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Board of Directors

Hansen Natural Corporation

1010 Railroad Street
Corona, CA 92882
Dear Members of the Board of Directors:

Enclosed is a report of the condition of Hansen Natural Corporation (HANS) that was written per your request from October 2007.

This report provides a detailed summary of HANS current financial condition, any problems, and proposed solutions to solve the problems.

Please review the following report and contact me at 443-695-4511 or via e-mail at akelle6@towson.edu with any questions and/or concerns.

Sincerely,

Ashley Keller
Hansen’s Natural Corporation (HANS), a maker of wholesome beverages and energy drinks, continues to grow.  It’s Monster Energy remains in the number two position of energy drinks; while the company branches out and grows with it’s natural soda products and new age beverages.  Within an energy drink category of $5.7 billion, since the debut of Monster in 2002, Hansen’s stock has risen 6000%. (Boyle, 2006)  In the time period from 2005 to 2006, Hansen’s revenue and net income have increased by 73.6% and 55.9%, respectively; however net profit has decreased by 10%.  CEO Rodney Sacks and Senior Vice President Mark Hall, expect “continued growth in both the new age and energy drink markets, they believe Hansen’s is well positioned to take advantage of that growth.” (Todd, 2004)  Industry Skeptics, however; expect an energy drink backlash which could dampen sales of HANS. (Boyle, 2006)  With not enough of the company’s revenues generated from different products and Hansen’s inability to distribute and market it’s other products as wide-spread as Monster, this would pose a major threat to the well being of the future of HANS.  Therefore, HANS needs to focus more efforts to distribute its other products more throughout the world and to get more attention to its new age beverage sector.
Financials
In 2003, profits were $43, 775,028 and in 2005 profits were $182,543,248.  This is an increase of 317%t.  Continuing this trend, revenues increased from $110,352,196 in 2003 to $348,886,366 in 2005.  Expenses increased from $66,577,168 in 2003 to $166,343,118 in 2005.  These are increases of 216% and 150%, respectively.  Profits have increased 90.7% from 2003 to 2004 and 118.7% from 2004 to 2005.  The trend in revenue and operating expenses are directly related.  As revenue increases operating expenses increase as well.  As of August 2007, Net Income raised to $38.1 million or 39 cents a share.  In the same time period for the previous years the numbers were $28.2 million and 28 cents; revenue in the same time was $280.6 million and $182.1 million, all respectively. (Hansen, 2007)
Wellness Beverages

Before Monster debuted, Hansen was known to health nuts as a maker of wholesome beverages such as preservative-free natural sodas and low-carb peach smoothies.  (Palmeri, 2005)  Today Hansen continues to be a mild-mannered New Age beverage marketer of juices, all-natural sodas, smoothies and soy-based drinks.  (Todd, 2004)  While Hansen’s products are distributed all around the world, it is hard to find any other product, other than Monster or other energy drinks in a grocery or convenience store.  To help with the distribution of its juices, Hansen has received an exclusive contract to sell its apple juice products for the WIC program in California. (Todd, 2004)  This includes the 64 oz. Apple Strawberry 100% Juice, the Apple Grape Juice and Hansen’s 100% Apple Juice which is the programs exclusive ready-to-drink apple juice brand.  The company continues to promote its “New Age beverages” at youth sports events.  This includes mobile sampling at various locations throughout California and a “Team Hansen’s Official Soccer Team Refreshment Book” that contains $100 in rebates for Hansen’s soda, smoothies and Juice Slam.  (Hansen, 2007)  All of these ventures have enabled the company to reach a consumer demographic they weren’t able to reach before. (Todd, 2004)  Incorporating characters, such as Clifford, on the Junior Juice box will also market towards a younger demographic.

As more consumers, mostly adults, want to drink healthier drink alternatives and beverages that improve health; it is important that Hansen’s Natural puts more effort into the “New Age” beverage sector of their company.  A possible backlash of energy drinks would reduce the company’s sales to an estimated 80 million a year without selling any energy drinks.  It is still important to put energy into the energy drink market due to the significant increase in sales, but to not rely solely on them for the future success of Hansen’s Natural.

Monster: Unleash the Beast!
86% of Hansen Natural’s sales are pulled in by energy drinks resulting in $519 million in sales in 2006, with Monster having the biggest impact.  (Hoover’s, 2007)  Packaged in 16 oz cans, Monster remains number two in the energy drink category, only second to Red Bull’s 8.3 oz can.  Coming in at number ten is Hansen’s other energy drink Lost Energy.  (Palmeri, 2005)  While Red Bull has 49% of the US energy drink market share, Monster Energy has a respectable 22%.  (Tan, 2005)  In 2007, sales rose 86% from the year before.  In 2005, sales had increased 162% from the previous year; which was three times Red Bull’s growth rate in the same time period.   Hansen has differentiated its product from Red Bull by using new age ingredients: ginseng, guarana and gingko biloba. (Todd, 2004)  
Using “guerilla marketing” that includes a raw, edgy attitude and extreme sports image, Hansen has won over the “cool kids” by promoting at concerts and beach parties and sponsoring athletic competitions such as motocross, skateboarding and surfing.  (Hajim, 2006)  Lost Energy was launched through a licensing partnership with surf and apparel company, Lost Enterprises.  (Todd, 2004)
Industry Expectations
According to Standard & Poor’s GICS Sub-Industry Summary on Soft Drinks the outlook for 2008 for the major companies will show solid growth and see benefits from pricing gains and new product contributions.  This they believe will help outweigh the rising costs of energy and raw materials such as aluminum used for bottling, high fructose corn syrup and citrus juices.  High retail pricing is also expected to take place in the U.S. as there is a growing consumer demand for soft drinks, ready-to-make teas, juices, bottled water and sports drinks.

Industry expectations of energy drinks could eventually prove to be a passing fad.  The energy drink category is growing 50% a year.  Energy drinks are unlikely to take off the way bottled water did.  Monsters own label cautions drinking more than three a day and with an average price of $2 a can, more than 4 times the price of a soft drink, who could really afford to drink more than 3 a day?  The European market, which is considered larger and more mature, has already slowed 6% in a year and growth rate for Red Bull has already leveled off.  (Tan, 2005)    

The little price competition so far could change with more products and companies aim for the same market.  “Someone trying to grab a bigger slice of the pie could resort to price cutting.” (Tan, 2005)

Solutions: Distribution and Promotion
The growth rate of Hansen’s other products of juices and natural beverages have been stagnant, though US consumers have become more health conscious.  Non-carbonated beverages took up 10% of sales in 2006 and carbonated beverages took up 4% for the same year.  In dollars, non-carbonated beverages sold $60.2 million and carbonated $26.6 million.  Sacks believes Hansen’s natural soda business has continued to show substantial strength in the market; Monster is the #1 contributor to the success of Hansen’s Natural Corp.   HANS will even try to “up the ante” by adding more carbonated energy drinks with juice content, a larger 23.5 oz can and venture into the breakfast market, where many consumers believe it is too early for an energy drink. (Tan, 2005)  Growth rates in convenience stores have already dipped as teens gravitate towards brands like Glaceau’s Vitamin water and teas like Honest Tea and Arizona.  (Boyle, 2006)  Hansen 100% all-natural juices and teas are much harder to find in convenience stores.  

In May 2006, HANS struck a distribution deal with Anheuser-Bush, Inc. to distribute Hansen’s energy drinks through a network of Anheuser’s beer and liquor distributors and soft drink bottlers which will extend into retailers, bars, restaurants and nightclubs.  This will expand Hansen’s availability and improve the presence of their brand.  This will also allow Hansen’s energy drinks to get its foot in the door at bars, where Red Bull is usually the energy drink present.  Cadbury Schweppes also distributes Monster in the U.S. and Mexico.  (Boyle, 2006)  In addition Hansen’s products are available in Central and South America, the Caribbean, Japan, Korea and Saudi Arabia but the markets there are weak. (Hoover’s, 2007)  With Anheuser-Bush being the largest beer distributor in the U.S. and Cadbury Schweppes being number three in the soft drink industry, these deals will allow Hansen’s products to reach outside their limited geographic reach and have more market diversity where they lack in both areas now.

The distribution deals that HANS has already agreed to are part of the solutions proposed for this company so that the products of this company reach a broader audience.   Larger distributors should focus on Europe and other foreign nations for possible markets.  Also, marketing the product as “from the makers of Monster Energy…”, using brand association would enable those who are fans of Monster to try these other beverages from the same company.  Marketing the other beverages of the company nationally, like Monster, would get more attention throughout the U.S.  Most of the attention now comes from California; where the company is located and promotes these products the most.

In conclusion, Hansen Natural Corporation is a company with a bright future ahead.  As industry and consumer preferences change to become more health conscious, Hansen is a step ahead with the existing products it now has; the “New Age” beverages and preservative-free natural soda.  As long as the company continues to develop new and exciting products, with the right marketing, promotion and distribution they are expected to enjoy years of success.
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