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Earthbound Farm

It was April 2006 and Charles Sweat, chief operating officer for Earthbound Farm, was pleased
that it had finally stopped raining in San Juan Bautista, California. It had rained for 26 days in a row
in February and March and the company’s lettuce fields were as soggy as he had ever seen them.
Earthbound Farm was starting to harvest its spring mix baby lettuce leaves from these fields for the
season, and he hoped the rain did not damage the crops. Management expected strong demand for
their salad this spring and summer, and the company needed the weather to cooperate.

Sweat joined the country’s largest grower of organic produce in 1998, 14 years after founders
Myra and Drew Goodman started the company by selling fruits and vegetables from their two-acre
farm in Carmel Valley, California. In 1986, the Goodmans began selling pre-washed lettuce in a bag.
By 2006 the couple was responsible for creating a $450 million organic produce powerhouse. In 2006,
Earthbound Farm offered over 100 organic salads, fruits, and vegetables harvested from 30,000 acres,
primarily in California and Arizona. According to Myra and Drew Goodman, the company’s mission
was to “Bring the benefits of organic food to as many people as possible and serve as a catalyst for
positive change.”

As the company grew, the Goodmans, Sweat and the rest of their team worked together to
confront a myriad of challenges associated with planting, harvesting, processing, packaging, and
transporting organic produce to consumers across the country. Through innovation and persistence
they solved many of the problems confronted by the company. However, they had yet to find a
solution for one of their most daunting challenges: helping East Coast customers avoid “stock-outs”
(periods when the retailer has no product on shelves). It could be difficult to accurately forecast
consumer demand, and it took a minimum of three days to truck products across the country. East
Coast retailers wanted to avoid “shrinking” the product (i.e., throwing it away), so they tended to
under-order, often resulting in stock-outs. With the distance involved, prompt replenishment could
be difficult.

In 2004, Earthbound Farm opened its own Forward Distribution Center (FDC) in New Jersey to
keep inventory on the East Coast. The company hoped to increase sales and reduce stock outs by
enabling retailers to order with one-day delivery as a convenient way to replenish quickly, but so far,
the FDC was not performing up to expectations. The FDC operation lost $1.5 million in 2005, and
2006 started with net losses as well. In addition, the FDC was consuming a disproportionate amount
of management time and company resources. The Goodmans asked Sweat what could be done to
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improve the situation. As Sweat looked out over the wet fields, he thought about what he would
propose to Myra and Drew.

Company Background

Myra and Drew both grew up in Manhattan and attended the same high school, but they didn’t
start dating until they were both college students in California. Drew received a degree in
Environmental Studies from University of California at Santa Cruz, while Myra graduated from
University of California at Berkeley with a degree in Political Economy of Industrial Societies. They
were drawn to the beauty of Carmel Valley, CA and decided to spend some time on the West Coast
before going to grad school and pursuing their “real careers.” They started farming in 1984 when
they agreed to fix up an old farm in exchange for free rent. Neither had much experience in growing
crops, but they taught themselves the basics through books and experimentation. They opted to farm
organically, as they intuitively resisted handling agricultural chemicals and wanted to grow the
healthiest food possible.

Company History: 1984-2005

Their first products were raspberries, herbs and specialty greens, which they sold at a roadside
stand and to local chefs under the name of Earthbound Farm. In addition to selling their crops, each
week they washed some of the gourmet greens for themselves and put it in plastic bags to use
throughout the week. Over the next two years, the Goodmans developed a strong relationship with a
local chef who bought most of their greens for his restaurant. They had a problem in 1986, however,
when the chef suddenly left. The new chef had his own suppliers, and the Goodmans were left with
a bumper crop of baby lettuces. While thinking of what to do, Drew and Myra looked at their own
bags of lettuce and came up with the idea of selling small pre-washed bags of mixed organic baby
greens. They hand-labeled bags and found natural foods markets locally and in San Francisco that
agreed to sell their produce. Customers quickly scooped up the bags, and the Goodmans realized
they were on to something. What had started as “a short-term solution to a short-term problem”
became one of the major salad trends in the late twentieth century. Within two years the Goodmans
were selling over $400,000 of bagged organic salads out of their 800 square-foot home and 600 square-
foot shed barn with six employees, and they were having a difficult time keeping up with demand.

In 1990, Earthbound Farm purchased a 32-acre farm and built a 9,000 square-foot production
facility in Watsonville, California, which they moved into in 1992. The company also opened a bigger
roadside farm stand on a 60-acre tract of land in Carmel Valley, California. The Goodmans started
experimenting with other crops and began offering four additional types of salad: baby spinach
salad, fresh herb salad mix, Asian salad mix and baby romaine salad. By 1994, the company had
ramped up its production to start selling one-pound bags of salad greens to major food retailers such
as Costco, Safeway, and Albertsons.

Earthbound Farm continued to grow throughout the 1990s, purchasing, leasing or partnering for
farmland at every step of the way. In December 1995, Mission Ranches, a group of third generation
large-scale farmers in California, became a 50% partner in Earthbound Farm. As a result, Earthbound
Farm now had access to some of the best farmland in the region, some of which was already under
organic management and some of which Mission Ranches began to transition to organic. Earthbound
Farm needed a larger processing facility to accommodate the additional produce coming in from the
fields, so the company invested in a 25,000 square foot state-of-the-art production facility in San Juan
Bautista, California. Also during this time, Earthbound Farm expanded its organic product line to
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include: artichokes, broccoli, cauliflower, celery, romaine hearts, leaf lettuce, iceberg lettuce, cherry
and vine-ripened tomatoes, strawberries, carrots, and citrus fruits. Earthbound Farm washed,
processed and packaged some of these items, which were “value-added” products. Other items were
sold as “commodities.” (Value added items commanded substantially higher margins within the
produce category.)

By 1998, Earthbound Farm produce was grown on 5,800 acres of certified organic farmland, and
was the largest grower of organic produce in the United States. By this time, sales had reached $80
million, at which point the Goodmans hired Charles Sweat as chief financial officer and chief
information officer. (See Exhibit 1 for management bios.) Sweat commented, “When I joined
Earthbound Farm, one of my biggest challenges was to put a framework around our approach to the
future. The company had been growing over 40% a year and management was always struggling to
keep up with demand. Iimmediately focused on building the infrastructure and systems to support
future growth.”

In 1999, Earthbound Farm established another major partnership—this time with Tanimura &
Antle, one of the world’s largest conventional lettuce growers. Tanimura & Antle became a one-third
partner in Earthbound Farm, and began transitioning thousands of acres of prime farmland to
organic. Earthbound Farm also worked with its farming partners to grow organic crops in Yuma,
Arizona during the winter months in order to provide consistent produce throughout the year. Todd
Kodet, vice president of supply management explained that Earthbound Farm had strong “co-
dependent relationships with its growers. Earthbound Farm relied on its partners for produce, and
the partners relied on Earthbound Farm as buyers.” Although they had been processing in Yuma,
Arizona since 1997, in 2002, Earthbound Farm bought a production facility there to process the
produce grown in that region. The company also expanded its production facility in California,
creating a total of 359,200 square feet of production space in San Juan Batista, California, in addition
to the 205,000 square feet in Yuma, Arizona.

Earthbound Farm in 2006

By 2006, Earthbound Farm and its growers produced organic fruits and vegetables on 30,000 acres
of farmland. The majority of products were harvested in California and Arizona; however,
Earthbound Farm also worked with growers in other regions of the world. (See Exhibit 2 for an
overview of Earthbound Farm'’s acreage.) The company continued to introduce new and innovative
products (e.g., packaged sliced organic apples), and by the end of 2005 Earthbound Farm offered over
100 different organic salads, fruits and vegetables. (See Exhibit 3 for a list of products.) In early 2006,
Earthbound Farm acquired a neighboring company, Pride of San Juan, further expanding its facilities
and its foodservice customer base. Foodservice (e.g., sales to restaurants and institutions)
represented approximately one third of Earthbound Farm sales.

Earthbound Farm also began offering even more products in hard plastic “clamshell” containers
in addition to plastic bags. (See Exhibit 4 for selected product photos.) Many consumers preferred
the clamshells because they gave better visibility to the product and seemed to increase shelf life.
Retailers enjoyed the ease of display, as well as the increased consumer sales. In March 2006, the
company had approximately 1,100 employees, many of which were manufacturing employees,
working in the processing plant. (See Exhibit 5 for a management organization chart.)

Sales in 2006 were trending much higher than 2005, and the company estimated $510 million of
revenues for the year. (Exhibit 6 shows company sales from 1988-2006.) The New York region was
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the company’s largest market, representing approximately 5% of sales.! The next two markets were
San Francisco, California and Denver, Colorado. (See Exhibit 7 for the company’s top 20 markets.)

The company’s cost of sales were driven by the cost of growing crops and purchasing organic
crops from other farmers. In addition, the company incurred processing costs, production overhead,
packaging, freight (in some scenarios), and company overhead (staff, sales, buildings). Earthbound
Farm did not disclose its operating margins, although Myra and Drew said the company was
“profitable.” Value-added products represented a significant share of the company’s business, which
contributed to the company’s profits. In addition, Earthbound Farm had been successful over the last
few years in reducing costs in the product manufacturing process. (See Exhibit 8 for operating
statistics for selected comparable companies.)

U.S. Consumer and Retail Markets for Organic Produce

Organic food represented one of the fastest growing categories in the retail grocery business with
annual growth of 17%-21% between 1997 and 2006. Total U.S. organic food sales in 2005 were $13.8
billion, representing 2.5% of all food sales.? (See Exhibit 9 for total U.S. organic food sales, 1997-2005.)
It was estimated that just over 73% of U.S. households purchased something organic in 2005.3
Produce represented the largest segment within the organic category, with 39% of total sales in 2005.4
One research group found that consumers tended to follow an “organic adoption cycle,” starting
with “Gateway Products” such as produce, dairy, meat/poultry and baby food. See Figure A below.

Figure A The Organic Adoption Cycle

First Phase
“Gateway Products”
Produce
Dairy
Meat/Poultry
Baby Food

Second Phase
Eggs
Pasta Sauces/Canned
Tomatoes/Salsa
Soymilk
Cold Cereal
Bread

Fourth Phase
Desserts
Coffee/ Tea
Bulk Goods
Organic Fiber
Health & Beauty

—)
<4

Third Phase
Frozen Foods
Snacks
Juice
Prepared Foods

Source: Company document based on Hartman data.

! Based on 2005 Nielsen data tracking sales at grocery stores.
2 Organic Trade Association’s 2006 Manufacturer’s Survey, May 2006.
3 Hartman Group - Organic 2006: Consumer Attitudes,& Behavior, Five Years Later and Into the Future, p.6

4 Organic Trade Association’s 2006 Manufacturer’s Survey, May 2006.
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The typical U.S. organic consumer was believed to have the following characteristics: well-
educated and informed, household income over $75,000, preferred environmentally sound products,
committed to personal health, perceived organic as higher quality and willing to pay more.

Top Organic Brands and Competitive Overview

The two largest organic brands (in terms of tracked U.S. sales) were beverage companies: Horizon
Organic and Silk Soymilk. Both companies were divisions of Dean Foods, a dairy company with $10
billion of sales in 2005. Sales for Horizon Organic and Silk Soymilk were $330 million and $325
million, respectively, for the 52 weeks ending September 11, 2005 (based on Universal Product Code
(“UPC”) scans, which excluded Wal-Mart, Whole Foods, and club stores such as Costco).?
Earthbound Farm was the third largest organic brand with tracked sales of $264 million (based on the
same externally tracked UPC scan data).® The next three largest brands—Amy’s Kitchen, Organic
Valley, and Stonyfield Farm—were all about the same size with approximate UPC scan sales of $190
million each. (See Exhibit 10 for the top organic and natural brands).

Within the organic produce category, Earthbound Farm’s top products by dollar volume in 2005
were clamshell 5 0z spring mix ($23 million), mini peeled carrots 16 oz, ($20 million), romaine hearts
($19 million), and clamshell 5 oz baby spinach ($16 million).” Earthbound Farm was the largest
organic salad company with 73.1% share of the organic fresh cut salad market. Earthbound Farm also
grew and packaged organic salads for Dole Food Company, Inc. (“Dole”). There was only one other
company in the U.S. (Misionero) that farmed and processed organic lettuce on a large scale, and that
company was approximately 10% of the size of Earthbound Farm and primarily packaged for other
brands and private label. Earthbound Farm biggest competitors for organic salads were Fresh
Express who had approximately 7.5% of the market, and Dole with 6.1% of the market.? (See Exhibit
11 for competitive market share data.) Although private label organics were becoming increasingly
popular for retailers, it was difficult for retailers to find suppliers for organic lettuce. At this stage in
its growth, Earthbound Farm preferred to limit its private label produce, but found itself increasingly
being asked to pack private label products for some of its largest supermarket accounts. Earthbound
Farm agreed to pack private label for several major accounts in exchange for a commitment to keep
other key Earthbound Farm products in distribution.

Earthbound Farm also competed with conventional (non-organic) growers and packagers of fresh
cut salads. In this broader cut of the category, representing $2.9 billion of sales, Earthbound Farm
had a 5.5% market share. Within the conventional category, chopped iceberg and chopped romaine
were the two largest segments, representing $745 million and $648 million of sales. Fresh Express
and Dole were the dominant conventional salad suppliers with 35.8% and 32.5% market share,
respectively. (See Exhibit 12 for segment market data.) Fresh Express and Dole were much larger
companies than Earthbound Farm, and although those two companies also grew most of their lettuce
on the West Coast, they processed and packaged at several different locations around the country.
For chopped salads, the shelf life deteriorated dramatically after the salad was chopped, so it was
important to chop and pack closer to the customers. (For whole leaf salads such as mixed baby
greens, processing did not significantly impact shelf life.) Fresh Express had regional processing

5 Data provided by Earthbound Farm, based on SPINS scan data for 52 weeks ending September 11, 2005.

6 While nearly all of Horizon’s and Silk’s products were UPC coded, many of Earthbound Farm’s bulk produce items were not
UPC coded and, thus, not captured in these total sales figures.

7 Data provided by Earthbound Farm, based on ACNielsen reporting for period ending February 11, 2006.

8 Market share data provided by Earthbound Farm, based on ACNielsen reporting for period ending April 8, 2006..
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plants in Pennsylvania, Georgia and Illinois and Dole had plants in Ohio and was building one in
North Carolina. Both companies supplied retailers from whichever facility was most convenient.

Retailing and Foodservice Landscape

Earthbound Farm products were available in every state and in 80% of supermarkets in the
United States. In many stores, Earthbound Farm was the only organic lettuce on the shelves.
Supermarkets (including Wal-Mart and Whole Foods) represented over 80% of Earthbound Farm'’s
retail sales, with Costco and other club stores making up the remainder. The supermarket industry
had become increasingly consolidated over the previous 10 years, and among the supermarkets, the
top ten companies (e.g., Safeway, Kroger) commanded nearly 50% of sales. Costco had been selling
organic foods since 1993 (when it started selling Earthbound Farm’s organic salads). Wal-Mart
started carrying Earthbound Farm products in 2001, although organics had not been a major focus of
the company at that time. In March 2006, however, Wal-Mart announced it would double its organic
product selection. Earthbound Farm anticipated selling more produce through Wal-Mart in light of
this new direction, but the company was aware of Wal-Mart’s reputation for squeezing profits out of
the supply chain. Earthbound Farm also sold a great deal through Whole Foods, a successful chain of
173 grocery stores that was dedicated primarily to organic and natural foods.

Supermarkets varied in terms of how much organic produce was offered, and how it was
integrated into the conventional produce. Some stores had an “organic” section and placed all
organic produce together, while other stores were organized by type of fruit and vegetable and
shelved organics and conventional items side by side. Typically, retailers forecasted their needs 5-10
days before pick-up, which could mean 10-15 days before products arrived at the store, particularly if
the products needed to be trucked across the country. This time lag made forecasting difficult, and
the high growth rates of organic food added an additional layer of uncertainty.

Earthbound Farm had a sales team that focused on retailers and another group that focused on
food service customers such as restaurants and cafeterias. The company also had a sales manager
and a sales assistant located at the FDC who focused on both retail and foodservice. The retail sales
team was divided into six regions, and each region had a sales director that covered 8-10 markets.
The sales directors worked with a network of brokers, one for each major market. Brokers made
weekly calls to each retailer and were responsible for checking the stores, as well as channeling daily
and weekly sales information back to Earthbound Farm. Earthbound Farm and its broker network
sold directly to larger retailers, while smaller retailers (less than five stores) tended to work with
regional wholesalers/distributors to order their produce.

Earthbound Farm also had an active retail “desk sales” team based in San Juan Bautista, which
included six sales managers and six sales assistants. Tonya Antle, vice president for organic sales,
explained, “Our desk sales team worked the phones each day to make sure that all of our sales plans
were being executed in the best way. The team also helped sell our commodity products such as
broccoli and cauliflower, and alerted retailers when we had a particularly good crop available. They
played a critical role in helping us meet our meet our sales targets. “

Food service represented about 30% of Earthbound Farm’s business, and was primarily sold
through a eight-person desk sales team that called on broad line distributors (such as SYSCO), as well
as specialty wholesale operators (serving high-end establishments), and wholesale terminal markets
that catered to chefs and other local buyers. The desk sales team was supplemented by one senior
food service national account manager in the field.
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Organic Farming Overview

In order for food to be labeled “organic” within the U.S., growers needed to follow a specific set of
standards that were enforced by the USDA (United States Department of Agriculture) through its
National Organic Program. Standards included the following:

e No toxic and persistent chemicals or synthetic fertilizers

e Highly restricted use of manure and no use of sewage sludge (See Exhibit 13 for glossary of
terms.)

e C(lear and appropriate buffers between organic fields and conventional farms (usually 100
feet)

e Three-year transition period for fields that have been farmed conventionally

e  Specific labeling and record keeping

¢ Annual inspection by USDA-approved, independent organic certifier

Organic farmers relied on agricultural practices such as crop rotation, cover crops and composting
to create fertile soil. A pre-requisite of successful organic farming is building fertile, nutrient-rich soil
to grow healthy, disease-resistant plants. For example, corn depleted the nitrogen in soil, so corn was
rotated with peas and beans, which added nitrogen back into the soil. Organic farmers also used
certain plants to attract “beneficial” insects that could then prey on harmful pests. Weed control was
also important in farming, and organic farmers relied on cover crops (which also enrich the soil) to
“shade out” weeds as well as limiting water, flame weeding (burning the leaves of weeds), and hand
weeding.

In contrast, conventional growers typically relied on chemicals to fertilize soil and to stop insects,
weeds, and other pests that damaged crops. Although chemicals often allowed greater precision, it
was difficult to keep the chemicals from infiltrating food and the greater environment. A number of
studies have linked chemical fertilizers and pesticides to human illnesses (e.g., cancer), and the
chemicals have been linked to environmental issues such as soil erosion, ozone depletion and
contaminated fish. According to Earthbound Farm, the company’s use of organic methods kept
8,400,000 pounds of synthetic fertilizer and 267,000 pounds of toxic and persistent pesticides out of
food and the environment in 2005.

Nevertheless, organic farming was generally more expensive and sometimes produced lower crop
yields. For example, if weeds were not controlled by the methods described above, organic growers
needed to hire laborers to remove weeds by hand. Conventional farmers, however, might be able to
spray chemicals, which could destroy the weeds within days. On occasion, organic farmers lost an
entire crop to insects that could not be controlled with beneficial insects or neighboring plants. These
reduced yields often impacted prices. Organic practices could add anywhere from 5%-300+% on to
the cost of growing produce. According to Kodet, “The rule of thumb in organics is that it costs 20%-—
25% more than conventional farming on average, but averages are deceptive. Some crops cost almost
the same to farm (without accounting for more frequent crop loss in organics), and others can be
three times the cost. One of the goals of Earthbound Farm is to shrink the differential between
organic and conventional.”

Harvesting, Processing and Packaging

The growing period for Earthbound Farm’s produce varied from 25-45 days for baby spinach and
spring mix lettuces (the company’s most popular products) to several months for radicchio and
celery. Earthbound Farm'’s growers typically harvested salad greens six days per week with the use
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of a mechanical harvester, and the farmers then transferred the produce into boxes or plastic bins.
These bins were refrigerated immediately and trucked to Earthbound Farm’s processing facility,
either in Yuma, Arizona or San Juan Bautista, California. Other vegetables were harvested by hand
and packed into cartons. Once Earthbound Farm’s produce was picked, there was not a big
distinction between conventional and organic methods. In fact, Earthbound Farm processed and
packaged conventional lettuce in its facility as well (particularly for food service) to absorb the
production overhead, though the production areas were completely separated to ensure organic
integrity.

Earthbound Farm received the bins of produce and kept them in their refrigerated warehouse for
up to 24 hours before processing. The first processing step involved washing all of the lettuce in a
cold water solution that included a very small amount of chlorine for sanitization. The lettuce was
then washed again and manually inspected to insure all “foreign substances” were removed in the
washing process. (See Exhibit 14 for a photo of Earthbound Farm'’s processing facility.

After washing, the lettuce was moved into custom-built drying machines that spun the lettuce
without damaging the leaves. From there, the lettuce moved onto special scales that portioned the
lettuce into appropriate sizes (e.g., 5 0z., 8 o0z., 1 pound) and dropped into pre-printed bags or
clamshell containers, which were then labeled with packaging information and a “use by” date. The
majority of the lettuce sold by Earthbound Farm was stamped with a use-by date that was 17 days
after the day it was packaged. Over the years, Earthbound Farm tried to extend the shelf life of its
produce through various innovations, but it found that it could not reliably guarantee freshness
beyond 17 days. (See Exhibit 15 for a sample product timeline.)

The entire washing and packaging process took about 30 minutes per batch of lettuce, and the
company operated the plant 20 hours/day, six days/week. Earthbound Farm processed three
million pounds of lettuce each week, about half of which was for Earthbound Farm brands, and the
other half for foodservice customers and customers that paid Earthbound Farm to do their processing
and packaging. According to Pete Donlon, vice president of research and development, “We have
invested millions to increase our throughput and reduce waste, and it’s important to keep the plant at
full capacity to absorb the overhead.” Earthbound Farm spent close to $115 million of capital
investment for the buildings and equipment in its two processing facilities.

The sealed bags and containers were then packed into boxes, and the boxes were stacked onto
pallets. (Pallets could include all one product or a mix of products.) For the company’s top selling 5
oz. clamshell product, there were eight containers per case and 72 cases per pallet. Pallets were
moved to the next room — a large, refrigerated storage area — adjacent to the truck loading docks.
Refrigerated trucks backed up to the loading doors, and pallets were moved from the storage area on
to the trucks. Donlon explained, “It was critical that our products were not exposed to heat at any
point after they were refrigerated at our facility. Small temperature variations along the way could
impact the total shelf life.”

Transportation and Warehousing

Nearly all of Earthbound Farm’s produce items were distributed to retailers and to food service
entities via refrigerated trucks. Trucks were either sent by retailers to be filled at Earthbound Farm’s
facilities in California or Arizona (referred to as “Free on Board” or “FOB”), or Earthbound Farm
provided its own transportation to retailers and charged accordingly. Most large retailers sent their
own trucks to pick up at Earthbound Farm two to three times per week, and in that scenario, retailers
paid their own shipping costs. Given the high fuel costs and labor rates, usually trucks stopped for
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multiple pick-ups before long trips so that trucks were filled to capacity. John Burge, vice president
of sales, explained, “If retailers were not interested in picking up from us at least twice a week, we
suggested that they work through local wholesalers instead. With new produce arriving only once a
week, it would be difficult for retailers to keep their shelves stocked with fresh product and maintain
good “use by’ code dates.”

Large retailers typically paid truckers to deliver the produce to their regional warehouses around
the country. If a truck was going from California to the East Coast (e.g., New Jersey, Massachusetts,
or Florida), it could take anywhere from three and half to six days, depending on whether it was a
single driver or a driving team. There were tight regulations governing the ratio of driving time to
resting time, which meant that team drivers were needed to minimize the time spent in transport.
Upon arrival at a retailer’'s East Coast regional warehouse, the goods were usually stored in a
refrigerated space for one or more days before being trucked again to a smaller, localized warehouse,
or directly to a store. On average, goods reached the store with 7-12 days remaining based on the
“use by” label. Shelves were then stocked on a “first in, first out” basis.

Forward Distribution Center

One of the biggest challenges for East Coast customers was determining the “right” amount of
Earthbound Farm produce to order one to two weeks before the goods hit the shelves. Ordering too
little meant stock-outs until the next trucks came in from California, which frustrated consumers that
were unable to buy the produce they wanted. More importantly, this translated into lost sales for the
stores, which also translated into missed sales for Earthbound Farm. Ordering too much meant that
stores were forced to sell products that were only good for another few days, or the stores had to
throw away the product because it passed its “best if used by” date (“shrink”). The forecasting
challenges were exacerbated during promotional periods (e.g., two for $5), when sales doubled or
tripled and it was critical for consumer loyalty to have advertised specials available in the stores.

In 2002, retail customers asked Earthbound Farm to help them solve this problem. Sweat
explained, “I was visiting East Coast companies with our sales representatives and I heard the same
message over and over again. Retailers wanted us to close the gap in the supply chain between
ordering and receiving our products. Because we didn’t process and package our products on the
East Coast, we had to look for ways to keep fresh, finished product closer to our East Coast
customers.” Both Dole and Fresh Express had operations on the East Coast, so customers had grown
accustomed to buying produce from East Coast facilities. Sweat and his team initially hoped that
they could convince East Coast wholesalers who stocked produce for smaller retailers to carry more
Earthbound Farm inventory, but they met resistance because wholesalers also didn’t want to risk
incurring shrink expenses. However, Sweat did find a wholesaler that agreed to let Earthbound
Farm piggyback off of its refrigerated space, tracking systems and trucking networks in exchange for
service and warehousing fees. Earthbound Farm arranged to have produce shipped to the space, and
then took on the inventory and sales risk to get it sold before the expiration dates.

The partnership enabled Earthbound Farm to open the East Coast Forward Distribution Center
(FDC) within months, with just one person on site. In 2003, Earthbound Farm began trucking 5,000
cases a week to the FDC, and began selling to existing retail customers as well as to new smaller
accounts that had not been buying from Earthbound Farm in the past. Some of the smaller customers
ordered 100% of their organic produce from the FDC, as they only needed to order one day in
advance. The FDC was primarily designed to serve the following states: New Jersey, New York,
Massachusetts, Connecticut, Vermont, Maine, New Hampshire, Eastern Pennsylvania, Delaware,
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Maryland and Washington, D.C., which collectively represented 20-25% of Earthbound Farm’s total
sales.

From a pricing standpoint, large retailers ordering through the FDC were charged what they
would normally pay when picking up from the West Coast, plus an additional charge covering the
freight, warehousing, picking, handling and trucking expenses now being incurred by Earthbound
Farm (including a fee charged to Earthbound Farm by its wholesaling partner). Earthbound Farm
hoped that its up-charges were in line with what retailers paid for their own transportation and
warehousing, but each retailer had its own cost structure and allocation policies so it was difficult to
compare every type of expense. Prices to smaller customers were comparable to what these stores
might pay to a wholesaler. Earthbound Farm’s initial pricing objective was to break even, while
providing a great service to East Coast customers.

Sales through the FDC grew throughout 2003, and by the end of the year Earthbound Farm was
selling close to 25,000 cases each week through the center. This was substantial growth, particularly
relative to the wholesaler’s flat sales during the same timeframe. Nevertheless, Earthbound Farm
faced a number of challenges, particularly with respect to the wholesaler partnership. Sweat
explained:

We thought partnering with a wholesaler would be an easy way to open up a Forward
Distribution Center (FDC) on the East Coast, but within a few months we started to see some
problems. First of all, we thought it would be straightforward to integrate our inventory
tracking systems so that the wholesaler could pick, pack and ship for us, but it was difficult to
get all our stock-keeping units (SKUs) into their system, and keep everything up to date. In
addition, we found that our companies had very different cultures. Earthbound Farm was
ready to do anything to help our customers get same-day service for orders—even if it meant
staying late and starting early. After all, the whole point of opening up an East Coast center
was to provide superior customer service. We found, however, that the wholesaler employees
worked fewer hours, and they had a union that dictated the work practices. If a retailer
noticed a stock out on a Monday morning and called Monday afternoon, they hoped to have
new produce on Tuesday morning. Instead, it was often taking until Wednesday. At that point,
some of the customers said, “Why bother using the FDC when the next shipment would be
coming on Thursday anyway?”

We hoped we could work through these challenges, but when the wholesaler wanted to
nearly double our service fees in 2004, from $0.50/case to $0.95/case, we didn’t think the
business model could handle the extra costs. Our retailers already thought we were 20% more
expensive than buying directly from our West Coast operations, so we would have a difficult
time passing on the extra fees. Furthermore, we were starting to outgrow the wholesaler’s
available space.

By the middle of 2004, Sweat suggested to Myra and Drew Goodman that it was time to make a
change. He proposed that Earthbound Farm set up a new FDC operation, using its own space,
systems and employees. Earthbound Farm would also be responsible for arranging its own
transportation and logistics. The company signed a 5-year lease for a 32,000 square foot warehouse
space in Cranbury, New Jersey (about 30 minutes from New York City). The lease cost approximately
$225,000 per year and Earthbound Farm invested $1.65 million in building the necessary refrigeration
and storage capabilities. Earthbound Farm hired four people on staff, all of whom were non-union
employees. Sweat believed that the operation could break even at a run rate of 35,000 cases per week.
At that volume, he anticipated costs would be about $0.45/case for the same services that the
wholesaler had provided.
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The new FDC opened for business on a snowy day in February 2005. Unfortunately, early 2005
proved to be a difficult time for Earthbound Farm as a whole. Its winter growing season in Yuma,
Arizona had proved disastrous. Unrelenting rains in the Southwestern United States created poor
quality crops, much of which could not even be harvested. As a result, supply levels plummeted.
Nearly all U.S. customers were forced to reduce their orders for several months, and fewer products
were available for the FDC. Sweat explained, “When we hit supply issues in winter 2005, we had
some difficult decisions to make. We intentionally shorted the FDC in favor of keeping other
customers happy. But as a result, we slowed down our momentum and disappointed some
customers that had come to rely on the FDC. At one point in March 2005, we were down to 13,000
cases a week through the center, and our costs per case topped $1.00.”

Once the supply constraints eased, Earthbound Farm resumed its previous level of sending 20,000
- 25,000 cases out to the New Jersey FDC. However, demand had not picked back up accordingly,
forcing shrink levels as high as 20%. Drew Goodman commented, “Once we had enough product,
we wanted to ensure that we could meet all of our customer needs. But there is a fine line between
meeting demand levels and shrinking product. Also, when customers knew we were in an over
supply situation, they would wait a few days to get heavily discounted products.” The discounting
contributed to negative gross profits in several months. Myra expanded, “Perishable products such
as lettuce create a unique challenge in balancing supply and demand and keeping consistent pricing.”

Additional challenges surfaced in 2005 including variable weather patterns, rising diesel prices
and issues stemming from Hurricane Katrina, which impacted trucking across the country. The sales
team worked through these hurdles, hoping to rebuild a steady order flow for FDC goods and help
absorb the overhead of the new facility. Earthbound Farm was pleased when C&S, the largest
wholesaler on the East Coast, opted to rely on the FDC for most of its orders, enabling the wholesaler
to manage its own shrink better. Sweat explained, “When we first opened the FDC, we thought the
wholesalers would see us as competition. But it turned out that we were a good source of supply to
them.” Although Drew was pleased with the order volume from C&S, he believed:

Customers such as C&S did not fit with the original purpose of the FDC. The goal was to
capture incremental sales from stock-outs, not to displace orders that had been FOB. We were
hoping that the FDC would keep our products on the shelves, which in turn would increase
our key retail metrics such as velocity (how much of Earthbound Farm’s products get sold by a
retailer in a given time period) and fill rates (what percentage of retailers’” orders could be
filled) but we were not seeing a big shift in our metrics.

Frank Hinchberger, senior director of sales, commented, “The original idea was that retail
customers would buy 90-95% from us in California where they could load it cheaper, and then buy
the remaining 5-10% from the FDC so they could manage their empty shelves and shrink.” Sweat
expanded, “Stores might have to pay a higher cost of goods for product from our FDC resulting in a
lower blended margin, but we expected this to be offset by increasing sales volumes through reduced
stock outs, thus creating more total revenue and earnings from the shelf space at retail.” (See Exhibit
16 for a comparison of three sample retail stores.)

As the Earthbound Farm sales team worked with retailers to adjust their ordering patterns, the
company also focused on its expenses associated with running the FDC. The variables costs
associated with the new FDC model were higher than anticipated. One of the biggest expenses was
trucking produce to retailers after it arrived at the FDC, which meant two sets of trucking expenses
(to the FDC and again to the retailer). Fuel prices were high, making it extremely inefficient to move
partially filled trucks. However, customers that were ordering to cover stock-outs typically did not
need multiple pallets of products. Furthermore, customers outside of major metropolitan areas often
required dedicated trips. Earthbound Farm tried to pass on the variable costs associated with
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delivery, but in some cases the additional variable costs were substantially higher than the actual cost
of the product. Retailers balked at the up-charges, particularly if the person ordering felt as if he or
she would be penalized for relying on expensive “rush” service. The Earthbound Farm sales team
often had to work with retailers to help them compare the “cost” (i.e., lost revenue) of lost sales with
the real costs of replenishing supply through the FDC. At times, Earthbound Farm had to absorb the
additional charges for trucking, just to move the product. During its worst month (February 2006),
the FDC incurred $271,644 in net losses for Earthbound Farm due to low gross profits, combined with
overhead, product shrink, and fuel expenses that the company had to absorb. (See Exhibit 17a and
17b for the FDC profit and loss statement for 2005 and 2006.)

FDC Options in 2006

By April 2006, the Earthbound Farm sales team had convinced some retailers to order from the
FDC, but the operation was still struggling to break even. Diesel prices were continuing to rise,
making the transportation up-charges even more pronounced. Myra and Drew were starting to
question whether it made sense to continue running the FDC based on the current operating model.
Drew believed, “It was important to maintain our shelf space at stores, and the Northeast was a big
market for us; however, we need to ask ourselves if this is the best way to achieve our sales goals on
the East Coast.” Myra expressed concern that the “FDC was distracting for key players such as Drew,
Charlie and the sales heads. I now wonder if we would be better off without it.”

Sweat was evaluating several options ranging from shutting down the FDC all the way to
incorporating additional products. Sweat believed that shutting down the FDC would stem the
immediate losses associated with the operation, but would only allow Earthbound Farm to recoup
25% of the company’s initial capital investment. In addition, he was not sure how the retailers would
respond. His director of sales on the East Coast, Rick Dacey, believed that, “Earthbound Farm
needed to keep an FDC on the East Coast to keep customers happy. Stores felt more comfortable
buying from our company if they knew they could replenish their supply at any time. Even if they
didn’t always order from the FDC, it was important that it remained an option. The market has
become increasingly competitive, and we can’t afford to take anything away from our customers.”

On the other hand, Bryan Aguirre, senior vice president of operations believed that “Retailers had
not bought into the model. They had not changed their ordering patterns as a result of Earthbound
Farm having a FDC on the East Coast. Retailers might want additional services, but they were not
willing to pay for them.” Aguirre saw the FDC as a distraction, particularly in light of the pressing
operational challenges associated with Earthbound Farm'’s recent Pride of San Juan acquisition.
Aguirre continued, “If we are going to keep it open, we need to drop our costs as low as possible and
increase our volume to make the FDC a more viable option. We can’t afford to send out any more
half-filled trucks and we need to really focus on helping retailers expand their sales. ”

Another option involved a new partnership, potentially with a wholesaler or another food
company. Drew and Sweat believed C&S might be a good partner as “they had experience and
expertise in keeping costs down all the way through the ‘last mile.”” Earthbound Farm executives
wondered if they could team up with C&S in order to leverage its transportation network. Drew
admitted, “Trucking logistics are outside of our comfort zone and core competency.” It was unclear,
however, how the two companies would work together. Sweat was not sure if it would be much
different than the last wholesaler partnership, which turned out to be problematic. In addition, the
FDC was starting to add more foodservice business, referred to as “bulk” sales. Sweat thought it
could ultimately represent 35% of volume from the FDC. The foodservice business offered lower
gross margins than retail for Earthbound Farm, but it helped absorb the fixed costs of the FDC. C&S
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was primarily a retail supplier, so a partnership with them might disrupt the foodservice part of the
business.

A final option being evaluated was expanding the FDC in terms of spreading the overhead over
more products. Myra was looking into organic products that had a longer shelf life. For example,
Earthbound Farm was just beginning to roll out a line of fresh organic juices, as well as organic
cookies and granola, which could be stored for longer periods at the FDC. These products were
previously available only at the company’s Carmel Valley farm stand, but could be shipped or
trucked nationally from the FDC. Earthbound Farm even considered storing and distributing
products from other companies. Myra and Sweat also wondered if there was a marketing benefit
from having an operation on the East Coast. Perhaps if the company started using its own logo-
trucks, it could gain name recognition on the East Coast. In that scenario a portion of the FDC costs
could be attributed to marketing expenses. Drew, however, believed that, “Specialty items at our
FDC would cause us to lose even more money on transportation expenses. It would be impossible to
fill trucks to capacity with cartons of organic juice and boxes of organic cookies.”

Conclusion

As the executive team debated various options, Drew and Myra couldn’t help but wonder if they
made a mistake by opening up the FDC in the first place. Myra explained:

I ask myself now if we adequately evaluated the idea when we first decided to build out
our own space in New Jersey. We have always believed in our ability to make things work.
We have faith in ourselves, which makes us comfortable with taking risks. But in retrospect, I
have to wonder if our assessment was as thorough as it could have been. We have recently
hired two seasoned executives from Fresh Express; it’s nice to add their perspective to our
decision-making process. They are continually surprised at the speed with which we make
decisions. But at the same time, this culture has worked for us, and has differentiated us from
other companies in our industry.

Drew expanded, “If we spend sleepless nights worrying about all the potential outcomes of every
decision, we would get so bogged down and not achieve as much. We have to be quick and decisive
to capitalize on opportunities. If you are not willing to take risks, and to fail, then you shouldn’t be
working here.” Sweat was working towards profitability for the FDC and he believed “Earthbound
Farm could afford the investment as long as the contribution margin was positive. The losses were
not significant in the larger scheme of the company, and if the FDC was shut down, Earthbound
Farm would have to find another solution for our East Coast customers. ”

Drew, Myra and Sweat thought about the ways in which the FDC could evolve over the coming
years. Drew believed, “If we keep the FDC, it will likely bear little resemblance to its original design
over the next few years. We might be ahead of our time in this model, and buyers need time to figure
out how to adjust their ordering patterns. Competitors may also start copying us so retailers will
become more accustomed to relying on a FDC.” Myra wondered, however, if management team was
spending too much time focusing on the center altogether. Earthbound Farm was selling more than
1,000,000 cases of produce each week from the West Coast, and on average, the FDC was selling
approximately 25,000 cases each week. The FDC accounted for less than 3% of total sales, yet Drew,
Sweat and several other managers spent close to 5%-10% of their time on making it work.

Drew believed, however, that “The FDC has helped us learn about ordering patterns and
distribution, particularly for East Coast buyers. We can’t just sit next to our fields in California and
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expect to understand how retailers in New York think. The FDC is helping us learn more about our
customers, and over the long term, that will help us be more successful as a company.” Success was
complicated, however, for the Goodmans. On one hand they wanted to fill every shelf in the country
with Earthbound Farm produce, but at the same time, they wanted to preserve the environment,
which meant reducing the company’s use of oil and gas resources. Along those lines, Myra
wondered if the FDC could eventually play a role in being a hub for other local organic growers who
could leverage Earthbound Farm’s market penetration and brand recognition.

Myra explained:

Our definition of success has multiple dimensions. We want to bring the benefits of organic
to as many people as possible, and a prerequisite for that is continuing to grow and continuing
to be profitable. But we also have a real belief that organic farming is the solution to many of
the environmental problems in the world. We want to prove that we can be financially
successful while relying on ecologically sound methods of farming and delivery. To that end
we are beginning to produce biodiesel fuel and looking into other means of reducing our
impact on the world’s resources. Our number one brand value is contributing to the long-term
health of people and of our planet.

Myra and Drew also wondered how the overall industry would evolve over the coming years.
Wal-mart’s push into organics might impact pricing, and the retailers would continue to push
Earthbound Farm to increase their private label packaging. In addition, the consolidation among
retailers could pressure suppliers such as Earthbound Farm. Although the FDC losses could be
absorbed at this point, the company would certainly benefit from additional capital available for
marketing and new product development.

Sweat thought about the options for the FDC while also thinking about the mission and values of
Earthbound Farm. The company had lofty goals and he wanted to make sure the FDC was playing a
role in achieving those goals. He had told Myra and Drew that he would have a proposal for them
by the fall, so he was pleased he had some more time to think about it. In the meantime, he needed to
turn his attention to those wet fields and to integrating the company’s most recent acquisition.
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Exhibit1 Management Bios

Myra & Drew Goodman were the co-founders of Earthbound Farm. Drew was President and
Chief Executive Officer and Myra served as executive vice-president and Chief Creative Officer.
Originally from New York City, Drew studied environmental science at University of California,
Santa Cruz, and Myra studied international relations at University of California, Berkeley. They had
two children: a daughter Marea, 16, and a son Jeffrey, 13.

Charles Sweat joined the finance department at Earthbound Farm in August 1998 and was later
appointed Chief Financial Officer. In 2001, he was appointed Chief Operating Officer and was a key
member of the executive team, leading strategic planning and execution in operations, finance,
human resources and IT. Before joining Earthbound Farm, Sweat worked for several national and
international companies, holding management positions in both operations and finance. From 1994 to
1998, he served as CFO for a group of privately held companies including PetroSouth, Inc. and
Petroleum Purchasing Inc. Previously, he served as manager of financial/operations analysis for ITT
Corp., where he was responsible for managing a team of professionals and analyzing and developing
strategies for improvement at over 70 different manufacturing companies in more than 20 countries.
Sweat was an alumni of the Stanford University School of Business executive program.

Source: Company data.
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Exhibit 6 Earthbound Farm Company Sales (1986-2006E)

Earthbound Farm Annual Earthbound Farm Annual
Annual Revenues Growth Annual Revenues Growth
2006 (est.): $510,000,000 43%

2005: $357,000,000 1%* 1996: $40,000,000 208%
2004: $353,000,000 27% 1995: $13,271,478 52
2003: $279,571,000 35% 1994: $ 8,735,481 80
2002: $207,014,000 17% 1993: $ 4,841,737 67
2001: $176,562,000 15% 1992: $ 2,894,664 88
2000: $153,521,000 40% 1991: $ 1,542,158 30
1999: $110,034,000 37% 1990: $ 1,183,653 144
1998: $ 80,403,000 37% 1989: $ 496,480 15
1997: $ 58,570,000 45% 1988: $ 432,750 NA
Source: Earthbound Farm.

* Flat growth in 2005 was primarily a result of poor supply due to extreme winter rains in Yuma, Arizona.

Exhibit 7 Top 20 Retail Markets By U.S. Region (as of January 2006)

1.  New York, NY 11. Boston, MA

2. San Francisco, CA 12.  Cincinnati, OH

3. Denver, CO 13. Seattle, WA

4.  Miami, FL 14. Tampa, FL

5.  Detroit, Ml 15.  Sacramento, CA

6. Washington, D.C. 16. Phoenix, AZ

7. Portland, OR 17.  Raleigh/Durham, NC

8. Minneapolis, MN 18. San Antonio, TX

9. Chicago, IL 19. Philadelphia, PA
10. Los Angeles, CA 20. Atlanta, GA

Source: Company data based on ACNielsen Period Ending December 17, 2005.
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Exhibit8 Selected Comparable Company Information

Fresh Express (Division of Chiquita Brands International, Inc.)

Fresh Express, the largest packaged salad company in the United States, was purchased by
Chiquita Brands International, Inc (“Chiquita”) in June 2005 for $885 million. Fresh Express sold 70%
of its products through stores and 30% through foodservice distributors. Selected six month
financials for Fresh Express were included in the “Fresh Cut” segment of Chiquita’s 2005 10-K .

Fresh Express financials for June 30, 2005 — December, 31 2005 (six month data)

Sales:  $539 million Operating Income: $14 million

Chiquita’s primary business was the distribution and marketing of bananas. It posted two weak
quarters in 2006, representing reduced banana sales and increased costs. Its market capitalization
was $546.8 million as of June 20, 2006, a 52-week low.

Total Chiquita sales and operating income by segment was:

($000) 2005 2004 2003
Net Sales
Bananas $1,950,565 $1,713,160 $1,579,900
Fresh Select 1,353,573 1,289,145 979,065
Fresh Cut 538,667 10,437 180
Other 61,556 58,714 54,403
Total net sales $3,904,361 $3,071,456 $2,613,548
Segment op. income (loss)
Bananas $182,029 $122,739 $132,618
Fresh Select 10,546 440 1,104
Fresh Cut* (3,276) (13,422) (4,972)
Other (1,666) 3,190 11,636
Total operating income $187,633 $112,947 $140,386

* Fresh Cut segment losses in 2005 include charges associated with shutting down a Chiquita facility in Illinois.

Additional Chiquita operating data (3000, except days of inventory):

2005 2004
Net Sales $3,904,361 $3,071,456
Cost of Sales 3,268,128 2,616,900
Gross Margin 636,233 454,556
Inventories 240,496 187,073
Days Inventories 138 150

Source: Chiquita data from company 2005 10-K, published March 1, 2006.
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Dole Food Co., Inc.

Dole was the world’s largest producer of fresh fruit, fresh vegetables and fresh-cut flowers. In
2003, the company’s largest shareholder, David Murdock, purchased all the shares he did not already
own. At the time of the sale, the company was valued at approximately $2.5 billion.

Dole published a 10-K in 2005 which included information about its “value added products” such
as bagged salads. According to Dole’s 2005 10-K:

Dole was its focus on Value-Added Products such as ready-to -eat salad lines and, most
recently, FRUIT BOWLS and FRUIT BOWLS in Gel. These value-added food categories were
growing at a faster rate than Dole’s traditional commodity businesses and were generating
higher margins. Overall, Dole significantly increased its percentage of revenue from value-
added products. This shift was most pronounced in Dole’s fresh vegetables and packaged
foods businesses, where value-added products accounted for approximately 53% and 51% of
those businesses’ respective revenues. Dole planned to continue to address the growing
demand for convenient and innovative products by investing in its higher margin, value-
added food businesses.

Selected financial segment data from Dole’s 2005 10-K ($000)

2005 2004 2003
Revenues from external customers
Fresh fruit $ 3,717,020 $ 3,535,666 $ 3,134,144
Fresh vegetables 1,083,227 887,409 850,584
Packaged foods 854,230 691,780 587,226
Fresh-cut flowers 171,259 169,845 168,086
Other operating segments 44 875 31,502 33,101
$ 5,870,611 $5,316,202 $4,773,141
EBIT (Earnings Before Interest and Taxes)
Fresh fruit $ 205,191 $ 257,880 $ 235,181
Fresh vegetables 11,375 58,645 63,452
Packaged foods 87,495 64,191 35,112
Fresh-cut flowers (5,094) 1,853 792
Other operating segments 619 306 354
Total operating segments 299,586 382,875 334,891
Corporate (70,298) (70,262) (87,236)
Interest expense 142,716 152,704 144,138
Income from continuing operations before income taxes $ 86,572 $ 159,909 $ 103,517
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Source: Dole data from company 2005 10-K published April 13, 2006.

Total Dole Revenues, COGS and Inventories (3000, except days of inventory)

2005 2004
Revenues, net $5,870,611 5,316,202
Cost of products sold 5,182,266 4,574,242
Gross margin 688,345 741,960
Days of Inventory 43.9 40.6
December 31, January 1,
2005 2005
Inventories
Finished products $ 290,593 $ 232,193
Raw materials and work in 145,146 119,645
progress
Crop-growing costs 139,271 116,295
Operating supplies and other 48,487 40,758
$ 623,497 $ 508,891

Hain Celestial Group, Inc.

Earthbound Farm

Hain Celestial Group, Inc. (“Hain Celestial”) manufactured, marketed, distributed and sold

natural and organic food products and personal care products under brand names that were sold as
“better-for-you” products. Brands included: Garden of Eatin’, Terra Chips, Health Valley, Celestial
Seasonings Teas, and Earth’s Best.

capitalization was $984.7 million as of June 20, 2006.

Selected Financial Data (3000, except Days Inventory):

2005 2004

Net Sales 619,967 544,058
Cost of Sales 449,010 383,794
Gross Profit 170,957 160,264
S,G&A 128,119 114,014
Non-cash compensation 4,650 372
Operating Income 38,188 45,878
Interest expense, net & other 3,677 2,490
Income before taxes 34,511 43,388
Provision for taxes 12,641 16,380
Net Income 21,870 27,008
Inventories 76,497 86,873
Days of Inventory 62 83

Source: Hain Celestial data from company 2005 10-K published September 13, 2005.

Hain Celestrial was a public company that traded on the NASDAQ. The company’s market
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Whole Foods Market, Inc.

807-061

Whole Foods Market, Inc. (“Whole Foods Market”) owned and operated the largest chain of
natural and organic foods stores. Whole Foods Market's product categories included produce,
seafood, grocery, meat and poultry, bakery, prepared foods and catering, specialty (beer, wine and
cheese), whole body (nutritional supplements, vitamins, body care and educational products, such as
books), floral, pet products and household products. The company primarily offered natural and
organic foods, with a strong emphasis on perishable foods designed to appeal to both natural foods
and gourmet shoppers. In addition, Whole Foods sold a limited selection of conventional national
brands. During the fiscal year ended September 25, 2005, the Company operated 175 stores.

The company had a market capitalization of $8.6 billion as of June 20, 2006.

Selected Whole Foods Financials

As of September 30,
2005 2004 2003

Consolidated Income Statement

Sales $4,701,289 $3,864,950 $3,148,593
Cost of goods sold and occupancy costs 3,052,184 2,523,816 2,070,334
Gross profit 1,649,105 1,341,134 1,078,259
Direct store expenses 1,223,473 986,040 794,422
General and administrative expenses 158,864 119,800 100,693
Pre-opening and relocation costs 37,035 18,648 15,765
Operating income 229,733 216,646 167,379
Interest expense (2,223) (7,249) (8,114)
Investment and other income 9,623 6,456 5,593
Income before income taxes 237,133 215,853 164,858
Provision for income taxes 100,782 86,341 65,943
Net income $136,351 $129,512 $98,915

Source: Whole Foods data from 2005 10-K published January 11, 2006.
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Exhibit9 Total U.S. Organic Food Sales (1997-2006)

Organic Food Organic Food Total Food Organic

($Mil) Growth Sales ($ Mil) Penetration
1997 $ 3,59 n/a $ 443,790 0.8%
1998 $ 4,286 19.3% $ 454,140 0.9%
1999 $ 5,039 17.6% $ 474,790 1.1%
2000 $ 6,100 21.1% $ 498,380 1.2%
2001 $ 7,360 20.7% $ 521,830 1.4%
2002 $ 8,635 17.3% $ 530,612 1.6%
2003 $ 10,381 20.2% $ 535,406 1.9%
2004 $ 11,902 14.7% $ 544,141 2.2%
2005 $ 13,831 16.2% $ 556,791 2.5%

Source: Company data based on Organic Trade Association Survey data, May 2006.

Exhibit 10 Top Organic and Natural Brands

Earthbound Farm

Brand Sales Rank Current $ Sales Current Unit Sales
HORIZON 1 $330,656,337 103,988,422
SILK 2 324,840,001 122,577,473
EARTHBOUND FARM 3 264,675,929 88,585,378
AMYS KITCHEN 4 191,678,066 59,605,770
ORGANIC VALLEY 5 189,708,268 57,727,632
STONYFIELD FARM 6 188,358,808 90,912,792
GARDEN SWEET 7 96,596,019 36,857,189
SOUTHERN SUN 8 96,063,293 36,098,245
CASCADIAN FARM 9 91,731,257 30,938,730
IMAGINE FOODS 10 71,977,599 29,621,046
NATURES PATH 11 66,636,943 19,412,998
NEWMANS OWN ORGANICS 12 58,629,448 20,064,108
GARDEN OF EATIN 13 51,908,331 20,768,951
WESTBRAE 14 48,601,639 27,560,074
MUIR GLEN 15 46,279,658 21,679,284

NOTE: Excludes Wal-Mart, Club Stores (Costco, Sam’s), and Whole Foods.

Source: Company data based on SPINS scan 52 weeks ending September 11, 2005.
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Earthbound Farm 807-061
Exhibit 11 Competitive Market Share Data
FRESH CUT SALAD SALES
TOTAL US OVER $2 MILLION
ACNielsen Period Ending 04/08/06
4 WEEKS 52 WEEKS
% Chg % Pt Chg % Chg % Pt Chg
$ Volume vs YA $ Share vsYA $ Volume vs YA $ Share vs YA
TOTAL CUT SALADS $233,913,600 2.6% 100% - $2,881,254,425 8.0% 100% -
EARTHBOUND FARM $14,505,262 33.9% 6.2% 1.4% $158,773,818 13.1% 5.5% 0.3%
FRESH EXPRESS $88,928,482  10.0% 38.0% 2.5% $1,032,470,447 8.7% 35.8% 0.2%
DOLE $74,050,177  -3.3% 31.7% -1.9% $937,082,376  6.2% 32.5% -0.6%
READY PAC $18,010,675 7.5% 7.7% 0.3% $227,047,301 28.9% 7.9% 1.3%
ALL OTHER BRANDS $11,652,144  -359% 5.0% -3.0% $179,216,900 -12.8% 6.2% -1.5%
PRIVATE LABEL $26,766,860 8.2% 11.4% 0.6% $346,663,583 10.6% 12.0% 0.3%
ORGANIC FRESH CUT SALAD SALES
4 WEEKS 52 WEEKS
% Chg % Pt Chg % Chg % Pt Chg
$ Volume vs YA $ Share vsYA $ Volume vs YA $ Share vs YA
ORGANIC CUT SALAD $20,020,896  46.2% 100% - $217,147,226 14.9% 100% -
EARTHBOUND FARM $14,505,262 33.9% 72.5% -6.7% $158,773,818 13.1% 73.1% -1.1%
DOLE $1,061,878  24.3% 5.3% -0.9% $13,171,236 -13.1% 6.1% -2.0%
FRESH EXPRESS $1,602,150 102.1% 8.0% 2.2% $16,298,024 67.6% 7.5% 2.4%
NEWMAN'S OWN $353,377 96.3% 1.8% 0.5% $3,721,033  383.1% 1.7% 1.3%
EARTH GREENS $60,887 -73.3% 0.3% -1.4% $3,983,389  -39.0% 1.8% -1.6%
NOREAST FRESH & OLIVIA'S $202,112  123.7% 1.0% 0.3% $1,486,271 -9.6% 0.7% -0.2%
PURE PACIFIC $127,039  -6.4% 0.6% -0.4% $551,883  -31.4% 0.3% -0.2%
READY PAC $0  -100% 0% -1.5% $1,141,758  -69.1% 0.5% -1.4%
ALL OTHER BRANDS $85,673 40.3% 0.4% 0.0% $862,192  -28.4% 0.4% -0.2%
PRIVATE LABEL $2,022,518 557% 10.1% 7.9% $17,157,622 87.1% 7.9% 3.1%
PL excluding Kroger RH $1,819,393 977% 9.1% 7.9% $14,351,653  79.1% 6.6% 2.4%
Kroger PL Romaine Hrt $203,125  46.3% 1.0% 0.0% $2,805,969 143% 1.3% 0.7%

Source: AC Nielsen data supplied by Earthbound Farm.
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Earthbound Farm 807-061

Exhibit 13 Glossary of Organic Farming Terms

Compost The product of a managed process through which microorganisms break down plant
and animal materials into more available forms suitable for application to the soil. Producers using an
in-vessel or static aerated pile system must maintain the composting materials at a temperature
between 131 F and 170 F for 15 days, during which time, the materials must be turned a minimum of
five times.

Crop Rotation The practice of alternating the crops grown on a specific field in a planned
pattern or sequence in successive plantings so that crops of the same species or family are not grown
repeatedly without interruption on the same field.

Fertilizer A single or blended substance containing one or more recognized plant nutrient(s)
which is used primarily for its plant nutrient content and which is designed for use or claimed to
have value in promoting plant growth.

Nitrates A salt of nitric acid. Potassium nitrate or sodium nitrate used as fertilizers produces
nitrates that, if in overabundance, can leach out of the soil into crops and into water supplies or
adjacent streams.

Persistent toxic chemicals Detrimental materials that remain active for a long time after their
application and can be found in the environment years, and even decades, after they were used.

Pesticide A general term for chemicals used to destroy living things that people consider pests.
More specific terms include the following: “insecticide,” a substance that kills insects. “Herbicide,” a
substance that kills plants/weeds. “Fungicide,” a substance that kills fungi. “Fumigant,” a substance
that kills all organisms in the soil—a soil sterilizer. “Rodenticide,” a substance that kills rodents.

Source: Company data.
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Exhibit 14  Photo of Earthbound Farm Processing Facility

Photo Source:  Earthbound Farm.
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