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Introduction

The purpose of this report is to assess Innocent Drinks, a UK based company who operate within the soft drink FMCG industry. This case study was derived from seeking the answer to how the organisation has achieved the growth, and how this can be sustained
Our hypotheses suggests that the management approach to business has shaped the culture of the organisation into one which allows staff to be proactive and free thinking, allowing Innocent to be flexible to changes in the environment. This is reflected through the first of their five values which is entrepreneurial.
Further analysis suggests a multitude of other factors which have enabled Innocent to distinguish

them from competition. This is related to their next two values, being responsible and generous. Innocent have always stood by these values, meaning that by giving ten percent of their profits to charity and ensuring that all raw produce is sourced from sustainable farms they have achieved a competitive advantage through differentiation.
Furthermore Innocent are focused on natural ingredients, this adheres not only to their values but exists within their mission statement which is to ‘make food good’. This is based their “promise that everything innocent ever make will always be natural, delicious, healthy and sustainable”. This is reflected in their original unique selling proposition, which focused on producing fruit smoothies containing fresh fruit and juice with no concentrates. The business has now diversified its portfolio to compensate for copycat products brought onto the market. Their current USP is to focus on NPD which includes pro-biotic yogurt, fruit puree, orange juice and veg pots.
This report provides a review of Innocents through both their external and internal environments drawing on appropriate management tools to help develop an insight into the company and how they may continue to grow and achieve their vision of being “Earths favourite little food company” (Fig.1)
Fig.1
[pic]

Evaluation

Macro Environmental Analysis

Using macro environmental analysis will help show how the business can use situations to their advantage and identify areas which they could focus on to reduce costs and increase net profits.

PEST Analysis

These are “external factors which can affect an organisation, but largely cannot be controlled, however have a huge influence on an organisation’s performance” (Kotler et al, 2008, p12). For Innocent they are:

Political

• Shipping

and Quarantine of foods – Foodstuff from particular countries can’t be exported or imported; this could be particularly prohibitive if Innocent began trading in Austraila.
• Trade restrictions becoming even more reduced as more countries join the European Union

Economic

• Cost of good quality foods – GM crops and low pay in developing countries have reduced costs significantly however Innocent do not adhere to these practices.
• Exchange rates of countries – Fluctuations in rates can have a great impact on profits, especially when the organisation imports and exports globally.
• The cost of competitors – Economically superior competition may force Innocent into price war which it couldn’t survive without outside support.
• Credit Crunch – The smoothie market is in decline as customers focus less on health and more on survival.

Socio-Cultural

• Charities in need of help – Greater emphasis has been placed on the need to sustain charities as funding dries up due to government debts and stakeholders giving less in the recession
• Fair Trade – Demand for fair trade or ethically sourced produce continues to grow strong, even throughout the recession.

Technological

• New technologies allow lower carbon emissions for transportation
• Research into recycled material has cut packaging costs
• Internet – Has allowed for free flow of communications between organisations and customers

Environmental

• Climate change issues – Continued research into effects of climate change which could change shipping legislation.
• Pollution of shipping – Fines introduced for goods with high carbon footprint

Legal

• Embargos/Quotas – These could be set to a specific level, limiting the amount of produce which can be exported. Due to Innocent exporting whole fruit this

could affect the water output from an area and so government quotas are installed.

Porters 5 Forces

Porter’s refers to “five forces that can affect the level of competition and therefore profitability within an industry” (Drummond, 2003). They are:

Threat of Entrants

This constitutes a very large threat to Innocent because they simply produce fruit drinks which could be easy to copy; however there are already two strong brands competing in this sector: Innocent and Tropicana.

Power of Suppliers

Innocent aims to purchase only from accredited suppliers and therefore limits their flexibility to obtain products. This enables suppliers to dictate price, leaving Innocent vulnerable market fluctuations.

Power of Customers

Customers have influence on Innocents decisions because a two-way flow of communication is encouraged as part of brand development. Instances relating to Innocent supply of drinks to McDonalds, and Coke’s investment in the firm have led some debate towards Innocents true intentions towards ethics.

Threat of Substitutes

There is a significant threat of substitutes from the soft drinks companies, however the positioning of Innocent is aimed at a health conscious customer therefore companies find it difficult to rival it in that product class.

Competitive Rivalry

The FMCG market is highly competitive with some of the World’s largest organisations existing within the soft drink sector. Innocent’s combination of ethics and healthy produce allows the business to have a unique position over market rivals but their size limits their capability to compete.

Internal Analysis

By undertaking an internal analysis we are able to understand Innocents strengths which enable the business to compete within their market sector, and their weaknesses which can be

focused on to rectify any issues impacting on the business.

Resource Analysis

(Taken from Dec 2008 Financial Report – Appendix C)

Physical Resources –

In 2008 Innocent filed their tangible assets as £1,740,000, this equates to buildings owned by the organisations and their fleet of vehicles which are currently in operation.

Financial Resources –

Innocent has declared a Net profit of £8M for 2007 but posted losses of (£8.9M) in 2008. However, the company would have returned a £1.1M profit had it not spent £12M in development costs for its European side of its business.

After expenses the firm experienced an operating loss of £10.9M and a 25% fall in Gross profit from 2007 (Gross profit £40.8M in 2007 compared to £30.1M in 2008). This is largely due to increase in administrative expenses incurred through brand development in Europe. Two profitability ratios have been calculated to illustrate this point.

  1) Gross profit margin -

This ratio exercise gross profit as a percentage of turnover:

Gross profit % = gross profit ÷ turnover x 100

                                                    2008                                                         2007

|Gross Profit Percentage                   |                         |                                                                 |
|                                         |Gross Profit             |X 100%                   Gross Profit                             |
|                                         |Sales                     |Sales                                                             |
|                                          |                         |X 100% = 30%       £40,771                 X 100% = 36%             |
|                                         |                         

|£112,049                                                         |
|                                         |                         |                                                                 |
|                                         |£30,064                   |                                                                 |
|                                         |£98,693                   |                                                                 |

Thus for every £1 of sales the business achieves, profit after taking off the costs of production is currently 30p, down from 36p in 2007. The decrease in Gross Profit is indicated by increased administrative/distribution expenses and the continued increase in the price of raw materials.

  2) Net profit margin -

This ratio is similar to the gross profit margin but expresses net profit as a percentage of turnover.

Net profit % = net profit ÷ turnover x 100

                                                2008                                             2007

|Net Profit Percentage                     |Net Profit   |X 100% =                 Net     |X 100%                                                                   |
|                                         |             |Profit                         |                                                                         |
|                                         |Sales         |                               |X 100% = 7.17%                                                           |
|                                         |             |Sales                           |                                                                         |
|                                         |             |                               |               

                                                          |
|                                         |(8564)       |X 100% = (0.09)%     8032       |                                                                         |
|                                         |98693         |112049                         |                                                                         |

The net profit is calculated after taking account of all costs. The reason for the decline of Innocent’s Net profit margin is due to a combination of both a declining gross profit and increased costs within the business.

Human Resources –

Many of Innocents resources are based in-house either at their head office in London or at one of their locations across Europe whereby local knowledge is helping the organisation develop market-share through twelve years of business acumen. In 2009 the business also developed an extremely powerful ally when Coke purchased a minority share in the business allowing for the development of stronger networks for distribution, communications and the knowledge & experience of Cokes elite business persons.

Intellectual Capital –

The Innocent brand was valued in their business and financial report 2008 to be worth £4,712,000, which includes outstanding patents, brands and existing business systems.

SWOT Analysis

The SWOT tool is used to “ascertain the key strategic messages from both the business environment and its strategic capability” (Johnson & Scholes, 2008), which have been summarised as follows:
[pic]

Core Competencies

Using Porter’s value chain model (Fig.2) we can gain an understanding of the various skills and abilities which the organisation has used to achieve competitive advantage.
Fig. 2
[pic]

Primary Activities -

Inbound Logistics

Innocent’s

inbound logistics are heavily affected by how well they manage their carbon footprint. To achieve this they opt for transport with the least environmental impact rather than on cost, and ensure maximum capacity utilisation when shipping.

Operations

Innocent operate from seven locations across Europe namely the UK, Alpine (Austria & Switzerland), Benelux (Amsterdam), France, Germany, Ireland and Scandinavia which allows the firm to meet the different needs of each country, allowing innocent to adapt their messages to suit different cultures.

Outbound Logistics

Innocents focus on outbound logistics covers the both the value of their ethics and commercialism of the business. In particular, the latter is focused on reducing the amount of weight of goods to save on fuel costs (i.e. using plastic instead of glass) and the size of packaging (so that more goods can be transported in one vehicle). These reductions impact the environment and the ability to hold the price of goods for customers.

Marketing and Sales

The Innocent brand could be classed as their unique resource which underpins the competitive advantage of the organisation. However it is the team work, experience and expertise which developed the brands identity that are the key factors. Fast turnaround of creative material enables the organisation to refresh its marketing messages on a regular basis.
An extensive R+D department also exists for new product development. They are passed information from an insights team to ensuring products developed are in line with customer requirements.

Service

A two-way flow of information helps Innocent develop a solid understanding of customer’s attitudes towards the brand through blogs, social networking and festivals. Intranets and business delivery teams exist so supply

and demand is undertaken effectively.

Support Activities -

Firm Infrastructure

The organisation has a strong value lead culture which empowers staff to be entrepreneurial, adding to their ability to be flexible and swift to react to changing market demand. Although skills and capability is important to the business they also aim to develop a family feel to the business thus reducing churn.

HR Management

Innocent leadership style aims to hire people with values that match their own; this is the linchpin which allows for the organisation to be so value driven and have a high emphasis on teamwork. The Innocent Academy looks uses gap analysis tools to find any weaknesses or areas for development within teams. Power within the organisation is centred within the top levels of management whereby policies and procedures are definite and clear cut, although intrapreneurial activities are encouraged within the organisations business model.

Technology Development

Innocent utilise technology to develop packaging which is made from recycled material. In 2007 they became the first company in the world to use bottles made 100% out of recycled plastic at no extra expense. They also focus on new energy technologies instead of power from fossil fuels this includes their vehicles which are either hybrid cars or run on LPG (vans).

Procurement

Innocent also embrace the importance of sustainability to the degree whereby they have a team of experts who ensure the business runs in a “more enlightened way” (Innocent, 2009). This keeps the brand in line with stakeholder expectations.

Maintaining Growth

In the UK Innocent Drinks has been very successful in growing the firm to its size in a relatively short amount of time, as can be seen from the Graph in Fig. 4 the organisation is beginning

to experience a drop in revenue, it is suggested that smoothie sales have now reached maturity and are levelling out.
Fig. 4
[pic]
From the diagram of the Product Life Cycle (Fig 5), a management tool used to “help ascertain the expected life of products within the product portfolio” (Beamish, 2008), Innocents revenues follow this trend. To ensure survival in the UK market a new product development program has been created and is in the introduction stage. The strategy which innocent is adopting in Europe is to focus on developing the brand from its introduction to the growth stage which requires a different strategic direction.
Fig. 5
[pic]
Using the Ansfoff Matrix (Fig.6) a better understanding off their direction can be gained. In the UK Innocent are focusing on two areas of the matrix. The first is the continued development of new products in existing markets to maintain their market share and the second is to diversify into new markets with new products like the “veg pot”. This kind of vertical integration allows the business to expand into new markets with the same expert knowledge of their field, in their instance this is healthy foods. Furthermore, it allows the business to take advantage of consumption patterns as the current usage of Innocent products is predominantly for morning use, so there is greater room for growth in creating goods for other times of the day.
Fig. 6
|Existin|                                     |                                     |
|g       |                                     |                                     |
|MARKETS|                                     |                                     |
|New     |MARKET                               |DIVERSIFICATION                       |
|       |DEVELOPMENT                           |           

                          |
|       |                                     |                                     |
|       |                                     |                                     |
|       |                                     |                                     |
|       |MARKET                               |PRODUCT                               |
|       |PENETRATION                           |DEVELOPMENT                           |
|       |                                                                           |
|       |Existing         PRODUCTS & SERVICE           New                           |

In comparison, Innocents European strategy is more concerned with Market Development and so the business is more likely to concentrate on their current portfolio.   Aggressive sales and marketing tactics are used to encourage trial and adoption for both resellers and end-users through price discounting, coupons, POS material, trial packs and advertising.
Using the Boston Matrix (Fig. 7), a tool used to analyse a product portfolio it is possible to show holistic state of Innocents portfolio in Europe, the development of their new product range and the existing smoothie range in the UK.

Fig. 7

|Low     |                                     |                                     |
|MARKET |                                     |                                     |
|GROWTH |                                     |                                     |
|High   |QUESTION                             |STARS                                 |
|       |MARKS                                 |                                     |
|       |                                     |                                     |
|       |                                     |           

                          |
|       |                                     |                                     |
|       |DOGS                                 |CASH COWS                             |
|       |                                                                           |
|       |Low                     MARKET SHARE               High                     |

For all products in Europe and for their new product ranges in the UK Innocent is most likely to be in the Question Mark stage, where they have high growth but relatively low market share. However putting heavy investment into marketing the business ideally wants to convert the brand into Stars where they will become the market leader like their existing smoothie range in the UK.
At the star stage the company will still need to promote the product heavily but will be hoping that as growth slows the product will eventually become a cash cow whereby investments into marketing will be significantly reduced. Hopefully new products will become stars. Due to the aggression of competitors and speed of change in the FMCG industry Innocent Drinks will need to continually reinvent their product range to cope with competition.

Conclusion

In conclusion, we have identified that for Innocent to continue growing at the rate of which it has done previously it is imperative that they focus on market development. Specific geographical sectors with similar market audiences to that of the UK will allow the business to align their ethics and values with customer demand.
In Europe these values which Innocent should not represent any significant issues as the European Union encapsulates these ideological values, however for other parts of the world this could represent a problem. For instance, some countries may choose price over product

values where CSR and business ethics aren’t common place.
Furthermore with respect to price, the global world recession has made a significant blow to goods what are perceived to be ‘luxury’. Consumers are making changes to their purchasing habits by either cutting the luxury goods out all together or opting for supermarket own brands. To effectively ensure consumers continue to buy Innocent branded goods the business must focus even more on trade promotions so that major supermarkets can offer multi-purchase discounts rather than price reductions which may devalue the brand.
In contrast, the value of Innocents smoothies against the cost of buying the amount of fruit needed to get the 2 of the 5-a-day (as promoted by the government) is low, meaning that consumers are still getting relative value for money and even more so if they continue NPD into fields such as their Veg pots which are classed as 3 of the 5-a-day.
Finally, and most significantly is that in late 2009 Innocent had an investment of 30 million from Coca-Cola Beverages PLC in return for a 10-20% investment in the company. This will allow the business to venture into new markets and forge a larger piece of the market share in the smoothie market. It is hoped that the business will grow at a greater rate than without the investment but time will tell if this will dent their corporate image, as being truly innocent requires more than just providing a believable narrative.

Glossary of Terms

ABC1 – Upper Middle/Middle/Lower Middle Class – Working in a professional occupation
CRM – Customer Relationship Management
CSR – Corporate Social Responsibility
FMCG – Fast Moving Consumer Goods
NPD – New Product Development
USP – Unique Selling Proposition
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