343,000) 

The Company estimates the deferred gains (losses) of coffee futures will be reclassified to net income within the next nine months, which is
consistent with the period over which the Company hedges its exposure to the variability in future cash flows. The Company hedges a portion of
its exposure to the variability in interest rates through the maturity date of its credit facility.

The Company is exposed to credit loss in the event of nonperformance by the other parties to these financial instruments, however
nonperformance is not anticipated.
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10. Fair Value Measurements
The Company measures fair value as the selling price that would be received for an asset, or paid to transfer a liability, in the principal or most
advantageous market on the measurement date. The hierarchy established by the FASB prioritizes fair value measurements based on the types of
inputs used in the valuation technique. The inputs are categorized into the following levels:

Level 1 � Observable inputs such as quoted prices in active markets for identical assets or liabilities

Level 2 � Inputs other than quoted prices that are observable, either directly or indirectly, for identical or similar assets and liabilities in active or
non-active markets

Level 3 � Unobservable inputs not corroborated by market data, therefore requiring the entity to use the best available information, including
management assumptions

The following table discloses the level used by fair value measurements at June 26, 2010:

Fair Value Measurements Using Balance Sheet
ClassificationLevel 1 Level 2 Level 3

Derivatives $ �  $ (2,514,000) $ �  Other short-term liabilities

Total $ �  $ (2,514,000) $ �  

The following table discloses the level used by fair value measurements at September 26, 2009:

Fair Value Measurements Using Balance Sheet

Classification

Level 1
Level
1 Level 2 Level 3

Short-term Investment $ �  $ 50,000,000 $ �  Short-term investments
Derivatives $ �  $ 90,000 $ �  Other current assets
Derivatives $ �  $ (3,257,000) $ �  Other short-term liabilities

Total $ �  $ 46,833,000 $ �  

Derivative financial instruments include coffee futures contracts and interest rate swap agreements. Short-term investments include certificates
of deposit. To determine fair value, the Company utilizes the market approach valuation technique for the coffee futures contracts and
certificates of deposit and the income approach for the interest rate swap agreements. The Company uses Level 2 inputs that are based on market
data of identical (or similar) instruments that are in observable markets. All derivatives on the balance sheet are recorded at fair value with
changes in fair value recorded in other comprehensive income for temporary valuation adjustments and in the statement of operations for
settlement of contracts.
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11. Earnings Per Share
The following table illustrates the reconciliation of the numerator and denominator of basic and diluted earnings per share computations (dollars
in thousands, except per share data):

Thirteen

weeks ended

June 26,
2010

Thirteen
weeks ended
June 27,
2009

Thirty-nine
weeks ended
June 26,
2010

Thirty-nine
weeks ended
June 27,
2009

Numerator - basic and diluted earnings per share:
Net income $ 18,554 $ 14,140 $ 55,750 $ 41,507

Denominator:
Basic earnings per share - weighted average shares
outstanding 131,677,459 112,775,280 131,303,879 111,397,302
Effect of dilutive securities - stock options 6,220,794 6,234,858 6,377,887 5,920,956

Diluted earnings per share - weighted average shares
outstanding 137,898,253 119,010,138 137,681,766 117,318,258

Basic earnings per share $ 0.14 $ 0.13 $ 0.42 $ 0.37
Diluted earnings per share $ 0.13 $ 0.12 $ 0.40 $ 0.35
For the thirteen and thirty-nine weeks ended June 26, 2010 options to purchase 542,000 and 236,000 shares of common stock, respectively, were
excluded from the calculation of diluted earnings per share because they were antidilutive.

For the thirteen and thirty-nine weeks ended June 27, 2009, options to purchase 3,000 and 933,000 shares of common stock, respectively, were
excluded in the calculation of diluted earnings per share because they were antidilutive.

12. Compensation Plans
Stock Option Plans

The grant-date fair value of employee stock options and similar instruments is estimated using the Black-Scholes option-pricing model with the
following assumptions for grants issued in the thirty-nine weeks ended June 26, 2010: an expected life averaging 6 years; an average volatility of
53%; no dividend yield; and a risk-free interest rate averaging 2.8%. The weighted-average fair value of options granted during the thirty-nine
weeks ended June 26, 2010 was $15.95 per share.

For grants issued in the thirty-nine weeks ended June 27, 2009, the following assumptions were used: an expected life averaging 6 years; an
average volatility of 52%; no dividend yield; and a risk-free interest rate averaging 2.0%. The weighted-average fair value of options granted
during the thirty-nine weeks ended June 27, 2009 was $4.52 per share.

Employee Stock Purchase Plan

The grant-date fair value of employees� purchase rights under the Company�s Employee Stock Purchase Plan is estimated using the Black-Scholes
option-pricing model with the following assumptions for the purchase rights granted in the thirty-nine weeks ended June 26, 2010: an expected
life averaging 6 months; an average volatility of 41%; no dividend yield; and a risk-free interest rate averaging 0.3%. The weighted-average fair
values of purchase rights granted during the thirty-nine weeks ended June 26, 2010 was $7.77 per share.

For the purchase rights granted in the thirty-nine weeks ended June 27, 2009, the following assumptions were used: an expected life averaging 6
months; an average volatility of 72%; no dividend yield; and a risk-free interest rate averaging 0.4%. The weighted-average fair values of
purchase rights granted during the thirty-nine weeks ended June 27, 2009 was $3.00 per share.
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For the thirteen and thirty-nine weeks ended June 26, 2010, income before income taxes was reduced by a stock compensation expense of
$2,093,000 and $5,941,000 (gross of tax), respectively.

For the thirteen and thirty-nine weeks ended June 27, 2009, income before income taxes was reduced by a stock compensation expense of
$1,856,000 and $4,812,000 (gross of tax), respectively.

Employee Stock Ownership Plan

The Company maintains an Employee Stock Ownership Plan (the �ESOP�). The ESOP is qualified under sections 401(a) and 4975(e)(7) of the
Internal Revenue Code. In the thirty-nine week periods ended June 26, 2010 and June 27, 2009, the Company recorded compensation costs of
$956,000 and $195,000 to accrue for anticipated stock distributions under the ESOP, respectively. On June 26, 2010, the ESOP held 38,060
unearned shares at an average cost of $2.01.

Deferred Compensation Plan

The Company also maintains a Deferred Compensation Plan, which is not subject to the qualification requirements of Section 401(a) of the
Internal Revenue Code and which allows participants to defer compensation until a future date. Only non-employee directors and certain highly
compensated employees of the Company selected by the Company�s board of directors are eligible to participate in the Plan. In the thirty-nine
week periods ended June 26, 2010 and June 27, 2009, $120,000 and $80,000 of compensation expense was recorded under this Plan,
respectively.

13. Income Taxes
The Company recognizes deferred tax assets and liabilities for the expected future tax benefits or consequences of temporary differences
between the financial statement carrying amounts of existing assets and liabilities, and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates in effect for the year in which those temporary differences are expected to be recovered or settled.

As of June 26, 2010, the Company had net operating loss carryforwards of $21,000,000 each for federal and state, as well as a $26,000,000
combined federal and state capital loss carryforward available to be utilized against future taxable income for years through fiscal year 2029,
subject to annual limitation pertaining to change in ownership rules under the Internal Revenue Code. Based upon earnings history, the
Company has concluded that it is more likely than not that the net operating loss carryforwards will be utilized prior to their expiration, but the
capital loss carryforward will not. The Company has recorded a valuation allowance against the entire deferred tax asset balance for the capital
loss carryforward.

The total amount of unrecognized tax benefits at June 26, 2010 and September 26, 2009 was $5,400,000 and $400,000, respectively. The amount
of unrecognized tax benefits at June 26, 2010 that would impact the effective tax rate if resolved in favor of the Company is $5,400,000. The
Company is indemnified for $4,900,000 of the total reserve balance. If resolved in favor of the Company, the associated indemnification
receivable, recorded in other long-term assets, would be reduced accordingly. The Company recognizes interest and penalties related to
unrecognized tax benefits in the provision for income taxes.

The federal research and development tax credit expired on December 31, 2009. The Company has claimed a tax credit through December 31,
2009. In the event the legislature renews the tax credit, the Company will report an additional amount of federal tax credit as a discrete item in
the quarter in which the credit is enacted. With this exception, the Company does not expect a significant change to the amount of unrecognized
tax benefits within the next 12 months.
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14. Patent Litigation Settlement
On October 23, 2008, Keurig entered into a Settlement and License Agreement with Kraft Foods, Inc., Kraft Foods Global, Inc., and Tassimo
Corporation (collectively �Kraft�) providing for a complete settlement of Keurig�s previously filed lawsuit against Kraft. Pursuant to the terms of
the Settlement and License Agreement, Kraft paid to Keurig a lump sum of $17,000,000 and Keurig grants to Kraft and its affiliates a limited,
non-exclusive, perpetual, worldwide, fully paid up license of certain Keurig patents. The settlement is recorded as a non-recurring item in
operating income in the first quarter of fiscal 2009.

15. Related Party Transactions
The Company uses travel services provided by Heritage Flight, a charter air services company owned by Mr. Stiller, the Company�s former CEO
and current Chairman of the Board.

During the thirteen and thirty- nine weeks ended June 26, 2010 Heritage Flight billed the Company the amount of $75,000 and $239,000,
respectively, for travel services to various employees of the Company.

During the thirteen and thirty-nine weeks ended June 27, 2009 Heritage Flight billed the Company the amount of $85,000 and $157,000,
respectively, for travel services to various employees of the Company.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis is intended to help you understand the results of operations and financial condition of Green Mountain
Coffee Roasters, Inc. (together with its subsidiaries, the �Company�). You should read the following discussion and analysis in conjunction with
our consolidated financial statements and related notes included elsewhere in this report.

Overview

We are a leader in the specialty coffee and the overall coffee maker business. We roast high-quality Arabica bean coffees and offer over 100
coffee selections, including single-origins, estates, certified organics, Fair Trade Certified TM , proprietary blends, and flavored coffees that sell
under the Green Mountain Coffee®, Newman�s Own® Organics, Tully�s® Coffee and, as of November 13, 2009, the Timothy�s® World Coffee
brands and, as of May 11, 2010, Diedrich Coffee®, Gloria Jeans® and Coffee People® brands. We also sell cocoa, teas and coffees in K-Cup®

portion packs, Keurig® single-cup brewers and other accessories. In recent years, a significant driver of the Company�s growth has been the sale
of K-Cups and Keurig brewing systems.

Business Segments

The Company manages its operations through two operating segments, Specialty Coffee business unit (�SCBU�) and Keurig business unit
(�Keurig�). We evaluate performance primarily based on segment income before taxes. Expenses not specifically related to either operating
segment are recorded as �Corporate�.

SCBU sells whole bean and ground coffee, as well as K-Cup portion packs, and to a lesser extent, Keurig single-cup brewers and other
accessories mainly in North American wholesale and retail channels, and directly to consumers. The majority of SCBU�s revenue is derived from
its North American wholesale channels.

Keurig is a pioneer and leading manufacturer of gourmet single-cup brewing systems and targets its premium patented single-cup brewing
systems for consumers at home (�AH�) and away-from-home (�AFH�) mainly in North America. Keurig sells its AH single-cup brewers to select
retailers such as department stores and club stores and directly to consumers. It sells its AFH single-cup brewers to distributors for offices.
Keurig also sells coffee, tea and cocoa in K-Cups produced by a variety of roasters, including SCBU, as well as related accessories to select
retailers such as department stores and club stores and also directly to consumers. Keurig earns royalty income from K-Cups shipped by its
licensed roasters.

Cost of sales for the Company consists of the cost of raw materials including coffee beans, cocoa, flavorings and packaging materials; a portion
of our rental expense; the salaries and related expenses of production; distribution and merchandising personnel; depreciation on production
equipment; the cost of brewers manufactured by suppliers, and freight, duties and delivery expenses. Selling and operating expenses consist of
expenses that directly support sales, including media and advertising expenses; a portion of the rental expense; and the salaries and related
expenses of employees directly supporting sales and marketing as well as research and development. General and administrative expenses
consist of expenses incurred for corporate support and administration, including a portion of the rental expense and the salaries and related
expenses of personnel not elsewhere categorized, and starting in fiscal 2010, include certain acquisition-related expenses.

Historically, SCBU and Keurig operating segments have not shared manufacturing or distribution facilities, except for brewer fulfillment at our
Knoxville facility. Expenses not specifically related to either operating segment are shown separately as �Corporate�. Corporate expenses are
comprised mainly of the compensation and other related expenses of certain of the Company�s senior executive officers and other selected
employees who perform duties related to our entire enterprise. Corporate expenses also include interest expense, certain corporate legal expenses
and compensation of the board of directors. In addition, corporate expenses include, starting in fiscal 2010, acquisition-related costs, and in
fiscal 2009, corporate expenses are offset by $17.0 million of proceeds received from a litigation settlement with Kraft. Corporate assets include
cash and short-term investments.
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Goodwill and intangibles related to the Frontier, Tully�s, Timothy�s and Diedrich acquisitions are included in the SCBU reporting unit of the
Company. Keurig related goodwill and intangibles are included in the Keurig reporting unit of the Company.

Basis of Presentation

Included in this presentation are discussions and reconciliations of income before taxes, net income and diluted earnings per share in accordance
with generally accepted accounting principles (�GAAP�) to income before taxes, net income and diluted earnings per share excluding certain
expenses and losses, which we refer to as non-GAAP income before taxes, non-GAAP net income and non-GAAP diluted earnings per share.
These non-GAAP measures exclude acquisition-related transaction expenses, one-time operating income related to the Company�s patent
litigation settlement and the related legal expenses. These non-GAAP measures are not in accordance with, or an alternative to, GAAP. The
Company�s management uses these non-GAAP measures in discussing and analyzing its results of operations because it believes the non-GAAP
measures provide investors with greater transparency by helping to illustrate the underlying financial and business trends relating to the
Company�s results of operations and financial condition and comparability between current and prior periods. Management uses the non-GAAP
measures to establish and monitor budgets and operational goals and to evaluate the performance of the Company.

These non-GAAP financial measures should be considered in addition to, and not as a substitute or superior to, the other measures of financial
performance prepared in accordance with GAAP. Using only the non-GAAP financial measures to analyze our performance would have
material limitations because their calculation is based on the subjective determination of management regarding the nature and classification of
events and circumstances that investors may find significant. Management compensates for these limitations by presenting both the GAAP and
non-GAAP measures of its results.

Acquisitions

On November 13, 2009, the Company acquired all of the outstanding stock of Timothy�s Coffee of the World Inc. (�Timothy�s�), which included its
brand and wholesale coffee business for an aggregate cash purchase price of approximately $155.7 million. The acquisition was financed using
available cash on hand.

On May 11, 2010, the Company acquired all of the outstanding common stock of Diedrich Coffee Inc. (�Diedrich�) for approximately $305.3
million, net of cash acquired. The acquisition was financed using available cash on hand, the existing credit facility and a term loan of $140.0
million.
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Results of Operations

Summary financial data of the Company

The following table presents certain financial data of the Company expressed as a percentage of net sales for the periods denoted below:

Thirteen
weeks ended
June 26,
2010

Thirteen
weeks ended
June 27,
2009

Thirty-nine
weeks ended
June 26,
2010

Thirty-nine
weeks ended
June 27,
2009

Net sales 100.0% 100.0% 100.0% 100.0% 
Cost of sales 64.8% 66.4% 67.5% 69.1% 

Gross profit 35.2% 33.6% 32.5% 30.9% 

Selling and operating expenses 14.9% 15.0% 14.7% 16.0% 
General and administrative expenses 8.0% 6.6% 7.4% 5.7% 
Patent litigation (settlement) expense 0.0% 0.0% 0.0% (2.9)% 

Operating income 12.3% 12.0% 10.4% 12.1% 

Other expense 0.0% (0.0)% 0.0% (0.1)% 
Interest expense (0.5)% (0.6)% (0.4)% (0.6)% 

Income before income taxes 11.8% 11.4% 10.0% 11.4% 

Income tax expense (5.8)% (4.0)% (4.3)% (4.3)% 

Net income 6.0% 7.4% 5.7% 7.1% 

Segment Summary

Net sales and income before taxes for each of our operating segments are summarized in the tables below:

Net sales (in millions)
Thirteen

weeks ended
June 26,
2010

Thirteen
weeks ended
June 27,
2009

Thirty-nine
weeks ended
June 26,
2010

Thirty-nine
weeks ended
June 27,
2009

SCBU $ 225.8 $ 121.0 $ 640.2 $ 340.1
Keurig $ 199.6 $ 107.8 $ 666.5 $ 348.4
Inter-company eliminations $ (113.9) $ (38.3) $ (320.9) $ (107.7) 

Total Company $ 311.5 $ 190.5 $ 985.8 $ 580.8

Income before taxes (in millions)
Thirteen
weeks
ended
June 26,
2010

Thirteen
weeks
ended
June 27,
2009

Thirty-nine
weeks
ended
June 26,
2010

Thirty-nine
weeks
ended
June 27,
2009

SCBU $ 27.8 $ 16.0 $ 87.0 $ 38.4
Keurig $ 22.7 $ 11.1 $ 50.8 $ 26.1
Corporate $ (10.3) $ (5.4) $ (32.3) $ 3.1
Inter-company eliminations $ (3.5) $ (0.0) $ (6.6) $ (1.1) 
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Total Company $ 36.7 $ 21.7 $ 98.9 $ 66.5
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Thirteen weeks ended June 26, 2010 versus thirteen weeks ended June 27, 2009

Revenue

Company Summary

Net sales for the third quarter of fiscal 2010 increased 64% to $311.5 million, up from $190.5 million reported in the third quarter of fiscal 2009
(�the prior year period�). The two primary drivers of the 64%, or $121.0 million, increase in the Company�s net sales were the 90%, or $93.1
million, increase in total K-Cup® portion pack net sales and the 69%, or $26.2 million, increase in Keurig® brewer and accessories sales.
Approximately 86% of consolidated net sales this past quarter were from the Keurig brewing system and its recurring K-Cup portion pack
revenue with total K-Cup portion pack net sales of $196.9 million, total Keurig brewer and accessories net sales of $64.3 million and royalty
income from K-Cups shipped by its licensed roasters of $8.1 million.

SCBU

SCBU segment net sales, after intercompany eliminations, increased by $53.9 million or 54%, to $154.3 million in the third quarter of fiscal
2010 as compared to $100.4 million in the prior year period. Over 90% of the increase in SCBU�s net sales was due to higher K-Cup sales.

Keurig

Keurig segment net sales, after intercompany eliminations, increased by $67.1 million, or 74%, to $157.2 million in the third quarter of fiscal
2010 as compared to $90.1 million reported in the prior year period, with approximately two-thirds of the increase driven by K-Cup sales to
retailers and consumers.

During the third quarter of fiscal 2010, K-Cup portion packs shipped system-wide by all Keurig licensed roasters was 683 million, an increase of
72% over the prior year period. Additionally, there were 846,000 system-wide brewers with Keurig-branded brewing technology shipped during
the third quarter of fiscal 2010 as compared to 444,000 shipped during the prior year period.

Gross Profit

Company gross profit for the third quarter of fiscal 2010 totaled $109.7 million, or 35.2% of net sales, as compared to $64.1 million, or 33.6% of
net sales, in the prior year period. The improvement was a result of higher manufacturing gross margin derived from the increase in volume of
the Company�s manufactured K-Cups as a percentage of total system volume. In addition, the Company experienced continued higher levels of
warranty expense and sales returns related to a quality issue associated with certain brewer models produced primarily in late calendar 2009. The
quality issue did not represent a safety concern, and is believed to be tied to a component used in limited production primarily from late 2009.
The Company is continuing to replace any brewers exhibiting the quality issue and has implemented hardware and software changes which it
believes have corrected the issue, however, there can be no assurance that we will not experience some additional warranty expense related to
this quality issue in future periods. The Company reached an agreement with its suppliers and has recovered approximately $6.0 million as
reimbursement related to this issue. This recovery was reflected in the third quarter cost of sales as a reduction to warranty expense and
substantially offsets the higher warranty expense and sales returns costs incurred in the third quarter of fiscal 2010.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses (S,G&A) as a percentage of net sales for the third quarter were 23.0% as compared to 21.7% in the
prior year.

For the third quarter of fiscal 2010, general and administrative expenses include $4.0 million of acquisition-related expenses for the Diedrich
acquisition as well as the amortization of identifiable intangibles of $4.3 million due to the Company�s prior acquisitions as compared to $1.5
million in the prior year third quarter.

Interest Expense

Company interest expense was $1.5 million in the third quarter of fiscal 2010, as compared to $1.1 million in the prior year period. The increase
was primarily due to an increase in the Company�s borrowings under its Credit Facility.

Income before taxes

Company income before taxes increased 70% to $36.7 million in the third quarter of fiscal 2010, as compared to $21.7 million in the prior year
period, and, as a percentage of net sales, 11.8% and 11.4%, respectively.

Excluding the impact of the $4.0 million non-deductible acquisition-related expenses for the Diedrich acquisition in the third quarter of fiscal
2010, the Company�s non-GAAP income before taxes was $40.7 million, or 13.1% of net sales as compared to $21.7 million, or 11.4% of net
sales in the prior year period.

The SCBU segment contributed $27.8 million in income before taxes in the third quarter of fiscal 2010, up from $16.0 million in the prior year
period.

The Keurig segment contributed $22.7 million in income before taxes in the third quarter of fiscal 2010, up from $11.1 million in the prior year
period.

The Corporate segment accounted for a reduction of $(10.3) million in income before taxes in the third quarter of fiscal 2010, as compared to a
reduction of $(5.4) million in the prior year period. The increased reduction in income before taxes was primarily attributable to acquisition costs
related to the Diedrich acquisition of $4.0 million combined with an increase in interest expense as discussed above.

Taxes

The effective income tax rate for the Company was 49.5% in the third quarter of fiscal 2010, as compared to 34.7% in the prior year period
reflecting the tax effect of the recognition of the estimated total $12.0 million non-deductible acquisition related expenses incurred during the
Company�s first, second and third quarters of fiscal 2010 for the Diedrich acquisition which closed during the Company�s third quarter of fiscal
2010.

Net Income, Non-GAAP Net Income and Diluted EPS

Company net income in the third quarter of fiscal 2010 was $18.6 million, as compared to $14.1 million in the prior year period. Non-GAAP net
income for the third quarter of fiscal 2010 was $25.8 million, which is an increase of $11.7 million or 82%, as compared to $14.1 million in the
prior year period. Non-GAAP net income for the third quarter of fiscal 2010 excludes the impact of $4.0 million non-deductible
acquisition-related expenses incurred during the third quarter and the resulting $3.2 million tax effect of reversing the tax benefit associated with
the $8.1 million acquisition related expenses previously incurred during the first and second quarters of fiscal 2010.

Edgar Filing: GREEN MOUNTAIN COFFEE ROASTERS INC - Form 10-Q

33



Company diluted EPS was $0.13 in the third quarter of fiscal 2010, as compared to $0.12 per share in the prior year period. Non-GAAP diluted
EPS was $0.19 in the third quarter of fiscal 2010, as compared to $0.12 per share in the prior year period.

The following tables show a reconciliation of net income and EPS to non-GAAP net income and non-GAAP EPS for the thirteen weeks ended
June 26, 2010 and June 27, 2009 (in thousands):

Thirteen weeks ended June 26, 2010

GAAP

Acquisition-related
Transaction
Expenses

Acquisition-related
Transaction
Expenses

Patent
Litigation
Settlement Non-GAAP

Timothy�s
Coffees

of the World
Inc.

Diedrich
Coffee, Inc.

Net Sales $ 311,514 �  �  �  $ 311,514
Cost of Sales 201,783 �  �  �  201,783

Gross Profit 109,731 �  �  �  109,731
Selling and operating expenses 46,277 �  �  �  46,277
General and administrative expenses 25,267 �  (3,992) �  21,275

Operating income 38,187 �  3,992 �  42,179
Other expense 27 �  �  �  27
Interest expense (1,495) �  �  �  (1,495) 

Income before income taxes 36,719 �  3,992 �  40,711
Income tax benefit (expense) (18,165) �  3,216 �  (14,949) 

Net income $ 18,554 $ �  $ 7,208 $ �  $ 25,762

Basic income per share:
Weighted average shares outstanding 131,677,459 131,677,459 131,677,459 131,677,459 131,677,459
Net income $ 0.14 $ �  $ 0.05 $ �  $ 0.20
Diluted income per share:
Weighted average shares outstanding 137,898,253 137,898,253 137,898,253 137,898,253 137,898,253
Net income $ 0.13 $ �  $ 0.05 $ �  $ 0.19
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Thirteen weeks ended June 27, 2009

GAAP

Acquisition-related
Transaction
Expenses

Acquisition-related
Transaction
Expenses

Patent
Litigation
Settlement Non-GAAP

Timothy�s
Coffees

of the World
Inc.

Diedrich
Coffee, Inc.

Net Sales $ 190,509 �  �  �  $ 190,509
Cost of Sales 126,428 �  �  �  126,428

Gross Profit 64,081 �  �  �  64,081
Selling and operating expenses 28,597 �  �  �  28,597
General and administrative expenses 12,708 �  �  �  12,708

Operating income 22,776 �  �  �  22,776
Other expense (39) �  �  �  (39) 
Interest expense (1,080) �  �  �  (1,080) 

Income before income taxes 21,657 �  �  �  21,657
Income tax expense (7,517) �  �  �  (7,517) 

Net income $ 14,140 $ �  $ �  $ �  $ 14,140

Basic income per share:
Weighted average shares outstanding 112,775,280 112,775,280 112,775,280 112,775,280 112,775,280
Net income $ 0.13 $ �  $ �  $ �  $ 0.13
Diluted income per share:
Weighted average shares outstanding 119,010,138 119,010,138 119,010,138 119,010,138 119,010,138
Net income $ 0.12 $ �  $ �  $ �  $ 0.12

Edgar Filing: GREEN MOUNTAIN COFFEE ROASTERS INC - Form 10-Q

35



Thirty-nine weeks ended June 26, 2010 versus thirty-nine weeks ended June 27, 2009

Revenue

Company Summary

Net sales for the thirty-nine weeks ended June 26, 2010 (the �2010 YTD period�) increased 70%, to $985.8 million, up from $580.8 million
reported for the thirty-nine weeks ended June 27, 2009 (the �prior YTD period�). The two primary drivers of the 70%, or $405.0 million, increase
in the Company�s net sales were the 95%, or $279.2 million, increase in total K-Cup® net sales and the 73%, or $106.5 million, increase in
Keurig® brewer and accessories sales. Approximately 87% of consolidated sales for the 2010 YTD period were from the Keurig brewing system
and its recurring K-cup portion pack revenue with total K-Cup portion pack net sales of $572.3 million, total Keurig brewer and accessory net
sales of $252.0 million and royalty income from K-Cups shipped by it�s licensed roasters of $30.7 million.

SCBU

SCBU segment net sales, after intercompany eliminations, increased to $439.5 million, or 55%, in the 2010 YTD period compared to $283.2
million reported in the prior YTD period. Over 85% of the increase in SCBU�s net sales was due to higher K-Cup sales.

Keurig

Keurig segment net sales, after intercompany eliminations, increased to $546.3 million, or 84%, in the 2010 YTD period as compared to $297.6
million reported in the prior YTD period. The increase in Keurig segment net sales was primarily due to higher K-Cup sales of approximately
$145.2 million which increased 111% over the prior YTD period as well as an increase in brewer and accessories sales of approximately $103.1
million or 75% over the prior YTD period.

During the 2010 YTD period, K-Cup portion packs shipped system-wide totaled 2.1 billion, an increase of 73% over the prior YTD period.
Additionally, there were 3,058,000 system-wide brewers with Keurig-branded brewing technology shipped during the 2010 YTD period as
compared to 1,651,000 shipped during the prior YTD period.

Gross Profit

Company gross profit for the 2010 YTD period totaled $320.2 million, or 32.5% of net sales, as compared to $179.4 million, or 30.9% of net
sales, in the prior YTD period. The improvement was a result of higher manufacturing gross margin derived from the increase in volume of the
Company�s manufactured K-Cups as a percentage of total system volume. In addition, the Company experienced during its second and third
quarters of fiscal 2010 continued higher levels of warranty expense and sales returns related to a quality issue associated with certain brewer
models produced primarily in late calendar 2009. The quality issue did not represent a safety concern, and is believed to be tied to a component
used in limited production primarily from late 2009. The Company is continuing to replace any brewers exhibiting the quality issue and has
implemented hardware and software changes which it believes have corrected the issue, however, there can be no assurance that we will not
experience some additional warranty expense related to this quality issue in future periods. The Company reached an agreement with its
suppliers and has recovered approximately $6.0 million as reimbursement related to this issue. This recovery was reflected in the third quarter
cost of sales as a reduction to warranty expense and substantially offsets the higher warranty expense and sales returns costs incurred in the third
quarter of fiscal 2010.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses (S,G&A) as a percentage of net sales for the 2010 YTD period increased to 22.1% or $217.7
million as compared to 21.7% or $126.0 million in the prior YTD period.

For the 2010 YTD period, general and administrative expenses include $12.1 million of acquisition-related expenses related to the completed
acquisition of Diedrich, $1.9 million of acquisition-related expenses related to the completed Timothy�s acquisition as well as the amortization of
identifiable intangibles of $9.5 million due to the Company�s acquisitions as compared to $3.9 million in the prior YTD period.

Patent Litigation Settlement

On October 23, 2008, Keurig entered into a Settlement and License Agreement with Kraft Foods, Inc., Kraft Foods Global, Inc., and Tassimo
Corporation (collectively �Kraft�) providing for a complete settlement of Keurig�s previously filed lawsuit against Kraft during the first quarter of
fiscal 2009. Accordingly, the Company recognized the receipt of a patent litigation settlement of $17.0 million as a non-recurring item included
in operating income for the Company�s first quarter of fiscal 2009.

Interest Expense

Company interest expense decreased to $3.4 million in the 2010 YTD period, down from $3.5 million in the prior YTD period. The net decrease
is due to an increase of $800,000 of capitalized interest offset by an increase of approximately $700,000 due primarily to an increase in
borrowings.

Income before taxes

Company income before taxes increased to $98.9 million in the 2010 YTD period, up from $66.6 million in the prior YTD period, and, as a
percentage of net sales, 10.0% and 11.5%, respectively. The prior year period included the $17.0 million (pretax) patent litigation settlement as
described above. Excluding the patent litigation income, income before taxes increased by 99.5%, or $49.3 million, in the 2010 YTD period, up
from $49.6 million in the prior YTD period.

Excluding the impact of the acquisition-related expenses of $14.1 million in the 2010 YTD period as well as the patent litigation income of
$17.0 million in the prior YTD period, non-GAAP income before taxes increased 128% to $112.9 million in the 2010 YTD period from $49.6
million in the prior YTD period.

The SCBU segment contributed $87.0 million in income before taxes in the 2010 YTD period, up from $38.4 million in the prior YTD period.

The Keurig segment contributed $50.8 million in income before taxes in the 2010 YTD period, up from $26.1 million in the prior YTD period.

The Corporate segment accounted for a reduction of $(32.3) million before taxes in the 2010 YTD period, as compared to income of $3.1
million in the prior YTD period due primarily to the combination of the settlement of the patent litigation in the first quarter of fiscal 2009 in the
amount of $17.0 million and $14.1 million of acquisition-related expenses incurred in fiscal year 2010.
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Taxes

The effective income tax rate for the Company was 43.6% in the 2010 YTD period, as compared to 37.6% in the prior YTD period. The increase
was primarily due to the acquisition-related expenses not being deductible for tax purposes.

Net Income, Non-GAAP and Diluted EPS

Company net income in the 2010 YTD period was $55.8 million, up 34.3% from $41.5 million in the prior YTD period. Non-GAAP net income
for 2010 YTD period was $69.8 million, an increase of $38.7 million or 124.1%, as compared to the prior YTD period. Non-GAAP net income
for the 2010 YTD period excludes the $14.1 million in non-deductible acquisition-related expenses incurred during the thirty-nine weeks ended
June 26, 2010.

Company diluted EPS increased $0.05 to $0.40 per share in the 2010 YTD period, as compared to $0.35 per share in the prior YTD period.
Non-GAAP diluted EPS was $0.51 in the 2010 YTD period, as compared to $0.27 per share in the prior YTD period.

The following tables show a reconciliation of net income and EPS to non-GAAP net income and non-GAAP EPS (in thousands) for the
thirty-nine weeks ended June 26, 2010 and June 27, 2009 (in thousands):

Thirty-nine weeks ended June 26, 2010

GAAP

Acquisition-related
Transaction
Expenses

Acquisition-related
Transaction
Expenses

Patent
Litigation
Settlement Non-GAAP

Timothy�s
Coffees

of the World
Inc.

Diedrich Coffee,
Inc.

Net Sales $ 985,792 �  �  �  $ 985,792
Cost of Sales 665,584 �  �  �  665,584

Gross Profit 320,208 �  �  �  320,208
Selling and operating expenses 144,835 �  �  �  144,835
General and administrative
expenses 72,903 (1,927) (12,124) �  58,852

Operating income 102,470 1,927 12,124 �  116,521
Other expense (217) �  �  �  (217) 
Interest expense (3,376) �  �  �  (3,376) 

Income before income taxes 98,877 1,927 12,124 �  112,928
Income tax expense (43,127) �  �  �  (43,127) 

Net income $ 55,750 $ 1,927 $ 12,124 $ �  $ 69,801

Basic income per share:
Weighted average shares
outstanding 131,303,879 131,303,879 131,303,879 131,303,879 131,303,879
Net income $ 0.42 $ 0.01 $ 0.09 $ �  $ 0.53
Diluted income per share:
Weighted average shares
outstanding 137,681,766 137,681,766 137,681,766 137,681,766 137,681,766
Net income $ 0.40 $ 0.01 $ 0.09 $ �  $ 0.51
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Thirty-nine weeks ended June 27, 2009

GAAP

Acquisition-related
Transaction
Expenses

Acquisition-related
Transaction
Expenses

Patent
Litigation
Settlement Non-GAAP

Timothy�s
Coffees

of the World
Inc.

Diedrich Coffee,
Inc.

Net Sales $ 580,841 �  �  �  $ 580,841
Cost of Sales 401,428 �  �  �  401,428

Gross Profit 179,413 �  �  �  179,413
Selling and operating expenses 92,873 �  �  �  92,873
General and administrative expenses 33,165 �  �  �  33,165
Patent litigation settlement (17,000) �  �  17,000 �  

Operating income 70,375 �  �  (17,000) 53,375
Other expense (323) �  �  �  (323) 
Interest expense (3,494) �  �  �  (3,494) 

Income before income taxes 66,558 �  �  (17,000) 49,558
Income tax expense (25,051) �  �  6,639 (18,412) 

Net income $ 41,507 $ �  $ �  $ (10,361) $ 31,146

Basic income per share:
Weighted average shares outstanding 111,397,302 111,397,302 111,397,302 111,397,302 111,397,302
Net income $ 0.37 $ �  $ �  $ (0.09) $ 0.28
Diluted income per share:
Weighted average shares outstanding 117,318,258 117,318,258 117,318,258 117,318,258 117,318,258
Net income $ 0.35 $ �  $ �  $ (0.09) $ 0.27
Liquidity and Capital Resources

Our working capital decreased to $164.2 million at June 26, 2010, from $413.7 million at September 26, 2009. The decrease is largely
attributable to the acquisition of Timothy�s Coffees of the World Inc. (�Timothy�s�) which was completed on November 13, 2009 at a cash purchase
price of approximately $154.2 million as well as the acquisition of Diedrich Coffee Inc. (�Diedrich�), completed on May 11, 2010.

Net cash provided by operating activities was $57.4 million in the 2010 YTD period as compared to $55.9 million in the prior YTD period.

Cash flows from investing activities included capital expenditures of $84.4 million in the 2010 YTD period, as compared to $29.0 million in the
prior YTD period. Additionally, cash flows used in investing activities in the 2010 YTD period included $154.2 million for the acquisition of
Timothy�s and $305.3 million for the acquisition of Diedrich. We financed the Diedrich acquisition using cash on hand, a new term loan of
$140.0 million, and borrowings on our existing senior revolving credit facility.
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In the 2010 YTD period, cash flows from financing activities included $4.1 million generated from the exercise of employee stock options and
the issuance of shares under the employee stock purchase plan, a decrease from $6.4 million in the prior YTD period. In addition, cash flows
from operating and financing activities included a $5.6 million tax benefit from the exercise of non-qualified options and disqualifying
dispositions of incentive stock options, a decrease from $9.1 million in the prior year period. As stock options granted are exercised, we will
continue to receive proceeds and a tax deduction where applicable; however, we cannot predict either the amounts or the timing of any such
proceeds or tax benefits.

Our Company maintains a Credit Facility with Bank of America, N.A., and other lenders (�Credit Facility�). In connection with our acquisition of
Diedrich, we entered into an Amendment to our Credit Facility (�Amendment�) that provides for a new Term Loan A1 of $140.0 million to be
amortized at a rate of 10% annually. Borrowings under the Term Loan A1 bear interest either at LIBOR plus 250 basis points annually or at
Base plus 150 basis points annually, at our option. All borrowings under the Credit Facility, including the Term Loan A1, are due in December
2012. At June 26, 2010, $271.4 million was outstanding under the Credit Facility as compared to $78.0 million at September 26, 2009, and
$140.0 million was available for borrowing at June 26, 2010. The Amendment also provides for a new increase option for an aggregate amount
of up to $100.0 million.

We are party to interest rate swap agreements with Bank of America N.A. (�Bank of America�) and Sovereign Bank. The total notional amount of
the swap agreements at June 26, 2010 and September 26, 2009 was $79.8 million and $75.7 million respectively. The swap agreements
terminate between June 2011 and December 2013. At June 26, 2010 and September 26, 2009, we estimate that we would have paid $2.5 million
and $3.3 million (gross of tax), respectively, had we terminated our swap agreements. We designate the swap agreements as a cash flow hedges
and the changes in the fair value of the swaps are classified in accumulated other comprehensive income.

The credit facility is subject to the following financial covenants: a funded debt to adjusted EBITDA ratio and a fixed charge coverage ratio. We
were in compliance with these covenants at June 26, 2010.

We expect to spend between $120.0 million and $140.0 million in capital expenditures in fiscal 2010. Capital expenditures are anticipated to be
funded from operating cash flows and availability under our credit facility.

We may increase our borrowings or seek to amend our credit facility to finance our growth, including growth by acquisitions. The availability
and terms of any such financing would be subject to prevailing market conditions and other factors at that time and there can be no assurance
that we will be able to secure financing on terms as favorable as our existing facility.

We believe that our cash flows from operating activities, existing cash and our credit facility will provide sufficient liquidity to pay all liabilities
in the normal course of business, fund anticipated capital expenditures and service debt requirements through the next 12 months. However,
several risks and uncertainties could cause us to need to raise additional capital through equity and/or debt financing. We also may consider from
time to time engaging in stock buyback plans or programs.
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A summary of cash requirements related to our outstanding long-term debt, future minimum lease payments and inventory purchase
commitments is as follows:

Fiscal Year
Long-Term
Debt (1)

Operating Lease
Obligations

Purchase
Obligations Total

2010 $ 4,767,000 $ 2,262,000 $ 207,582,000 $ 214,611,000
2011 19,052,000 8,893,000 276,193,000 $ 304,138,000
2012 19,052,000 7,728,000 74,505,000 $ 101,285,000
2013 228,553,000 5,785,000 3,905,000 $ 238,243,000
2014 14,000 5,578,000 �  $ 5,592,000
Thereafter �  8,960,000 �  $ 8,960,000

Total $ 271,438,000 $ 39,206,000 $ 562,185,000 $ 872,829,000

(1) Fiscal 2010 through fiscal 2012 long-term debt obligations are comprised of capital lease obligations and amortizing loan payments for the
term loan.

Factors Affecting Quarterly Performance

Historically, the Company has experienced variations in sales and earnings from quarter to quarter due to the holiday season and a variety of
other factors, including, but not limited to, general economic trends, the cost of green coffee, competition, marketing programs, weather and
special or unusual events. Because of the seasonality of our business, results for any quarter are not necessarily indicative of the results that may
be achieved for the full fiscal year.

Forward-Looking Statements

Certain statements contained herein are not based on historical fact and are �forward-looking statements� within the meaning of the applicable
securities laws and regulations. Generally, these statements can be identified by the use of words such as �anticipate,� �believe,� �could,� �estimate,�
�expect,� �feel,� �forecast,� �intend,� �may,� �plan,� �potential,� �project,� �should,� �would,� and similar expressions intended to identify forward-looking
statements, although not all forward-looking statements contain these identifying words. Owing to the uncertainties inherent in forward-looking
statements, actual results could differ materially from those stated here. Factors that could cause actual results to differ materially from those in
the forward-looking statements include, but are not limited to, the impact on sales and profitability of consumer sentiment in this difficult
economic environment, the Company�s success in efficiently expanding operations and capacity to meet growth, the Company�s success in
efficiently and effectively integrating Timothy�s and Diedrich�s wholesale operations and capacity into its Specialty Coffee business unit, the
Company�s success in introducing and producing new product offerings, the ability of lenders to honor their commitments under the Company�s
credit facility, competition and other business conditions in the coffee industry and food industry in general, fluctuations in availability and cost
of high-quality green coffee, any other increases in costs including fuel, Keurig�s ability to continue to grow and build profits with its roaster
partners in the At Home and Away from Home businesses, the Company experiencing product liability, product recall and higher than
anticipated rates of warranty expense or sales returns associated with a product quality or safety issue, the impact of the loss of major customers
for the Company or reduction in the volume of purchases by major customers, delays in the timing of adding new locations with existing
customers, the Company�s level of success in continuing to attract new customers, sales mix variances, weather and special or unusual events, as
well as other risks described more fully in the Company�s filings with the SEC. Forward-looking statements reflect management�s analysis as of
the date of this filing. The Company does not undertake to revise these statements to reflect subsequent developments, other than in its regular,
quarterly earnings releases.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
Market risks relating to our operations result primarily from changes in interest rates and the commodity �c� price of coffee (the price per pound
quoted by the Coffee, Sugar and Cocoa Exchange). To address these risks, we enter into hedging transactions as described below. We do not use
financial instruments for trading purposes.

For purposes of specific risk analysis, we use sensitivity analysis to determine the impacts that market risk exposures may have on our financial
position or earnings.

Interest rate risks

The table below provides information about our debt obligations that are sensitive to changes in interest rates. The table presents principal cash
flows and related weighted average interest rates by expected maturity dates.

Expected maturity date
2010 2011 2012 2013 2014 Total

Long-term debt:
Variable rate (in thousands) $ 4,750 $ 19,000 $ 19,000 $ 188,700 $ �  $ 231,450
Average interest rate 5.0% 3.1% 3.1% 2.8% 0.0% 2.9% 
Fixed rate (in thousands) $ 17 $ 52 $ 52 $ 39,853 $ 14 $ 39,988
Average interest rate 19.6% 24.5% 25.9% 5.4% 27.5% 5.5% 
At June 26, 2010 we had $231.5 million outstanding under our Credit Facility subject to variable interest rates. Should interest rates (LIBOR and
Prime rates) increase by 100 basis points, we would incur additional interest expense of $2,315,000 annually. At September 26, 2009 we had
$2.3 million subject to variable interest rates. As discussed further under the heading �Liquidity and Capital Resources� the Company is party to
interest rate swap agreements.

On June 26, 2010, the effect of our interest rate swap agreements was to limit the interest rate exposure on the outstanding balance of the Credit
Facility to a fixed rate versus the 30-day Libor rate as follows: 5.4% on $19.8 million and 3.9% on $20 million. The total notional amount
covered by these swaps will decrease progressively in future periods and terminates on various dates from June 2011 through December 2012.

Commodity price risks

The �c� price of coffee is subject to substantial price fluctuations caused by multiple factors, including weather and political and economic
conditions in coffee-producing countries. Our gross profit margins can be significantly impacted by changes in the �c� price of coffee. We enter
into fixed coffee purchase commitments in an attempt to secure an adequate supply of coffee. These agreements are tied to specific market
prices (defined by both the origin of the coffee and the time of delivery) but we have significant flexibility in selecting the date of the market
price to be used in each contract. We generally fix the price of our coffee contracts three to nine months prior to delivery, so that we can adjust
our sales prices to the market. At June 26, 2010, the Company had approximately $148.2 million in green coffee purchase commitments, of
which approximately 58% had a fixed price. At September 26, 2009, the Company had approximately $90.8 million in green coffee purchase
commitments, of which approximately 46% had a fixed price.

In addition, we regularly use commodity-based financial instruments to hedge price-to-be-established coffee purchase commitments with the
objective of minimizing cost risk due to market fluctuations. These hedges generally qualify as cash flow hedges. Gains and losses are deferred
in other comprehensive income until the hedged inventory sale is recognized in earnings, at which point they are added to cost of sales. At
June 26, 2010, we did not have any outstanding futures contracts. At September 26, 2009, we held outstanding futures contracts covering
1,125,000 pounds of coffee with a fair market value of $90,000, gross of tax.
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Item 4. Controls and Procedures
As of June 26, 2010, the Company�s management with the participation of its Chief Executive Officer and Chief Financial Officer conducted an
evaluation of the effectiveness of the design and operation of the Company�s disclosure controls and procedures pursuant to Rule 13a-15 and
15d-15 under the Securities Exchange Act of 1934 (the �Exchange Act�). Based on that evaluation, our Chief Executive Officer and Chief
Financial Officer concluded that the Company�s disclosure controls and procedures (as defined in Rule 13a-15 of the Exchange Act) are
effective.

There have been no changes in the Company�s internal control over financial reporting during the most recent fiscal quarter that have materially
affected, or are reasonably likely to materially affect, the Company�s internal control over financial reporting.

Part II. Other Information

Item 1A. Risk Factors.
There have been no material changes from the risk factors disclosed in our fiscal 2009 Form 10-K.

Item 6. Exhibits
(a) Exhibits:

31.1 Principal Executive Officer Certification Pursuant to Securities Exchange Act Rules 13a-14 and 15d-14 as Adopted
Pursuant to the Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Principal Financial Officer Certification Pursuant to Securities Exchange Act Rules 13a-14 and 15d-14 as Adopted Pursuant
to the Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Principal Executive Officer Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Principal Financial Officer Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101 The following financial statements from the Company�s Quarterly Report on Form 10-Q for the quarter ended June 26, 2010
formatted in eXtensible Business Reporting Language (XBRL): (i) the Condensed Consolidated Statements of Operations,
(ii) the Condensed Consolidated Balance Sheets, (iii) the Condensed Consolidated Statements of Cash Flows and (iv) related
notes, tagged as blocks of text.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

GREEN MOUNTAIN COFFEE ROASTERS, INC.

Date: 08/05/2010 By: /s/ Lawrence J. Blanford
Lawrence J. Blanford,
President and Chief Executive Officer

Date: 08/05/2010 By /s/ Frances G. Rathke
Frances G. Rathke,
Chief Financial Officer
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