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Analysis

The performance of vending, coffee service, mobile catering
and contract foodservice management operations tradition-
ally has been tied to employment, but the relationship differs
among these segments. People at work have been the pri-
mary market for vending for more than half a century, and the
“marginalization” of small workplaces as vending locations
gave rise to office coffee service in the early 1960s. When un-
employment rises, those businesses simply have fewer cus-
tomers, and volume shrinks. By the same token, consumer
spending on recreation declines with discretionary income.
People who are out of work and worried about making the
next mortgage payment are less likely to frequent locations
offering coin-operated amusement and music equipment.

For these reasons, the almost across-the-board contraction of
sales volume in 2009 was not surprising. From one viewpoint,
the vending (6%) and amusement (10%) declines marked the
nadirs of downward trajectories that began before the centu-
ry turned. Demand for vending remained strong through 2007,
but profitability fell sharply as the old millennium ended. Com-
petition increased for the dwindling base of manufacturing lo-
cations, alternative sources for on-the-go refreshments prolif-
erated, and operators found their pricing flexibility increasing-
ly constricted. The challenge was identified in the wake of the
2001 terrorist attacks. Solutions have been identified, but wer.
just starting to roll out when the contraction struck.

In 2009, total vended dollar volume declined to $42.9 bil-
lion from $45.6 billion a year earlier. All vendible produ
categories experienced erosion:

Bulk vending, down 2.8%

Packaged cold drinks, down 3.3%
Ice cream, down 3.4%

Milk, down 5%

Snacks and confections, down 8.5%
Food, down 14.2%

Cigarettes, down 16.1%

Hot beverages, down 17.1%

Cup cold drinks, down 33.4%
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Few of these require much discussion. Of these that 'do, bulk
vending’s performance strongly reflects theimpac f price ad-
justments necessitated by higher costs: Bulksvending prices go
up in 25¢ increments. The drop in vended ho beverage sales
is an indicator of workplace decentra'zation and downsizing.
A decrease in average workforce popul' ienimpels operators
to replace full-size hot drink mac¢hines with countertop mod-
els which, even if they are minia ure vending machines, often
are regarded as coffee service equ. ment. Similarly, there is a
population level below whi€h food vending becomes too cost-
ly to provide. Postmix cald cup sales increasingly are confined
to larger factories, and t \ere are fewer of those all the time.

Nevertheless, it is worthvasking why this economic downturn
has had so sevese an'impact. The workplace service industries
have survivedfa number of economic catastrophes over the
past four decad 's, The “Black Monday” crash on Oct. 19, 1987,
was the largest on ’“day percentage decline in the history of
the U.S/stock market. Its impact was immediate and dramat-
ic, but't' neconomy rebounded quickly. The recession of the
mid“1970s, worsened by two oil embargoes, endured for years;
unemployment exceeded 7.5% in 1976 - and topped 10% in
1983 and 1984. Vending sales rose throughout that period, al-
though operators were not having a good time.

©ne thing that has been different in 2008 and 2009 is that
they were marked by pervasive, persistent anxiety. Anxious
people spend more cautiously; anxious businesses hoard
cash and defer hiring. But anxious operators find ways to in-
crease route efficiency by rationalizing machine service
schedules, streamlining inventory throughput, widening
payment options for their customers and developing new
ways to serve a broader base of clients. From one viewpoint,
the modern workplace service industries came into exis-
tence in response to economic difficulty - the crumbling of
America’s postwar economic dominance - and their major
advances in technique correlate closely with painful restruc-
turings of the economy. Vending and coffee service are es-
sential catalysts of workplace productivity, and will emerge
stronger as recovery sets in.
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2009 Vended Product Volume

PRODUCT PERCENT SHARE 2009 DOLLAR VOLUME 2009
Packaged Cold Beverages! 54.2% $23,300,000,000
Snacks, Confections, Pastry? 22.5% $9,700,000,000
Hot Drinks 8.4% $3,600000 000
Vended Food3 6.7% $2,900,000,000
Ice Cream 2.0% $887,000,000
Milk 1.9% $817,000,000
Bulk Vending 1.0% $398,000,000
Cold Drinks (Cup) 1.0% $333,000,000
Cigarettes & Cigars 0.7% $298,000,000
All Other 1.6% $700,000,000
Total 100.0% $42,933,000,000

1. Includes nonperishable cold beverages (soft drinks, juice, water, tea, energy, isotonic, etc.) in ca
2. Includes shelf stable packaged single serve snack and candy items, both “wide” and “narrow,” and pastry sold through nonrefrigerated venders.
3. Includes refrigerated, frozen, can/bowl| pack and other shelf stable main meal items.

Vending and Manual Locations

The market for vending, office refreshm»nts and manual foodservice reflects the overall economy, and so between
2008 and 2009 the number of locations served by operators dropped about 5%. Manufacturing facilities (plants
and factories) again declined mbers, as they have done for more than a decade, along with all other location
types. Office locations in particular witnessed its biggest drop. Manual foodservice sales continued to slide down-
ward last year, decreasing mo e than 6% from $9.8 billion in 2008 to $9.2 billion in 2009.

NUMBER OF LOCATIONS LOCATION DOLLAR SALES

2007 2008 2009 Vending 2009 Manual 2009
Plants, Factories 156,000 150,000 139,500 $3,855,000,000 $1,365,000,000
Primary & Secondary Schools 21,000 19,000 18,000 930,000,000 199,000,000
Colleges & U/ versities 34,000 34,000 33,000 4,070,000,000 1,740,000,000
Public Logations 481,000 459,000 456,000 15,233,000,000 613,000,000
Goveriment & Mil ary 12,000 1,000 9,500 1,399,000,000 242,000,000
Offices, Offi.. Complexes 509,000 499,000 462,000 1,000,000,000 4,278,000,000
Hospitals, Nursing Homes 50,000 50,000 48,000 3,800,000,000 397,000,000
Qth' " ocations 174,000 170,000 156,000 2,646,000,000 347,000,000

Total 1,437,000 1,392,000 1,322,000 $42,933,000,000 $9,181,000,000




Patterns in Operating Industry NAICS Codes

The classifications for coin machine open

The composition of the vending and amusement industries has witnessed )
ators by the North American IndustamClas

little change in rgcent years. The total number gf operating entities in- sification System (NAICS) includd N NS
creased slightly in 2009, as entrepreneurs continued to launch startup not limited to:

firms, g task made easier by the unprecedented availability Qf professpn— NAICS 454210 (SIC 5962, vendifl machingfhoera
al-quality equipment and the increased ease of troubleshooting and main- tors; NAICS 713120 (SIC 7993), pr. hiders of con op
taining it. This outpaced the trend of existing midsize operations merging erated services such as gyinic SggEaRYsEments
into | Th f| t ti f . . d I- (NAICS 713990, pool halls, parlors or rooms); NAICS
!n o. arger ones. The uc. uation of emerging new companies an co_nso 454390 (SIC 5963), coflle break sece providers.
idation of mature operations has recurred for half a century, at least, in the (These service categories & mutually éxclusive.)
vending industry. Most vending operations are small, and this always has e Grrs o G (i) Guesienieie

been true. Last year, 72% employed three or fewer people full-time. asks respofidents to ifdicate the kinds of
business t ey copd it The industry presents
a diverse' cture. 75% of operators were in

OPERATING COMPANIES: 1999 2006 2007 2008 2009 Y . g more than one product
(Independent & branch operations) 10,800 10,550 10,300 10,400 10,450 type in 2009. This group includes “full line”
OPERATING COMPANY EMPLOYEES: SHaidlescription that may or may not
Owner only 28% 32% 34% 35% 35% imply. providing food; 42% of them do. And

25% concentrated on specialized vending
1employee part-time 18% 16% 17% 18% 18% s iments (candy, cigarette, dairy, bulk, etc.).
1-3 employees full-time 22% 21% 19% 18% 19%

Recent data show that 47% of vending firms
3.5-5 employees 9% 8% 8% 8% 8% market coffee service (a larger percentage
5.5-10.5 employees 5% 4% 2% 2% 3% would result from including vendors that lim

it their OCS to existing vending accounts); at
least 18% operate music and games equip
20 or more employees 12% 15% 17% 16% 14% ment as well as vending machines; 11% of all
vendors are involved in manual foodservice;
2% combine vending and mobile catering
and 20% are engaged in other activities.

11-19.5 employees 6% 4% 3% 3% %

NOTE: % totals to more than 100, since many firms are
active in several fields.

Truck and Van Use

Vending, office refreshment, and coin-o hamusement and music providers are sales and route distribution businesses that
rely on fleets to conduct business! 1n,2009, 'he number of vehicles run by operating companies dipped by almost 3% as
operators consolidated routes and.improved scheduling efficiency to offset rising fuel costs. In general, the composition
of operator fleets remained the same compared with the year prior. Vans represented 54% of vehicles in use by operators,
and non-modified vehiclessp mcipally automobiles used by sales, technical and supervisory personnel, again ticked up
marginally. Operators continue to become more sophisticated vehicle purchasers, as the pressing need for improved route
productivity puts a prem_»m on yocational vehicles that allow drivers to make the most efficient use of their time. Vend-
ing delivery vehicles must be‘able to haul ever-larger payloads of packaged cold drinks; coffee service route trucks need
different organization if they,are delivering prewritten orders than if they are run as “rolling stores”; and in amusement and
music fleets, the®reed'to carry cigarettes has been supplanted by the need to haul redemption merchandise.

2006 2007 2008 2009
TOTAL VEHICLES 205,300 100% 203,600 100% 198,500 100% 193,000 100%
Vans (rou. ‘delivery vehicles) 13,450 55% 12,500 55% 108,500 55% 104,000 54%
Maint vance vehicles (specialized) 28,250 14% 27,500 14% 26,400 13% 26,000 14%
Méedium-duty trucks 14,700 7% 14,600 7% 14,500 7% 14,000 7%
Non-modified vehicles* 48,900  24% 49,000 24% 49,100  25% 49,000 25%

*Non ding modified types of vehicle are acquired and used by all types of operation. They include not only passenger automobiles, but also route delivery vehicles employed ex
clusively for amusement and music operations, coffee service and event catering  to mention only the most prevalent. Pickup trucks, for example, are widely (but not universally)
d for moving equipment. Companies active in these service areas, in addition to vending, generally (but not always) maintain separate organizations and vehicle fleets for each.



Vended Packaged Cold Drinks

SALES (BILLIONS)
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2005 2006 2007 2008 2009
Total $ vol. (in billions) $BS5 $B3.9 $248 $41 3.3

Total unit vol. (in billions) 305 306 302 84 259
Weekly unit vol. 174 175 73 168 162
Machines on site 3,312,000 3,364,000 3,360,000 3,250,000 3,080,000

Cold Drink Categories Ne
Cold beverages have been a part e historic shift

SOFT DRINKS
(REGULAR)

beverage categories. In the
of subcategories was small, but

operators. New produ de for very specific
o appear, and had a place in
ate’d soft drinks (regular

sensibilities continued
vending machines. Carb
and diet) retain their_stronghold on first place
among vended rinkQategories last year, at 56%
of sales, and wa its second-place position with
a 16% sharef sports drinks, energy drinks and
ink teas’were grouped in the 5% to 9%
range, e as the year prior.

Packaged cold drinks increased their predominance
among vendible product categories last year, generéat-
ing 54.2% of revenue. Dollar volume slipped 3.3%
unit sales decline of 8.6% as the number of machi
the field contracted by 5.2%. This shrinkage re
the economic difficulties occasioned b
crash. There were fewer large location
client populations. While demand for ve
remained strong, there were fewer (o] O enjoy
them. Enhanced cold beverages - energy drinks, forti-

fied waters and other functional fo s - braked
the decline in dollar volume, since consumers will pay
a premium for these items. afly of today’s pop-

ular alternative beverages

drinks, along
gy and read dri
drinks in cans continued to represent the lion’s
share of u ending sales by operators, if not by bot-
tlers un vending equipment, in 2009.

SOFT DRINKS (DIET)
24%

WATER
16%

32%

JUICE
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Vended Confections and Snacks

SALES (BILLIONS)
s
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1999 2006 2007 2008 2009
Total § vol. (in billions) $1.2 §10.4 §10.6 $10.2 $9.7 O

Total unit vol. (in billions) 108 122 121 7 1Al
Weekly unit vol. 182 m9 178 176 n
Machines on site 140,000 1,314,000 1,312,000 1,280,000

1,240,900.

Packaged confections and snacks, usually sold multiproduct
glassfront machines, again constituted the second-largest vendible
products category in 2009; these items pro 22.5% of vended
dollar volume. Dollar sales shrank 8.5% ¢ ‘Q it-volume decline of
5.3%; machines on location decreased 1%. This reflected an in-
crease in popularity of lower-priced.i uring a time of financial
anxiety. The variety of products s or sale through snack ma-
chines continued to grow through nsions of existing lines and
new entries. Today’s glassfron%\ines are offered in designs rang-

ing from simple to sophisticwn this helps operators address the

demands of smaller wor Combination snack/cold drink and
snack/fresh food vend ch also can vend milk) provide tools
for meeting the needs of nontraditional markets, while adding to the
complexity of defi i'r&st what products are being sold through
which kinds of ing machine. Always a dynamic category,
vendible snacks and’confections continue to give operators the
means to satisfy.increasingly diverse clientele.

O



V d d M H Ik Milk and milk beverage sales through vending machines
en e I shared the overall decline in vended volume cause

the contraction of the economy. Milk also was affec
SALES (MILLIONS) adversely by the proliferation of state and loca
10 tions on the types and package sizes of milk allo
school vending. The beverage remained

from $861,000,000 in 2008 to $81
as unit volume (including both the
tic bottles and traditional cartons p

1999 2006 2007 2008 2009

Total § vol. (in millions) ~ $408.0  $840.0 $860.0 $861.0 $818.0
Total unit vol. (in millions) ~ 852.0 9545 9575 9678 908.5
Weekly unit vol. 195 198 198 198 192
Machines on site 84,000 92710 93,000 94,000 91,000

point worked agai ad acceptance in a peri-
od of intense sitivity. As the location base
shrank, machine: location were reduced by 3.2%,
from 94,000 20 0 91,000 in 2009. That figure

should befe ded with some caution, since more milk
was sold

ing. Dollar sales fell 3.4% from $918 million in 2008 to
$886.7 million in 2009, as units vended decreased 4.5%
from 928 million to 887.7 million. The increasing deploy-
ment of modern frozen vending machines in workplaces,
stocked with a mix of ice cream novelties and main-meal
selections, involved the category in the shrinkage of the
workforce last year, but ice cream’s popularity in public
locations helped cushion the blow. Machines in the field
diminished from 119,000 in 2008 to 116,000 last year, al-
most entirely as a result of the decreased number of vi-
able workplace locations. Operators continued to en-
counter the effects of the “price ceiling” - consumer re-
luctance to insert what they regard as a lot of cash into
a vending machine - and this made ice cream one of the
catalysts for experimentation with debit and credit card
payment systems, a trend that still is gathering force.
With a few scattered exceptions, vending has not yet
benefited from the public enthusiasm for ice cream
brands regarded as premium that has been building for
a quarter of a century. Operators are well aware of this
potential, and are assembling the tools that will enable
them to pursue the opportunity.

SALES (MILLIONS)
10

% ; The popularity of ice cream as a vended product helped
Ve nded |Ce Cream x brake its volume decline in a very difficult year for vend-

2007

$915.0  $916.0 918.0  $886.7
978.6 9579 928.0 886.7
153 151 150 7
123000 122,000 119,000 116,000




The number of food machines on location contracted
againin 2009, as workplace populations and the num-
ber of suitable locations shrank. Dollar sales fell 14.2%
on a unit sales decline of 15.8%. Sales through ma-
chinesrealize their maximum potential during a strong
24/7 economy that demands round-the-clock access,
which we have not seen for quite a while. Traditional
food machines must be serviced frequently because
they sell perishable products with short shelf lives. And
they are always in demand by locations, especially
those that can't justify the service requirements. Im-
provements in machine technology, “menuing” and
forecasting capabilities are helping operators to re-
duce waste and rationalize service frequency. And
frozen venders, which are now a part of the main-
stream, make it impossible to differentiate between
the “refrigerated” and “frozen” categories; the same
branded sandwiches, shipped and stored frozen, can
be sold through both kinds of machine. Moreover, to-
day’s glassfront multiproduct machines are able to sell
shelf-stable entrées in trays, cans and microwaveable
bowls, as well as freeze-dried mainmeal items, so it is
not difficult to meet many of a small location’s food
demands by adjusting the menu in a snack machine.
Inthe U.S,, “food” as a vendible product category is re-
garded as something consumed as a meal, not a snack;
“meal replacement” items like energy bars increasing-
ly make this distinction academic. “Food” machines do

Pa
not sell all the food purchased by vending patrons. ‘ '\éc‘@g fruit, gelatin, puddings 2%

Cigarette vending’s decades-long decline was
erated by the proliferation of smoking bans, r
demand in the segment’s core market.
growing burden of taxes levied by all
government on tobacco products imp

ern‘@wners are no more eager
f purchasing and controlling

y are less so, in view of the grow-
rds that attend tobacco retailing. Nev-

Food Vending

SALES (BILLIONS)
4

2005 2008

Total § vol. (in billions) $33 934 $2.9
Total unit vol. (in billions) 24 20 17
Weekly unit vol. 189 (85)* 245 20
Machines on site 166,8 166,000 160,000 150

*(Restated to include canrﬂ food.b

61%
5%
19%
4%
3%
5%
1%

Vended Cigarettes

SALES (MILLIONS)
15

1999 2006 2007 2008 2009

Total § vol. Gnmillions) ~ §1,20  $790.0 §588.1 §355.0 §298
Total unit vol. (inmillions) ~ 343.0 1312 90.5 53 442
Weekly unit vol. 30 29 29 25 25
Machines on site 220,000 91,000 60,000 41,000 34,000

common nationally. At this writing, only 11 states have not enacted indoor smoking bans. The poten-
vending technology for controlling access to cigarettes has not been widely recognized, which has led many
rs to suspect that antismoking advocates are less interested in solutions to the problem of underage smok-
than they are in over-regulating tobacco retailers and purchasers of legal products.



: Hot drink sales through equipment our operator re-
HOt Beverage Vendlng spondents identified as “vending machines” dropped

dramatically in 2009, with dollar volume down 1

SALES (BILLIONS) on a unit-volume decline of 12.7%. The full-li
b drink market traditionally was closely tied to'in
al employment, but has been widening far s

old factory base in recent years. Losse
locations and shrinking workplace

.

fill-size hot drink
venders in many locations Th -loading counter-

1999 2006 2007 2008 2009 venders, are operated m and more on a full-serv-

Total $ vol. (in billions) §2.9 $44 4.3 $41 $36 ice basis in locati rmerly might have re-
Total unit vol. (in billions) 6.3 7 70 6.4 56 t vender. The newer portion-
Weekly unit vol. 80 88 384 74 359 ting coffee pods or proprietary
Machines on site 30000 354000 350,000 330,000 300,000 g heir rapid penetration of the

Postmix cold cup vending equipment is one of only
Vended Cup Cold Drlnks x two traditional vending machine types that “finishes”
the product before delivering it to the patron. The oth-
SALES (MILLIONS) V er type, of course, is hot beverage vepding equipment,
& covered above, and these two working together once
u represented the high-margin foundation for full-line
vending in the heavy industrial environment that char-
acterized its formative years. This “wet mix” continues
to be usedin locations with traditional workforces and
enough traffic to justify the equipment and mainte-
nance cost, but these locations have been dwindling,
and took a violent hit as the economic downturn con-
tinued through 2009. Dollar sales thus fell 33.4% on a
unit-sales decrease of 33.3% last year; the number of
machines on location contracted by a third. The logis-
tical and profit benefits of a machine that adds the wa-
ter as it prepares the drink remain compelling, and sev-
eral soluble-powder and liquid-concentrate cold drink
machines entered the market last year.

1999 2006 2007 2008 2009

vol. Gin milfions)  $2,015.0  $939.0 §788.1 $500.0 3.0
it vol. (inmillions) ~ 30900 15000 12000 800.0 5200
i 340 34 320 250 250
175000 82,600 74,000 60,000 40,000




Coffee Service

The financial crisis that gathered force during the second half of 2008 continued through 2009. This reduced the number of loga
tions and the average populations at surviving sites. Office coffee service came into being to address smaller sites, so OCimpera-
tors know how to deal with this kind of marketplace. In 2009, the falloff in demand was offset by the continuing growth in‘popu-
larity of portion-pack fresh-brew systems and of pure-water service. Operators active in both vending and office refreshm 't se/v-
ice were well positioned to adapt to the changing needs of their clients. During past economic downturns, it was ob' erved that fru-
gality at home often is balanced by indulgence in office beverages, and this helped buffer the demand contraction™ »2009:

PRODUCT PURCHASES 2004 2005 2006 2007 2008 2009
(Average purchase, in pounds, by category)

Roast coffee 86,500 86,650 86,650 87,000 87,000 85,000
Creaming agent 7,300 7150 7100 6,900 6/ 00 6,500
Soups 345 350 350 34 345 343
Freeze-dried coffee 215 215 213 199 201 200
Decaffeinated coffee 12,200 12,000 12,000 11,600 11,500 11,200
Tea 1,350 1,420 1,520 6 1,650 1,700
Sugar and sugar substitutes 26,100 26,000 26,300 25,900 26,000 25,800
Chocolate 4,475 4,525 4,600 4,500 4,450 4,350
Novelty hot drink flavors 147 145 142 140 141 142
CUP PURCHASES 2004 2005 2006 2007 2008 2009
(Average unit purchase, by company)

Paper cups 626,000 626,000 626,0 625,000 624,000 613,000
Plastic cups 634,000 632,000 631,000 629,000 629,000 620,000
SALES VOLUME $1,824,500 $1,875,000 $1,890,000 $1,895,000 $1,891,000 $1,839,000

(Average dollar volume, by company)

DISTRIBUTION of COMPANIES by VOLUME 2004 2005 2006 2007 2008 2009
(Annual dollar volume)

$1,000-$100,000 4% 3% 3% 3% 4% 6%
$101,000-$500,000 38% 0% 39% 38% 40% 42%
$501,000-$1,000,000 24% 22% 23% 23% 22% 21%
$1,001,000-$2,000,000 (“Over $1 million” before 1995) 20 21% 20% 20% 19% 18%
Over $2,000,000 14% 14% 15% 16% 15% 13%
COFFEE SERVICE EQUIPMENT 2004 2005 2006 2007 2008 2009
Average number of accounts 572 572 575 578 576 571
Average brewing equipment purchases 73 74 73 71 68 65
Average non-brewer equipment purchases 35 34 34 34 31 30
BREWING EQUIPMENT USAGE 2004 2005 2006 2007 2008 2009
(Percentage of firms using each type of equipment)

Pour-through 95% 95% 93% 91% 92% 90%
Noncoin freeze dried 2% 2% 1% — — —
Coin-op freeze dried 3% 2% 2% 2% 3% 2%
Coin-op batch brew 2% — — — — —
Single-cup fresh brew 53% 55% 58% 61% 65% 67%
Plumbed-in 97% 98% 99% 99% 99% 99%
Special gourmet equipment 54% 54% 55% 57% 56% 55%
NON-COFFEE BREWING EQUIPMENT 2004 2005 2006 2007 2008 2009
(Percentage of firms using.eac . ype)

Full-size coffee ve er 47% 47% 46% 44% 42% 40%
Candy/snack vender 75% 74% 75% 75% 75% 72%
Microwave.oven 76% 74% 75% 74% 73% 72%
Postmex softdr Kk unit 12% 10% 6% 4% 2% 1%
Ice-mak 2% 1% 2% 3% 5% 6%
Néncoin snack box 1% 1% 1% 2% 2% 3%
Refrigerator or freezer 62% 60% 58% 55% 53% 53%
Can_ d cold drink vender 84% 84% 85% 86% 87% 85%
Water purifier/dispenser 90% 92% 93% 93% 95% 95%

Other 10% 10% 12% 1% 12% 12%




Bulk Vending

The number of bulk vending machines in the field declined in 2009, while flat merchandise ma-
chines maintained their strength on location. Price improvements helped offset revenue loss-
es, but total dollar sales dipped from $409.7 million in 2008 to $398.4 million last year. Today’s
bulk and flat merchandise patrons are willing to insert multiple coins to make a purchase, and
this trend has compensated for higher product costs caused by higher prices for everything
from petroleum feedstock to sugar. Sales at 50¢ and above rose to 70% of total dollar volume
in 2009. Higher commodity costs continued to affect vended nuts and candy; innovations in
flat merchandise kept consumer interest high. Operators reported that tighter credit impaired
their ability to finance new equipment. While traffic in the core public-location market was de-
pressed, enthusiasm for bulk- and flat-vended merchandise remained high.

CAPSULE VENDERS 2005 2006 2007 2008 2009

Total machines 695,000 692,000 691,000 664,000 648,000

Annual average volume per machine $257 $258 $263 $265 $265

TOTAL DOLLAR VOLUME $178,615,000 $178,536,000 $181,733,00 $175,960,000 $171,720,000

NOVELTY CAPSULE VENDERS

(Animated high capacity units)

Total machines 14,000 13,000 10,500 10,300 9100

Annual average volume per machine $395 $395 $380 $370 $365

TOTAL DOLLAR VOLUME $5,530,000 $5,135,000 $3,990,000 $3,811,000 $3,321,500

NUT/PAN CANDY VENDERS

Total machines 417,000 413 000 400,000 370,000 355,000

Annual average volume per machine $206 $206 $200 $220 $220

TOTAL DOLLAR VOLUME $85,902,000 $85,078,000 $80,000,000 $81,400,000 $78,100,000

BALL GUM VENDERS

(Includes “chicle” and wrapped tab gum)

Total machines* 910,000 91,000 913,000 890,000 864,000

Annual average volume per machine $ 20 $121 $124 $125 $125

TOTAL DOLLAR VOLUME $ 09,200,000 $110,231,000 $113,212,000 $111,250,000 $108,000,000

C*Includes charitable/civic organization placements)

FLAT VENDING

(Primarily stickers and temporary tattoos)

Total machines 201,000 210,000 215,000 213,000 213,000

Annual average volume per ma_ ne $170 $176 $176 $175 $175

TOTAL DOLLAR VOLUME $34,170,000 $36,960,000 $37,840,000 $37,275,000 $37,275,000
2005 2006 2007 2008 2009

TOTAL DOL{ AR VOL ME — ALL TYPES  $413,417,000 $415,940,000 $416,775,000 $409,696,000 $398,417,000

VENDED PRICE /SHARE OF SALES (DOLLARS) 2005 2006 2007 2008 2009

Less than'2 - - - - -

25¢ 42% 38% 36% 32% 30%

50¢ 38% 40% 41% 44% 45%

5¢.and $1

20%

22%

23%

24%

25%




Music and Games Analysis

This decade has not been kind to the coin-operated amuse-
ment and music business, and the past two years have been
especially harsh. Consumer spending on entertainment al-
ways dwindles when the economy contracts, especially
when people fear that the contraction is not simply an ef-
fect of the familiar business cycle, but rather is something
new, intractable and frightening. The effect of this contrac-
tion in patronage was felt more acutely by an industry
whose traditional location types - local bars and taverns -
have been eroding for years as the result of pervasive bans
on smoking and increasingly rigorous efforts to suppress
public intoxication. The U.S. Bureau of Labor Statistics re-
ports that spending on entertainment dropped 5% in 2009.
VT’s Census of the Industry shows spending on coin-op
amusements down almost 10% in 2009.

Perhaps more perplexing, on the long view, is the prolif-
eration of alternatives to traditional out-of-home recre-
ational options. The jukebox, which celebrated its 120th
anniversary last year, enjoyed its golden age when every-
one knew what high-fidelity sound was, but relatively few
had the resources and skill to install the necessary equip-
ment in their living rooms. Coin-op games offered expe-
riences that were difficult or impossible to duplicate at
home. While today’s best videogames continue to offer
more impressive displays and effects, their competitors
in the consumer electronics arena have narrowed the gap
- and even home and personal games suffered marked
sales downturns last year.

The effects of all this on the coin-op amusement business
are not astonishing. Shuffle alleys, one of the smallest cat-
egories, experienced the least decline. They are tradition-
al favorites in the relatively few locations that can support
them, and the people who play them do not do §0'en im-
pulse, but by habitual fondness. Games that of er patrens
the opportunity to win something also held up be' wr than
their entertainment-only stablemates, butthat dispar ty in
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appeal was evident before the 2008 convulsion. Soccer
tables benefit from a strong core of very loyal players, but
they are found in a greater variety of locations that are
suffering through the present slump. Videogames, which
have been subjected to periodic predictions of immine t
demise since the great decline of 1982-'83, held uparela

tively well, buoyed by the popularity of countertop games
and the present generation of long-lived, popular simula-
tors, but their location base has fallen on evil time Soft

tipped darts and pool tables also have been hurt by the
contraction of the bar-and-tavern segment. Pinkall,* | but
extinct a quarter of a century ago, cont hues4o" ycupy a
durable niche, but suffered from thersam hills as'the oth-
er popular “street” types. And kiddie rides were severely
impacted by the decline in retail-sh i g that decimat-
ed the numbers of children seeking to enjoy them.

Pool tables down 13% represented 33% of. tal dollar volume

Prize venders down 2% represénted- 5% of. otal dollar volume

Ticket redemption down 5% represente, 16% of total dollar volume
Videogames down 9% represen. @.15% of total dollar volume

Electronic dartboards down,.11% rep esented 10.5% of total dollar volume
Pin games down 15%repre: ed 5% of total dollar volume

Soccer tables down 85% represented 1% of total dollar volume
Kiddie rides flown 16% represented less than 1% of total dollar volume

Shuffle alley. down 1.3%represented less than 0.5% of total dollar volume

The appeal of the coin-op amusements business is
d nstrated by the growth in state government plans
to co-optiit as an extension of state lotteries; it is impos-
sinle to predict how this will work out. But the populari-
y of /playing skill-based games in congenial social set-
tings always has persisted through onslaughts by new
forces that many thought would extinguish it: urban re-
newal in the 1960s and '70s, the first wave of home
videogames in the 1980s and the ensuing “cocooning”
trend in the next decade. But the attraction remains, and
usage is likely to revive with the economy.

1999 2000 2001 2002
Total$ vol. (in billions) $5.8 $5.8 $6.0 $6.1

2003
$6.1 §6.1 $6.2 $6.2 $6.1 $5.8 $5.3

2004 2005 2006 2007 2008 2009




Coin Phonographs (Jukeboxes)

The emergence of the Internet-enabled, touchscreen jukebox in 1999 has reshaped the industry, allowing cein ma-
chine operators to provide scalable multimedia products to their clientele. By the end of 2009, there weré an est
mated 63,000 digital jukeboxes online, compared with 58,000 by the prior year’s end. Last year’s 9% gammwas she
digital jukebox’s slowest advance since its introduction 11 years ago. The average weekly income generate by a
digital phonograph, according to survey respondents, was $205, compared with $215 in 2008. Last year, CD boxes
generated $65 each week, whereas legacy vinyl boxes produced $25 or less. The diffusion of digital juk box con-
nections into “C,” “D” and “E” locations might explain the decline in weekly earnings experienced by digital systems,
as well as the severe economy and slower traffic in tavern locations.

Like other coin-operated equipment, jukeboxes have declined in absolute numbers, while/average ( er-machine rev-
enues have increased. This reflects attrition of traditional street locations that form the core jakebox market, as well
as the music operator’s recognition that fewer pieces set at higher play prices, and pla ‘ed_in"higher-traffic loca-
tions, offer a real advantage over a larger but less profitable installed base. This contraction is apparent in the mid-
dle of the market: legacy CD and 45-RPM machines, fully paid for, still gratify long mixed-use locations off the
beaten path, while competition is fierce for prime locations, now fewer, in more populous markets. In 2009, the Juke-
box Licensing Office reported issuing licenses for 26,100 pieces, compared wit 233,500 the prior year. Last year’s
22% drop in documented CD and vinyl boxes was less than the period betsmen 2007 and 2008, which saw a 28%
decline, and more than the 2006-2007 period, which had an 18% drop. AThe JLO does not cover digital download-
ing machines, whose networking software records actual plays and computes /oyalty payments.)

The modern jukebox surfaced in the late 1940s and enjoyed explosive-gr wth in the following decade, as the high-
fidelity vinyl microgroove 45-RPM record became the dominant recorded-music format. Valued by artists and mu-
sic producers as an effective medium for catching the ears of'the musie*buying public, jukeboxes were rivaled only
by radio during the 1950s and ‘60s. All this began to change 'hen anew generation, experiencing unprecedented
prosperity and falling prices of high-end electronics, turned to t € LP album as its music format of choice. Using
the power of its networks, today’s jukebox industry - ptimatily comprised of three music providers (AMI Entertain-
ment Network Inc., Ecast Inc. and TouchTunes Interactive N works) and some 2,000 vendors - is trying to reposi-
tion the jukebox as a promotional vehicle for the recording industry. Last year, dozens of new albums were released
first on digital jukeboxes, which play more than allon songs annually.

JUKEBOX EQUIPMENT in USE 2003 2004 2005 2006 2007 2008 2009
Compact disc 78% 75% 70% 58% 45% 33% 28%
45-RPM 8% 7% 6% 4% 3% 3% 3%
Digital downloading 4% 18% 24% 38% 52% 64% 69%
JUKEBOX REVENUE

Average weekly income $113 $116 $148 $144 $145 $140 $138
Average commission rate 46% 44% 45% 43% 43% 45% 45%
JUKEBOX PRICING

5/$1 or 25¢ 9% 9% 6% 4% 3% 3% 3%
3/$1 or 50¢ 41% 40% 38% 39% 40% 41% 42%
5/%$2 7% 9% 13% 13% 13% 14% 14%
18/$5 21% 21% 22% 22% 22% 21% 21%
15/$5 1% 12% 12% 13% 13% 12% 1%
Other 1% 9% 7% 7% 7% 9% 9%
AVG. GROSS REVENUE VOL. CHANGE

Increase 20% 21% 22% 23% 38% 28% 18%
Decre se 2% 5% 8% 9% 12% 32% 52%
Ng change 78% 74% 70% 68% 50% 40% 30%
ALLIED MUSIC SERVICES (offered by operators)

Kar e 4% 4% 3% 3% 2% 3% 3%

Background music systems 5% 3% 2% 3% 3% 5% 6%




Videogames
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1999 2006 2007 2008 2009
Total $vol. (in millions)  §1,330.0  §935.2  $904.0 §882.0  $800.8

Weekly average $50 $55 $53 $53 $50
Machines on site 50,000 327000 328,000 320,000 308,000

The number of coin-operated videogames in the field declined in 20009, as tt e of bar and “street” lo-
cations continued to shrink. An estimated 302,000 units on location,c
posted $800.8 million, compared with $882 million in 2008, a 10% ring in the early 1970s, ar-
cade videogames dominated and reshaped the amusement trad end of that decade. Videogames
peaked in 1982, representing 60% of total amusement revenue . ion. In 2009, videogames rep-
resented 15% of total amusement revenue. The videogame

component of a balanced mix of equipment, deployed in imited quantities and rotated fre-

quently to keep player interest up. By some analyses, thei ’s inability to employ this strategy - which
had worked very well for pinball machines in the prec ecades - led to “overexposure” and an
inevitable decline, which began in the early 1980s and has continued ever since. There have been tempo-
rary remissions from the great videogame crash o 91, for instance, a resurgence took place with

the introduction of two-player combat games like ¢ ighter I, Mortal Kombat and Killer Instinct, but
this genre narrowed the target on teenage boy o

ce g discussed and sometimes attempted. This approach was
en [Tee family of golf-themed videogames. Online sports-themed
raphic profile of people who play videogames in public sites,
the business. Like the activities they recreate, these games reward ex-

convention ights, sitdown simulators and cocktail tables. Touchscreen games are small and flex-
ible. They.are usu bundled in countertop cabinetry, installed almost anywhere and their broad pro-
can easily provide an entertainment menu well matched to a wide range of audiences.
can be viewed as the successful descendent of the late-’60s “trivia game,” a concept

pane D video screen. Earlier versions were well suited to offering games based largely on text

static images, but steady improvements in hardware have given recent generations full video and

apability. Since they are operated differently in so many venues, it’s difficult to collect accu-
earnings estimates in the touchscreen entertainment category.



Ticket redemption dévices consist of a continually ex-

Tl(ket Redemptlon (Arcade GameS) panding array of skill-based amusements. These “spe-

cialized” arcade , which recognize skill by dispens-
SALES (MILLIONS) ing tickets, arep lent in site-based entertainment fa-
10 cilities, partic FECs (family entertainment centers).

In 2009, the4édemption category experienced its first
decline, ting the general economic malaise, follow-
trend of more than two decades. Total rev-
pped from $891.1 million in 2008 to $8445 in
or 5%. Weekly per-machine earnings and number
achines on location both dropped almost 3%. Unlike

e closely related prize dispensers that award merchan-
A dise at points of sale, redemption games are usually op-
199 2006 2007 2008 mgw erated a!ongside {attendeq product ceqters that shqw-
N @ case a wide selection of prize merchandise. Redemption

Total $vol (in milions) _$484.0 $068.6 $8%5.9 58911 $ centersalso act as exchange points for accumulated tick-

Week'ly average §95 1l 118 19 \&ﬁrr ets. Redemption centers are sometimes sited in high-
Machines on ke 2000 WA WG000  WA0N0( - L traffic locations, known as anchors in industry parlance,
? whose primary business is something other than coin-op

O amusements; redemption offerings in the gamerooms of

. bowling centers illustrate this application. The coin-op

é amusement industry borrowed the redemption concept

from traveling carnivals, which had always offered table

,é games and other challenges for prizes. Automated tick-

é et dispensing technology was first added to coin-oper-
ated redemption in the late 1960s.



Kiddie Rides

1999 2006 2007 2008 2009
Total $ vol. (in millions) $20.6 $40.7 $40.6 $38.9 $32.8
Weekly average $66 $68 $65 $65 $60
Machines on site 6,000 11,500 12,000 11,500 10,500

Kiddie ride revenue dropped more than 15% in 2009. The number of machines on location de-
creased 9% and weekly average earnings dropped 8%. Restrictedto a narrow audience of chil-
dren between ages three and seven, kiddie rides never held aformal presence in the music and
games industry. However, they have been longstanding fixtures placed on the sidewalks in front
of, or inside, grocery and retail stores since the mid-20th century - and nowadays they are com-
mon adjuncts to bulk venders and cranes serving the same retail spaces. Most kiddie rides are
placed by specialized operations that can maintain equipment for service periods as long as 30
years, during which they are put back into circulationymany times over.

NOTE: This survey, which represents kiddie rides opérated by music and games companies, does not include opera
tions that specialize in coin operated kiddie rides er,location owned equipment, but does reveal developments and
emerging trends. The number of kiddie rides plaéed by specialized operations, music and games businesses and lo
cation owners is estimated to be 65,000 (similanto 2008 and down from 100,000, or 35%, in 1999).



: H Prize merchandisers are among the games most dra-
Prlze MerChand |SerS matically affected by shifts in the coin-oper
amusement industry once dominated by pinball
SALES (MILLIONS) chines and videogames. With revenue close
2 lion, this equipment category ranked No. 2 la

10

8 cranes, enjoyed strong annual gro

and 2007. In 2008, the growth tre

1999 2006 2007 2008 2009

Total § vol. (in millions)  $517.0 $989.7  §1,0059  $1,001.0 $980.1

Weekly average $138 $1% $15 $154 $1%2 tional and region

Machines on site 72000 122000 124000 125000 124,000 rants, movie thedters and grocery stores. This, in part,

is due torestricti n the placement of videogames,

§ are not considered “family friendly”

slower foot traffic and coin drop at
tributed to the revenue decline.

handise chains, restau-

o of the skill crane is traced back to traveling carni-
vals of the early 20th century; early arcade versions,
own as “claw” games, first appeared in penny arcades

in the 1920s. Their universal application in typical street
and location-based sites began around 1980 when they

% were added to the mix of equipment found in
videogame arcades. The second machine type in this
N category, also known as “self-contained redemption,” is

commonly called an amusement vender, and usually
combines a skill game and wider range of vendible se-
lections that are awarded through a separate dispens-
; ing mechanism. The ability to instantly offer a patron a
prize after playing a game of skill plays a central role in

today’s amusement industry.



Pinball Machines
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1999 2006 2007 2008 2009
Total § vol. (in millions)  $1,086.0  $423.3 $381.9 $3B.0 $275.2

Weekly average 958 74 1 $69 $67
Machines on site 360,000 110,000 102,000 90,000 79,000

Electronic Dart Games

SALES (MILLIONS)
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A

2006 2008
§7020  $695.6 $632.3 $561.8

Total § vol. (in milli

$75 $76 $76 $13
180,000 176,000 160,000 148,000

Weekly average
Machines on sitA 200,000

The decades-long decline of pinball machines was ac-
celerated, among other reasons, by operators’ prefér-
ences for the simplicity of standardized compu
based equipment over more complex me
games. In 2009, the pinball category posted
lion in revenue, compared with $323 milli

first coin-operated amusement dévices to be widely
deployed by professional operati

from neighborhood taver
stores and mom-and-po

e regimens, equipment
echanical repairs. For these

of handling rigid
rotations and

operators, the g emains an important part of the
equipment r : ps define their businesses as
full-service op amusement providers. Interest in
the art P wying pinball still remains high for many
in the nd- Ider crowd, as well as for the genera-
tio er pinball's heyday. Outside the com-

omeowners, collectors and hobbyists have con-
tri d greatly to the game’s survival.

Ongoing traffic erosion in bars and taverns, itself a re-
sult of economic hardship and smoking bans, brought
about declines in the dart category last year. Electron-
ic dart machines, played with soft-tip darts and placed
almost exclusively in bars, posted an 11% revenue loss
as the installed base and weekly coin drop decreased
7% and 4%, respectively. Electronic dartboards are sta-
ple coin-op machines throughout the country, but are
most prevalent in the Midwest, where the faltering
economy has hit hard. Separately, a decades-long de-
cline in blue-collar taverns nationwide has impacted
darts, along with other barroom pieces like
videogames, pool and foosball. Leagues and tourna-
ments have always been the foundation of electronic
darts and remained strong in 2009 despite the eco-
nomic woes. Last year, the National Dart Association
sanctioned about 60,000 players who were sponsored
by vending companies that installed boards in more
than 10,000 locations worldwide. In addition to organ-
ized promotion, electronic dart machines have been
the beneficiaries of technology. They were among the
first coin-op games to go online, as far back as 1991.
They offer versatile payment systems, remote monitor-
ing and software to run paperless leagues.




Pool tables were the No. 1 coin-op game in 2009, ac-
POOl Tab|eS counting for 33% of total amusement revenue and

of placements. However, pool was among the har
SALES (BILLIONS) hit coin-op games last year, dropping 13% in
3 with almost 10% fewer units in the field. Pool't

tionwide. Coin-op pool tables, w
1950s, after the invention of cueball separation, are
built to last a long time and engine easy main-
tenance. The success story for pool operators in recent
years is the electronically ¢bntrolled®able, sometimes
powered by a battery. O
25% increase in earni
1999 2006 2007 2008 2009 ing, conventional tables

placing, or upgrad-
ith electronic models. Until

Total § vol. (in billions) $1.6 $2.2 §21 $2.0 §1.7 recently, pool, al “pocket billiards,” was
Weekly average $96 $124 $123 $120 $115 widely regardedf{as a“eorruptive influence, often tar-
Machines on site 3,000 500 332,000 320000 290,000 geted as immora uptors by politicians and severe-

ly regulated ocallegislators. Today, pool is highly

respected(a oys a broad player base, consisting
of men,womien, teenagers and even children. In 2009,
abou of amusement vending companies offering
po ucted pool leagues.

Soccer Tables

1999 2006 2007 2008 2009

Total § vol. (in millions) ST $80.8 N8 $51.3 $52.4
Weekly average $36 $31 $35 $29 $28
Machines on site 38,000 42,000 40,000 38,000 36,000

E E In 20009, total revenue generated by coin-operated soccer,
or foosball, dropped almost 9%. Weekly game earnings
V shrank more than 3%. As the location base decreased, ma-

chines in the field dropped more than 5%. Foosball games
deployed by specialized operations that serve leagues and
professional players continued to outperform equipment run
by multi-amusement route companies.

Shuffle Alleys and Bowlers

1999 2006 2007 2008 2009
Total § vol. (in millions)  $19.9 NIA] NIA] 3116 $1n.4

Weekly average $45 44 44 44 44
Machines on site 8,500 7800 7800 7700 7600

Shuffleboard tables and puck bowlers were route staples dur-

ing the 1950s and early ‘60s, when they enjoyed immense

popularity in neighborhood taverns. Today, these classic coin

machines have carved out a small and vibrant niche in the

modern amusements industry. In 2009, shuffle game earn-
| ings and units on location dipped slightly and accordingly.





