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Executive Summary

This report presents the key findings and outcomes from the Innovation Marketing
project; which aims at the analysis and determination of the market potential for the
Novel-Lemonade, an innovative drink developed by Benjamin Burgel. This report also
intends to provide useful recommendations for a successful market entrance

strategy.

To achieve the project goals, a situation analysis was executed gaining insights in
the market, competition, and customers. Furthermore, the market analysis indicates
high market growth of 35% for the organic lemonade segment, which also
corresponds to rising consumption trends towards health and sustainability. The
organic lemonade market is, in addition, highly competitive; consisting on the
dominant players and a number of small start-up companies. Following the latter, the
competition is given mainly amongst direct competitors such as Bionade and Now,
but also between wider competitors like Aloha and Vitamalz.

Compared to its competitors, the novel lemonade has a high competency in its
healthy benefits. Hence, the main target customers are health and sustainability
conscious consumers aged above 25, who demand quality and pleasure, and are

willing to pay more for premium products.

The blind tasting study serves to determine the lemonade’s strengths and weakness
with regards to customer expectation and satisfaction of the taste and smell. The
results show various areas of improvement; including the strong malty smell and the

sweet and unbalanced taste.

The section concerning the marketing mix provides essential recommendations for its
components, namely product, place, price, and promotion; based on the key findings
of the situation analysis. Healthiness and indulgence are suggested to be the key
positioning factors for the product itself and its branding. Increasing the fruitiness and



reducing the malty taste can improve the flavor. For cost efficiency reasons, standard
reusable glass bottles and standard labels should be used.

Cooperation with the “Verband korrekter Getrankehersteller e.V.” and its distribution
network helps placing the product; the same as to have the contracted brewery
located in the middle of Germany and, to start the actual sales in Hamburg. The
benchmarking analysis against the established competitors and a calculation of the
estimated pricing structure set the recommended retail price at 0.79€ for a 0.33L
bottle and at 0.99€ for a 0.5L bottle.

In addition, this report provides a low cost proposition for promotion channels; such
as the internet and press. Places such as weekly organic markets, trade fairs and

university are interesting opportunities to promote the product.

Finally, the last section of the report provides key next steps as a roadmap to
successfully bring the Novel-Lemonade to the market.
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1 Introduction

1 Introduction

1.1 Goal of this report

The goal of this report is to determine the possible market potential of the innovative
non-alcoholic beverage product of Benjamin Birgel and to give a recommendation
about how to enter the market successfully. Therefore a marketing concept is
developed - based on conclusions drawn from the market situation - containing
information about the product, the price, the place and the promotion.

This report is carried out in the framework of the “Project seminar Il — Innovation
marketing” in the winter term of 2010/2011 at the Institute of Marketing and
Innovation of the Technical University Hamburg-Harburg. The head of this Institute is
Prof. Dr. Christian Luthje, the project is mentored by Stephanie Toth.

1.2 The Founder




1 Introduction

1.3 The Product

What is the Novel-Lemonade?

The traditional concept of lemonade consists of a lemon-flavored beverage, typically
made from lemons (citrons), sugar and water. However, in recent times the name has
been adopted to refer to different types of beverages. The French term lemonade

has come to mean “soft drink” in many countries, regardless of the flavor.

The Novel-Lemonade is also not a lemon-flavored beverage, yet it is produced form a
natural resource. In the case of the product for this study, the natural resource is
barley. The Novel-Lemonade is carbonized, acquiring this characteristic from the
process of fermentation to which the barley is subject to produce the lemonade drink.
And finally, the Novel-Lemonade is naturally enriched with vitamins and flavonoids,
which are indispensible for the optimum performance and health of the human body.

What is fermentation?

Fermentation is an anaerobic (in absence of oxygen) process present in nature.
During this process, complex molecules are oxidized to produce an organic

compound.

The primary industrial advantage of fermentation is the conversion of grape juice into
wine, barley into beer and carbohydrates into carbon dioxide to produce bread. It is

to mention that fermentation serves other general purposes:

e The enrichment of the diet trough the development of a variety of textures,
aromas and flavors;

e The preservation of important amounts of nutrients by means of lactic acid,
ethanol, acetic acid and alkaline fermentations;

e The enrichment of the food substrates with proteins, amino acids, essential
fatty acids and vitamins;

e And detoxification.
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In brewing, fermentation typically involves conversion of carbohydrates to alcohols
and carbon dioxide or organic acids, using yeasts, bacteria or a combination of both.

Nonetheless, brewing specifically refers to the process of steeping.

What drinks can be produced out of fermentation?

As mentioned before, fermentation is mainly utilized to produce alcoholic beverages,
such as wine or beer. Nevertheless, depending on the organism employed in the

fermentation process different products can be obtained from the brewing process.

The table below summarizes some of the products associated to a specific type of

organism employed in the fermentation process.

Table 1-1: Products of fermentation with different organisms

Commercial Product Organism Product of fermentation
Beer & Wine Saccharomycescerevisiae Alcohol

Rivella Lactobacillus reuteri Lactic acid

Posca Acetobacteraceti Acetic Acid

Bionade Gluconobacteroxydans Gluconic Acid

Source: Own representation

However, these are not the only organisms that can be used in the process of
fermentation and this is where our product stands. The addition of streptomycin as
the organism present in the fermentation produces, between others, Vitamin B12,
which is indispensible for the proper function of multiple activities in the body. For

further information about B12 please see the appendix.

What are the advantages of the Novel-Lemonade over other lemonades?
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2 Situation Analysis

This chapter provides information about the current situation of market, competitors
and target customers of the Novel-Lemonade.

2.1 Market Analysis

By definition, lemonade is a “non-alcoholic beverage”, in case of the German
beverage industry this accounts for 42% of the sales in this segment
(Getrankeindustrie, 2007).

Sales percentage of the beverage industry in 2006

mBeer mNon-Alcoholic Spirits mWine mOthers

S% 4%

14%

Figure 2-1: Sales percentage of beverage industry in Germany

Source: (Getrankeindustrie, 2007)

This general group contains all beverages that contain less than 0.25% alcohol, are
in general a mixture of water with juices, sugar and aromas and are often carbonated
(Dr. Lassek, 2008). Figure 2-2 shows the variety of drinks that are contained in this
drink-category. However, the differentiation between the single product groups in that

category is often blurry.
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Non-alcoholic beverages
I

Lemonades
& Sherbet

Mineral Bitter Energy

Juices Smoothies - T Ice Tea Sliiia Cola Drinks

Figure 2-2: Non-alcoholic beverages

Source: Own representation in dependence on (Zarnkow, et al., 2010)

2.1.1 Market growth and size

The German soft drinks market is large but fairly mature. However, the market has
not shown any signs of contraction. The value of soft drink market is projected to
stagnate for the next five years, neither growing nor shrinking to a great extent
(Business Monitor International, 2008). However, the particular sector that is of
highest growth is the ‘new segment’ which offers healthy benefits for consumers. This
segment includes energy drinks, vitamin water, oxygenated water, smoothies, and
organic lemonades. It accounts for almost one-fifth of the total non-alcoholic
beverage sales. According to GFK, the growth for this new segment is 35% per year
(Axel Springer, 2009). From the information available, we estimate the market size of
Bio-lemonade to be around 60 Million Euro or 0.8% of the non-alcoholic drink market
(7.2 billion Euros). For the Novel-Lemonade which offers functional benefit of vitamin
B12, it could attract the potential customers who are vegetarian or vegan.
Vegetarians are estimated to be 7.38 million, which is 9% of the total population of
Germany (Institut Produkt und Markt, 2009).

Considering the market share for organic lemonades, the major player is Bionade,
which had a market share of 43.9% in 2007, and Voelkel, the company that produces
BioLimo accounts for 41.3% of the market (BioVista, 2007). The organic market is
highly competitive, with the major players mentioned previously and a wave of small

start-up companies. The in-depth analysis of competitors can be found in section 2.2.
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Bio lemonade share in bio stores (2007)

mBionade  mVoelkel (BiozZisch, Biolimo, Biococktail) Others

Figure 2-3: Market share of bio lemonade in bio stores of Germany in 2007

Source: Own representation (BioVista, 2007)

2.1.2 Market Trends

The consumption traits shift towards increasing health and sustainability awareness.
Many consumers have adopted the ‘Lifestyle of Health and Sustainability’ (LOHAS),
and this market will continue to grow (Elopak, 2010). Consumers demand drinks with
less sugar, no artificial additives, and produced from natural sources. Consumption of
carbonated soft drinks containing High-fructose corn syrup (HFCS) is directly related
to health problems such as obesity and diabetes, which is a primary reason for their
declining sales in the developed markets (Business Insights, 2010). Soft drinks
manufacturers are therefore required to add low calorie sweeteners such as stevia
and fortify their products with vitamins and minerals to position them as ‘good-for-
health’. Food authorities and consumer groups are largely discarding food and drinks
containing artificial additives and instead demanding ‘all natural’ products. Atrtificial
ingredients such as aspartame may cause certain types of cancer while some
permitted artificial colors are associated with hyperactivity and diseases such as
ADHD among children. There is also a long term decline in alcohol consumption
(Business Monitor International , 2010). Senior consumers tend to minimize their
alcohol intake, the middle-aged segment of traditional beer drinkers diminished, and

younger consumer groups were on the lookout for healthy alternatives.

Increasing health and wellness concerns have moved functional foods and drinks
from a niche segment to mainstream products. The compound annual growth rate
(CAGR) of the global functional drinks from 2003 to 2008 was 8% (Zenith

6
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International, 2009). Naturalness, functional benefits, and indulgence are the
emerging trends in new product development and will continue to be a key driver of
formulation launches (Business Insights, 2010). Sustainability and ethical concerns
also affect requirements for packaging materials. There is an increasing regulatory
pressure concerning return of the bottles, recycling, and using biodegradable
materials (Business Insights, 2010).

2.1.3 Key success Factors

e Healthy and functional benefits continue to be the crucial factors determining
consumption decisions. Qualities such as all-natural, low-calories, sugar-free,
and functional benefits all help grow sales (Mintel International, 2010).

e Flavor is very essential. Health conscious customers will not buy the product if
it does not taste good (New Zealand Trade and Enterprise, 2008).

e The healthy products need to be packaged in a trendy and ‘cool’ way, and be
as sustainable as possible. Packaging and label design are important in
attracting the customer to try the product for the first time and they contribute
to the total customer satisfaction with the product.

e Distribution channels are also of high importance. Selecting and gaining
access to the right distribution channels that are effective in reaching the
target customers means higher sales and profits. The options for places to sell
the products include organic shops, supermarkets, discounters, bars and
restaurants. Organic food is sold through all distribution channels in Germany -
in conventional supermarkets and discounters as well as in a rapidly
increasing number of organic supermarkets. About half of these are organized
in chains, the other half are still independently owned (New Zealand Trade
and Enterprise, 2008). More information regarding the distribution channels
can be found in section 4.2.1.

2.1.4 Summary

Organic lemonade in Germany has the market size of around 60 Million Euro. It is
part of the fastest growing segment of non-alcoholic drink, the ,new segment’, with
the growth rate of 35%. The competitiveness in the market is high with the
dominance of some key players and waves of small companies. The major players in
health food stores are Bionade (43.9% market share) and Voelkel (41.3% market
share). The market trend shows rising health and sustainability awareness. The key
success factors are flavor, health and functional benefits, trendy and sustainable
packaging, and right distribution channels.
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2.2 Market Potential

To calculate the market potential (MP), we have to define the number of customer
(N), the price (P) and the yearly quantity consumed per point of sale (Q). The market
potential can then be calculated using the following formula:

/2=0-2-3

The following numbers used in the calculation are derived from our analysis and

assumptions that are explained in Chapter 4 Marketing Mix.
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2.3 Competitive Analysis

2.3.1 Definition of Competition

The goal of this chapter is to obtain a detailed description and definition of
competitive products and companies. Due to the fact, that brewed lemonades are
rather new to the market, there is not a clear segment, nor are there many products
like e.g. Bionade (regarding the production-process). Therefore, the term competitor
has to be defined specifically in regards to the Novel-Lemonade.

In this report, different criteria of the products themselves and of the companies
behind each product where used to gain knowledge about competing drinks. This is a
very theoretical approach, only taking numerical facts into account. But another very
important aspect is the customer perception of the Novel-Lemonade in comparison to
other products, because it is subjective. Therefore a detailed survey about the
perceived images and properties of competitors has to be made.

2.3.2 Competitive Products

The Pioneer in the segment of bio-lemonades is Bionade. Referring to the European
Patent Office, the production process of Bionade has the international patent WO
95/22911 (European patent office EP000000748168B1%; German patent office
DE000004406087C1%), naming the end product of this process “alcohol-free
refreshing drink”. Terms like “Lemonade” or “Bio-Lemonade” are not mentioned at all.
Henning Alberts, working in the marketing department of Bionade, states:

“...Bionade is competing with all products in the non-alcoholic beverages market...”
(Alberts, 2010)

This underlines the vague differentiation between products in the non-alcoholic
beverages segment.

For this approach a table was created collection as much information as possible

from drinks on the market (see Figure 7-1 in the appendix). The chosen products are

! (Leipold, 1990)
? (Leipold, 1990)
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mainly lemonades, malt beers® and bio-lemonades. The product criteria, collected in
the table, are the following:

e Available flavors

e Price per liter

e Bio certification (yes or no)

e Caloric value per 100ml

e Contained vitamins, minerals, aromas and colorant
e Year of market introduction

e Juice content

e Carbonization (yes or no)

e Production process (brewed lemonade or mixture)

Using this table as a basis, the competition for our product was derived. (For details
see the Chapter 2.3.4.)

Properties of the drink

From the customers perspective it does not matter how the product is produced in
first line, because the process is not adding any customer value, as long as major
product requirements of the specific customer are met. If the drink has e.g. a BIO
certification it does not make a difference if it is a fermented drink or a mixture (there
might be a difference in the taste, but this is a subjective criteria depending on the

individual customer).

2.3.3 Competitive Companies
Size

Another way to figure out possible competitors is to look closer at the companies
instead of just at their products. In this approach the focus would be the size of the
company; is the investigated company a big global player or also just a small, maybe
even a start-up company? In consideration of no artificial flavors and conservatives,
the product “The Spirit of Georgia” is going slightly into the same direction as the
Novel-Lemonade, but already due to the fact that it is a Coca Cola product, it makes
no sense to include such a lemonade to the competitors.

% Malt beers have been considered because the taste of the Novel-Lemonade has a slight
malty scent.

10
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Sales area

Another important aspect is the sales area. Competitors can be lemonades that are
not exactly fulfilling the same ideologies regarding biological ingredients, but focusing
on the same sales area. An example for this is Aloha, which is calling itself a
“Surfsoda”. But it is also a small company distributing its products mainly in the North
of Germany and so can be seen as a competitor. In contrast to this example there
are some other lemonades having the same attributes but being distributed in other
parts of Germany and therefore targeting another sales area, which is why they are
not considered being a real competitor.

2.3.4 Selection Process

Taking all the perspectives mentioned before into account, we come to a selection of
competitors. For further examination of these potential competitors, it is necessary to
derive indices that would group the selected products and indicate where in
comparison the Novel-Lemonade is positioned.

In the search of indices, we focus on the aspects, which are important concerning a
bio-lemonade, the taste and the healthiness. In general, taste is the most important
selling feature for lemonades, but it is often a very subjective perception. Because of
this reason we developed a taste index based on three rough taste categories. The
first one is called “Lemonade”, which implies a really sweet, fruity and sour taste, the
second category is “Fermented”, which means the customer experience a moderate
sweetness combined with a slight bitterness and tea taste, and the third taste
category is “Malt drink”, which is associated with a strong malt taste and moderate

bitterness.

The Healthiness index consists of the indicators Bio certification, calories, added
sugar, vitamins and minerals. By means of a point system the indicators receive
different weights, which are derived from assumptions the customer would perceive
as more important concerning healthiness. Products get two points whenever they
have a Bio certification. As a boundary the average caloric value of the three market
leaders in the segment of non-alcoholic beverages (Coca-Cola, Fanta and Sprite) is
used, which is 40kcal per 100ml(Coca-Cola GmbH, 2010). Consequently, a product
which contains 40kcal and more gets no points, between 39kcal and 28kcal one point

and under 28kcal two points. The other three indicators are weighted less. Products

11
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with additional added sugar receive no points, with fruit sugar half a point and with no
added sugar one point. For the indicators vitamins and minerals, the point structure
follows the same pattern. Whenever there is no significant amount indicated, the
product gets no points (We acknowledge an amount as significant as soon as the
company is actively advertising with it.). Indicated moderate amounts of minerals or
vitamins lead to half of a point and for significant amounts the product receives a full
point.

Table 2-1: Summary of criteria used for the calculation of the “Healthiness value”

Criteria Points
Yes

No

40kcal = X

Calorific value | 40kcal > X >28kcal

X = 28kcal

No sugar

Added sugar | Natural sugar

Artificial sugar

Significant amount
Vitamins Contains vitamins

Does not contain vitamins
Significant amount

Contains minerals

Does not contain
minerals

BIO certificate

()]

Minerals

o |o|r|o|o|r|o|o|r|o|r|Nv|o|k

Source: Own representation

Additionally, we took the average selling price into account, which is represented by
the size of the circle around the product.

All products from the data base were evaluated by these criteria (healthiness value,
price and taste). Taking the aspects of company size and sales into account, the
portfolio of the main competitors can be derived, see Figure 2-3.

12
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Classic Lemonades
Bio-Lemonades

Malt beers and

]
|
|
|
|
|
|
|
:
drinks :
|
|
|

Size represents price

MNovel
lemonade

Healthiness

Taste

Lemonade Fermented Malf drink

Figure 2-3: Portfolio of main competitors

Source: Own representation

It should be noted that the malt drinks AktivMalz and Vitamalz are not considered as
direct competitors. We took them into account because of the strong malt taste of the
Novel-Lemonade and for a better visualization of positioning this taste. Both drinks
are examples of a pure malt taste whereby AktivMalz also possess a Bio certificate
and both drinks contain vitamins and minerals. They indicate the border from the
taste of fermented lemonades and malt drinks. The Novel-Lemonade is situated

closer to this border than the other bio-lemonades.

As direct competitors, we identified the products Bionade, BioLimo and Now. Aloha
can be seen as a competitor because of the before mentioned reason regarding size
of the company and sales area. However, Aloha is considered as a wider competitor
because the lemonade has no biological aspects and additional vitamins or minerals,
which is leading to a Healthiness Index of just 1.

Concerning the taste of the three direct competitors Now is the sweetest and most
“normal” lemonade. Bionade as the only other fermented lemonade has the most tea
flavor and less sweetness, so it comes closest to the taste of the Novel-Lemonade.
BioLimo with its moderate sweetness is situated in the middle between both bio-

lemonades.

13
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The calculation of the Healthiness index for the three products shows that they are all
quite close together. All of them have a Bio certificate and indicate a moderate
amount of vitamins or minerals. “Now” with a healthiness value of 3.5 points has the
lowest index because of a medium high calorie amount. While Bionade with an index
of 4.5 points has the lowest amount of calories, BioLimo reaches a Healthiness Index
of 5 points due to its use of fruit sugar. The Novel-Lemonade achieves the highest
healthiness value with 6 points. This amount is reached by the estimations that the
product gets a Bio certification, has comparable calories as Bionade, contains
completely no added sugar and is rich in vitamin B12.

This analysis shows that the Novel-Lemonade would slightly outstand concerning the
healthiness in comparison to the three direct competitors, which are the most sold
bio-lemonades in the bio stores.

Direct Competitors

e Bionade
e [biolimo]
e Now

Wider Competitors

e Aloha
e Vitamalz
e Aktivmalz

2.3.5 Further Competitors

Additional to the before mentioned competitors, there is a trend of small start-up
companies in the beverage market which try to initiate social consume. Their goal is
to combine biological ingredients, fair trade and charity. An example for this trend is
LemonAid. Founded in 2008 by two entrepreneurs from Hamburg, LemonAid is
selling nowadays around 50.000 bottles per month. Sugar and lime juice are
imported from fair-trade cooperatives in developing countries. With the future return,
the company also wants to support projects in these countries. It might be the
beginning of a long-term trend. Being socially committed and not just a bio product
could be a competitive advantage. Until today this trend has not provided a
comparable product to Novel-Lemonade, concerning healthiness and the

fermentation process, but the beverage market is fast moving and there might be a

14
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new competitor in the future who is more similar to it. In this regard, there are
reasons to consider the fair trade and charity aspects into the product concept to stay

competitive (Frommberg, 2010).

The selected companies (from the direct and the wider competition) only represent
the established players that already have a well-known brand name, developed
company structures and networks. Thereby, they have a significant advantage in
respect to market strength. It has to be pointed out though, that a wave of young
start-ups is flooding the non-alcoholic beverages market, with a variety of different
products (Reifmann, 2010) (Trentmann, 2010). They are mostly operating in their
direct regional surroundings, have small market shares and no national-wide known
brand name. Additionally, the majority of those drinks aims for customers of “classic”
lemonades and are not trying to enter the healthiness-oriented segment. This is why
none of them is chosen as competitor. Still the danger of many new small start-ups
has to be pointed out, because the customer is flooded with new drinks in bars and
the shelves of supermarkets, which makes a clear diversification even more

important.
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2.4 Target Customer Analysis

Based on the analysis of the product and its position in terms of competitiveness in
the market, the customer that would likely purchase the product is analyzed. As a
Hamburg based start-up business, it makes sense to target customers who are
located primarily in the city of Hamburg and in a future step in some other big cities in
Germany.

2.4.1 Main Target Group: Vegetarians, Vegans, and LOHAS (aged above 25)

Having a product with outstanding healthiness characteristics and the vitamin B12
feature, the first obvious target customer would be vegetarians and vegans. It is
estimated that there are around 7.3 million vegetarians in Germany (Institut Produkt
und Markt, 2009) or around 9% of the total population. Vegetarians and vegans come
from all age, income, education and geographical boundaries. A typical characteristic
of them is that they can be loyal, enthusiastic customers who generate word-of-

mouth recommendations to other vegetarians and vegans.

When selecting vegetarian foods, consumers consider availability, taste, convenience
and price. In a study of 20,000 households by the Soyfoods Association of America,
taste was the primary consideration while purchasing, with cost ranking the second
and fat content the third. Vegetarians and vegans are usually having a strong
relationship to each other and establish communities. In Germany, the
Vegetarierbund Deutschland (VEBU) is the main organization for vegetarians and

vegans.

There is a strong consumer movement focused on health, environment, personal
development, social responsibility and sustainable living. This target group is called
LOHAS (Lifestyle of Health and Sustainability). In the German market, the number of
LOHAS consumer has reached 28% of the population in 2008 (Elopak, 2010) and
this number is expected to continue to rise in the future. Therefore this group is the
ideal target customer, apart from vegetarians and vegans, who have a special benefit
of the B12 feature due to their diet.

While current LOHAS consumers are usually slightly older, aged 40+ with family,
there is a strong indication that younger people are getting into this new lifestyle.
Angela Kuhnert from Bionade stated that “while the buyers of traditional soft drinks
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are between 14 to 35 years old, Bionade’s buyers are between two to above 90
years old” (BioHandel, 2007). The chart shown below from Axel Springer AG on the
lemonade buyers in Germany also indicates that there are a significant number of
buyers in the age region of above 20. Therefore, we recommend having customers
aged above 25, which also includes the LOHAS group, as our main target customer

group.

Lemonade Buyers
10,36

i I I I I - -

14-19 20-29 30-39 40-49 50-59  60-69 >70

People (mio)

Age Group

Figure 2-4: Age distribution of lemonade buyers in Germany

Source: (Axel Springer AG, 2010)

LOHAS customers are usually educated, live in urban areas, have a strong belief in
the value of brands, are middle to upper class, and have a higher than average
disposable income. They want to do something good and have good things in life,
and are willing to pay more to do so. They value quality and pleasure and they have
a preference for branded products. Therefore, they would go to small and specialized
health-food shops to find their preferred product, if the big supermarkets and retailers
do not provide the product. These customers are also more often women than men in

all income groups.

For food and beverage products, LOHAS consumers are willing to pay higher prices
for premium products. They want healthy and quality products. They have strong
loyalty to locally grown products, because of the lower CO, emissions and food
miles. Generally, they believe that locally grown and produced products are healthier
and support both environmental and social responsibility issues. This supports our
previous recommendation to target customers located in the city of Hamburg. Steve
French from NMI, a US market research company, stated that “The food and
beverage market is already partially evident when it comes to the LOHAS concept.
Whereas 10 years ago consumers simply picked a brand, now their behavior follows
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a pre-and post consumption pattern, such as where is the product from, what are the
ingredients, where are they from, how can they recycle the packaging, etc. This has
opened up opportunities to answer these questions through their product and
packaging.” (Elopak, 2010)

However, the significance of younger customer in lemonade market cannot be
neglected. Therefore, in the next section we will provide explanations on our

secondary target customer: customers aged below 25.

2.4.2 Secondary Target Group: Young Customers (aged below 25)

As stated before, Bionade as our main competitor states, that their target customers
are aged between two to above 90 years old and there is also a significant number of
young lemonade buyers in the chart provided in the previous section. Therefore, it is
also important to understand these young customers’ buying behavior and
characteristics.

This segment is still relatively small for the bio market, which means that the
customers would normally buy from normal supermarkets and retailers, rather than
going to health-food shops. Despite that, Bionade has proven successfully combining
the “bio” and youthful lifestyle orientation in the brand. One success factor is that
Bionade has managed to attract buyers by its appearance. Successful examples
show that advertising and packaging have features like “tasty”, “trendy” and “simple”
(easy to carry). Brand identities, advertising, packaging and retail outlet design have
an initial impact to develop customer’s curiosity of the product. Good taste, however,
would be the ultimate deciding factor to retain customer’s loyalty of the brand.

A Recent study from BioHandel (2007) stated that almost 78% of young customers
think of taste as the most important buying motive, followed by price (55.1%), and
habit/lifestyle (43.6%). Therefore, if the taste of the product can convince these
young customers, this target group would have a potential market opportunity, even
at a higher price. There is also a changing trend from the basic positive values to the
direction of more organic/bio awareness of young people.
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3 Blind Taste Study

The purpose of this section is to determine what characteristics of the Novel-
Lemonade compel with the general expectations of the future customer; as well as
the areas in which the product needs to be improved in order to meet the customers’
requirements in terms of smell, taste and general satisfaction when drinking the

Novel-Lemonade.

To achieve this purpose, we designed a blind tasting study. This includes the
comparison of the Novel-Lemonade against a selected competitor and, coupled with
a brief questionnaire; provides the most relevant information about the positioning of
the product in the customers preferences when compared to similar alternatives.

The evaluation of the product by the target market has been one of the major
concerns of this project. However, the delay in obtaining the pointed permissions
from the German Health Ministry for a public tasting, the delay in the delivery of
irreplaceable pieces of the brewing equipment and electricity problems during the
brewing process previous to the study, resulted in a very constraint blind tasting

study. Therefore the results are not representative, due to the scarcity of the sample.

3.1 Products

The volume of Novel-lemonade available for tasting was close to 1.8 liters of a sweet

“flavor”. It can be described as natural (no added flavoring) lemonade.

Since the study was designed to compare the Novel-Lemonade against an existing
product in the market, the group decided to benchmark our product against the
market leader within the defined segment, namely Bionade. This selection for the
tasting study also relies on the relative similarity of the products given that they are
both fermented. The herbal flavor of the Bionade Krauter was thought to be

comparable to the expected tea-like flavor of the Novel-Lemonade.
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3.2 Survey

The survey comprehended two general questions, five questions per product and two
open boxes for additional comments from the participants.

There are several purposes the survey was designed to fulfill. In addition to the
information about the product, we yearned for confirmation that the target market
perceived the product the way it was conceived.

The first two questions, age and gender, served the purpose of fairness to the
sample - similar male and female participants - and to identify the preferences of the
sample, age being the distinguishing factor. It is well known that taste preferences
and the sensorial perception change during the different life stages(Mojet, et al.,
2001).

The second group of questions regarded the perception of the different features of
the product as well as the overall experience of the product in the eyes of the
participants. These questions included the perception of the appearance, the primary
(smell) and secondary (flavor) aromas, the acceptance of the taste/feeling and the

balance between the three of the five basic tastes (savory, sweet, sour, bitter and

salty) in the Novel-Lemonade.

Finally, the comment boxes added to the survey were an instrument to acquire as
much information as possible of the tasting experience. It serves to provide a more
detailed explanation of the answers given or as tool to suggest improvements subject
to personal tastes.

3.3 Study

The study was executed within the Technical University Hamburg-Harburg (TUHH).
Personnel from different departments allocated in buildings D and E participated in
the study.

The participants were approached by the team, briefly informed of what was the
purpose of the survey as well as what was demanded from them. To those who
agreed on participating, a printed copy of the questionnaire was provided,
accompanied by two small glasses (20ml) each containing one of the trial products.
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The Novel-Lemonade was always the first product to be evaluated by the participants
in order to avoid influenced patrticipants being misled by other products features and

evade biased comments.

The participants were then asked to read the questionnaire and fill in their responses,
marking the responses from the ones provided that would best fit into the perception
of the different aspects of the drink. Participants were invited to add any further

comments they considered appropriate for the improvement of the product.

3.4 Results

3.5 Summary

Different areas of improvement were identified from exercising the blind tasting study.
There are additional highlights mentioned here that were extracted from the
recommendations provided in the comment boxes in the survey itself (please refer to
appendix Blind Tasting Comments in Table 7-4).

From the results we can settle upon the reduction of the strong malty smell of the
Novel-Lemonade. The impressions provided in the answers to the survey and in the
comment boxes is that the smell is unpleasant and rather misleading, since in few
cases it was associated to honey and the utter taste of the Novel-Lemonade is
completely different form this.

Another clear conclusion is the enhancement of the healthiness quality; this should
be achieved by providing a better balance of the basic tastes in the Novel-Lemonade.
Some participants (24%) perceived the product to be too sweet, even when the
natural sugar content is similar to that found in the benchmark Bionade.
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As a result, the question that arose in this regard is the suitability of sweetness to the
overall taste of the final product. “Would it be suitable to shift the ultimate taste of the
Novel-Lemonade towards a more fruity and refreshing product?” “Would it rather be
shifted towards a more settled and herbal flavor?” These questions must be
answered in the future preferably in collaboration with a food and drink taste
development expert.

Finally, we can deduct from the comments and the answers to the questionnaire, that
the flavor of the Novel-Lemonade should transmit a clear impression. This argument
is supported both on the “cannot tell” answers in the questionnaire, and on the
comments provided as feedback during the tasting study. It is important that the
overall product experience causes a favorable impression in the customers’ sensorial

memory; otherwise, the success of the product might be severely hampered.
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4 Marketing Mix

Considering the findings of market, competitor, target customer analysis and the blind
taste study, the following suggestions for the marketing mix can be derived.

4.1 Product

The branding strategy and characteristics of the lemonade and its packaging greatly
determine consumer total product experience and satisfaction as well as differentiate
the product from the competitors. According to the market analysis, the key criteria
for success are taste, naturalness, healthiness and functional benefits. Our potential
target consumer group belongs to the age over 25 with health and sustainability
consciousness. The following section provides recommendations for the product
based on market trends, target customers analysis and analogies from Innocent Ltd..

4.1.1 Product strategy

“Healthiness and Indulgence” are suggested to be the key elements of the product
positioning and brand strategy. This means to provide healthy and functional
benefits, which are demanded by an increasing number of customers (Eickmeier,
2009) as well as to leave consumers with pleasurable experiences when drinking the
lemonade. It is highly important to ensure that the product and brand are completely

in synchrony for complete consistency.

The competitive features of our lemonade are its naturalness, healthiness, and
functional benefits. The product contains all-natural organic ingredients with no sugar
added in the process. These organic and ‘no added sugar features are
unquestionably appealing to the growing number of health conscious consumers.
Functional benefits from Vitamin B12 attract customers who have a particular need
for it, particularly, vegetarians and vegans. These healthy benefits are the key
competitive advantage that the Novel-Lemonade has over its current competitors.
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The unique selling point of the product, vitamin B12 and naturalness, should be
emphasized in all aspects of branding and marketing strategy, e.g. brand name, label

design, selling places and promotion materials.

Flavor is a crucial factor. The majority of LOHAS customers consider taste as the
most important buying criteria in addition to naturalness and healthiness. They
demand products that have good taste, pleasant smell and provide functional
benefits to their health. The blind tasting results indicate that flavor and smell of the
Novel-Lemonade are an area of improvement. Based on the results, we suggest the
lemonade to be less sweet and malty, and increase fruitiness to make it more
refreshing. The smell has to be less pungent and enhanced with tea flavors. In
addition, it is crucial to keep consistency in the quality of the lemonade, including
consistency in flavor. Product line extensions by introducing new flavors could be

considered later on in order to satisfy customer needs for a greater variety.

Innocent is the UK’s leading smoothie brand that dominates the smoothies market
with a 73% share (Turner, 2008). They create the product from their principle, to
produce ‘natural drinks that taste good and do you good.’ Innocent ensures that there
is a good product at the heart of business, and believe that good reality and brand
image will follow. Before starting their business, they bought £500 worth of fruit,
turned it into smoothies and sold them from a stall at a music festival in London.
People were asked to put their empty bottles in a 'yes' or 'no' bin depending on
whether they thought the three entrepreneurs should quit their jobs to make
smoothies. At the end of the festival, the 'yes' bin was full, with only three cups in the
'no’ bin, so they resigned from their works and started the business (Tryhorn, 2009).
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Innocent also ensures that the product and brand are coherent. The brand is infused
with curiosity, fun and compassion. Innocent has put large effort to distance itself from
the corporate image and instead build a pure and student image as can be seen from
its witty packaging, Fruit towers premises, and grass covered vans. This alternative
image turns out to be an effective marketing ploy in a world increasingly disillusioned

with Americanization and corporate power.
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Sustainability is Innocent’s core brand value. As the company continues to reassess
its carbon footprint, its ultimate aims are to become not an FMCG but an FMSG, with
the S standing for ‘Sustainable’. Innocent’s ‘Sustainability Squad’ is built around the
principle to procure ethically, reduce and offset carbon emissions, recycle and give
something back through charitable giving. Its fruit suppliers have to meet minimum
International Labor Organization standards and premium rates are paid to Rainforest
Alliance-accredited or local farms. Electricity comes from green renewable sources.
Fleet vehicles are powered either by bio fuels, LPG or hybrid. CO, emissions are
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measured each month and are offset by 120% to be carbon negative across the
business (Growingbusiness, 2007). It also recently introduced bottles that are 100%
recyclable.

4.1.2 Packaging

There are many important decisions to make concerning the bottle: reusability,
material, size, shape and bottle cap. These decisions are strategic, since it is not
possible to change the type of bottle that is used overnight; mainly, because there is
much capital tied up in the bottles and the cases. Also, the decision about the bottle

characteristics affects the feasible distribution channels.

First of all it needs to be decided if the bottle should be one-way or reusable. This
decision affects the shape and the material of the bottle. Furthermore, Germany has
very strict regulations (Verpackungsverordnung, 2010) about bottle deposit. Since the
lemonade is carbonated it must be sold in a returnable bottle, regardless of whether it
is sold in a glass or plastic bottle and whether it is a one-way or reusable bottle.

There is a trend that beverages are increasingly sold in one-way plastic bottles.
Almost 90% of the sold drinks for home use are filled in these bottles nowadays®.
Nevertheless for organic lemonades with LOHAS, vegetarians and vegans as a
target group, the drinks should be filled in reusable glass bottles. On the one hand it
actually is more environmentally friendly and, on the other hand, it shows that the
company cares for issues like these which are also important for the target group.
Furthermore, in restaurants and bars it is the only way to sell drinks. Another
important fact that supports the decision to use a glass bottle is the extended shelf-
life (time of permanency) in comparison to plastic bottles which are not 100% airtight.

* Statistic of WAFG, which is not available for the public
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The lemonade, especially placed in health-food shops, might not be a fast moving
product, is dependent on a preferably long time of permanency. A collection of more
reasons that support the use of a glass bottle can be found here (Leonhardt, et al.,
2010).

For the sales in restaurants, bars and clubs the 0.33L bottle is the most common
size. If sold in shops and stores, 0.5L bottles are more favorable to some customers

and should be provided as well.

Reusable glass bottles are available in a huge variety of shapes on the German
beverage market. It would be desirable to have a “designer bottle” to show the
uniqueness of the product, but it is much more cost-efficient to select the standard
bottle. It is easier for logistic purposes and for finding a bottler who is capable of filling
the bottles. The glass will be transparent so that the lemonade is shown it its natural
color. The 0.33L bottle usually is a longneck bottle and comes with a crown cap. For
the 0.5L bottle a screw cap is more convenient.

To point out the importance of this decision some interesting financial figures are
given. (Lubbermann, 2011)

= Cost of the cheapest standard bottle case: ca. 3.00€
Deposit for a bottle case in the store: 1.50€

= Cost of the cheapest standard bottle: ca. 0.12€
Deposit for a bottle: 0.08€

This means that with every case of lemonade sold, the company is losing money at
first. A huge investment is necessary in the beginning to buy cases and bottles. That
is the reason why by all means standard bottles and cases should be used.

There are two ways to reduce the financial loss. Including a bigger margin for the
company or increasing the deposit for the bottles. The 0.08€ deposit per bottle is the
legal minimum but it can be increased by the company, e.g. to 0.15€ per bottle. This
would be an alternative to avoid a higher selling price for the customer.

Finally, the label for the bottle has to be defined. It should be a standard label
concerning size and material. Every other option would be too expensive and also

not usable in some bottling facilities. There are many regulations that have to be
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followed to comply with legal issues. Detailed information about batch number and
ingredients has to be on the label and there are many formalities like font size that
have to be considered. We strongly recommend seeking the advice of an expert in
order to cope with those issues. The image and unique selling point of the product
should be expressed on the label. This includes mentioning and graphically
emphasizing the ‘vitamin B12’, ‘no added sugar’ and the “Bio label’. The nutritional
facts should also show amount of vitamin B12, natural sugar in addition to standard

information.

To use this label, manufacturers need to be annually certified

by one of the registered certification agencies. At least 95%
of the agricultural ingredients contained in processed
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products must come from organic production (Bio-Siegel
Information Centre, 2006). The remaining ingredients of
agricultural origin must be listed in Annex VI Part C of the EU
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Regulation on Organic Farming. The list of ingredients has to be printed on the
label. The certification costs depend on the produced amount of lemonade. For the
first year, it will probably be beyond a certain limitation and cost 300€ flat rate
(Lubbermann, 2011).

The criteria to qualify for the Bio label are not very high and, past industry
experiences show that it is generously issued by the certification agencies, which
means that the actual value of this label should not be overestimated. The
consumers mostly do not know about this fact and trust the label (EARSANDEYES
GmbH, 2006 p. 27) though, which is why we definitely recommend using the Bio
label. There is a great variety of organic labels with different requirements. A
summary and a list of certification agencies can be found in the article by Richter
(2005 p. 7 ff.).

4.1.3 Summary

Healthiness and indulgence are recommended as key features for product
positioning and branding. Healthiness and functional benefits are the competitive
features of our product; therefore, they should be emphasized in all aspects of brand
strategy. Flavor is one of the most important buying criteria that largely determine
consumer experience with the product. Based on the tasting results, we suggest the
product to be less sweet and malty in taste, fruitier and less pungent in smell, and
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enhanced with flavors. The bottle should be a standard glass bottle having the sizes
of 0.33L and 0.5L. We also suggest using a standard label in term of size and
material, which should graphically express the brand image and the unique selling
point of the product, including Bio label and mentioning of the vitamin B12 content.
With regards to batch number, ingredients, and other formalities, consulting an expert

is recommended.

4.2 Place

This chapter includes several explanations about possible points of sale and the
distribution channels that should be targeted. Furthermore, the sales area has to be
defined given its close connection to the decision about the location of production.

4.2.1 Beverage distribution in Germany

In order to propose the suitable points of sale, it is necessary to take a closer look at
the whole distribution system of beverages in Germany. The customers can buy
drinks in discounters, supermarkets, beverage markets, kiosks and, of course, for
immediate consumption in bars, restaurants, clubs, etc. Especially organic

lemonades are also available in health-food shops and wholefood supermarkets.

From the perspective of the manufacturer those points of sale are not necessarily the
ultimate customers. Usually, beverage sales are organized in multi-level distribution
systems, with slight differences depending on the final point of sale. In most cases
the manufacturer sells the beverages to a wholesaler. If the beverage is sold in a
restaurant, bar or club, there is usually one more level in between, a local trader. If
not, the wholesaler mostly sells directly to the supermarket or beverage market. It
depends on the received bulk and on the size of the customer whether a local trader

is required or not.
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Figure 4-1: Beverage distribution in Germany

Source: Own representation

Of course, the manufacturer can sell directly to the mentioned points of sale. For that
he needs his own logistical network to be able to supply the customers which some
companies actually do. However, this is not a realistic scenario for a start-up
company. The investment in logistics infrastructure (storage facilities, truck fleet, etc.)
would be too high and can be managed much more efficiently by industry experts. So
the existing infrastructure should be used even if it includes a margin for the
wholesaler and for a possible local trader. Only in the very early stage of the start-up
it might be necessary to supply the first customers yourself to get the project started.

Although the actual sales are generated through the described multi-level distribution
network, the company still has to take decisions about the points of sale. Since the
product is not established and well-known, a demand has to be created in order to be
met by the distribution partners. They will not actively “push” the product into the

stores and bars, etc. They act purely as logistics companies.

4.2.2 Points of sale

In the following section, we take a look at the different points of sale and give

propositions whether it makes sense to use them. To give a complete overview,
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