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52-Week Range: 
 

 $7.60-$4.96 
 

Shares O/S: 
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Market Cap: 
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 200-Day  13,700 

   

   

                  Source: www.bigcharts.com 

 

PROFILE: Specialty coffee café franchisor and retailer, 

formerly known as Second Cup Income Fund.  Reorganized as a corporation in January 2011.  

 

THIRD-QUARTER RESULTS; DIVIDEND CUT 
 

The Second Cup Ltd. reported results for the third quarter and nine months ended September 29, 2012, and 

declared a quarterly dividend of $0.085 per share.  The dividend has been cut from the $0.15 per share paid 

over the past five quarters, to allow the Company to finance a new strategy designed to strengthen the Second 

Cup brand and improve the profitability and viability of its franchise partners in the increasingly competitive 

marketplace. 

 

COMMENT: The Q3/2012 results were affected by competitive industry conditions; however, we 

believe that management is taking steps to strengthen its brand.  We, along with other investors, were 

somewhat surprised at the Company’s decision to reduce the quarterly dividend to provide additional 

funding for research and innovations.  This led to an approximate 20% decline in the stock price and 

jump in trading volume in the three days following the earnings release and dividend announcement.  

While the current indicated rate is well below the above-average yield the stock provided prior to the 

cut, at the current price the stock still provides a relatively attractive 6.61% yield. 

 

A. Q3/2012 Results 
 

Sales by system cafes of $46.4 million in Q3/2012 were virtually unchanged from those of the 

corresponding period of 2011.  This was achieved despite having one fewer cafe and experiencing a 2.8% 

decline in same-cafe-sales growth in Q3/2012. 
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Total revenue rose 3.9% in the quarter to $6.4 million, as a 64.7% increase in sale of goods to $1.2 

million more than offset declines of 5.6% and 2.2% in royalty revenue and service revenue respectively. 

The increase in revenue from sale of goods was mainly due to an increase in the number of Company-

operated cafes from eight to ten. 

 

Net income in the quarter fell approximately 55% to $0.7 million or $0.08 per share, from $0.17 per 

share, primarily as a result of an increase in operating expenses. These included a $0.5 million increase in 

occupancy and lease costs, for a variety of reasons.  Other cost increases included $0.1 million each for 

(a) inventory markdown; (b) an increase in allowance for doubtful accounts; and (c) higher research and 

innovation costs. 

 

In order to increase its investment in new growth initiatives and strengthen the Second Cup brand, the 

Directors approved a reduction in the quarterly dividend from $0.15 per share to $0.085, effective with 

the dividend payable November 30, 2012. 
 

Table 1: The Second Cup Ltd. Q3/2012 versus Q3/2011 

 

 
                              Source: The Fund and eResearch 
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B. 9M/2012 Results 
 

For the first nine months of 2012, system sales increased 1.2% to $140.9 million, despite a decline in the 

number of cafes to 358 from 359 and a 1.2% drop in same-café-sales growth. 

 

Total revenue increased 5.2% to $18.6 million, as a 3.3% decline in royalty revenue was more than offset 

by a 58% gain in sale of goods and a 3.7% increase in service revenue.  The gain in sale of goods was 

mainly due to the increase in Company-operated cafes from eight to ten.  The higher service revenue 

resulted from an increase in product licensing revenue, purchasing coordination fees, and other fees. 

 

Net income in the nine months declined approximately 77% to $0.26 per share from $1.11 in the 

corresponding period of 2011.  The decline was largely the result of the Company incurring a tax expense 

of $1.7 million in the latest period compared with a tax recovery of $5.2 million in the 2011 period.  The 

decline in net income in the latest period also reflected the impact of a $1.2 million increase in operating 

expenses.  This resulted from various lease-related costs together with greater research and innovation 

costs, increased amortization expense, and an inventory markdown. 

 

Second Cup has entered into a new partnership with Kraft Canada to produce, market, and sell Second 

Cup coffees using the TASSIMO T-Disc beverage system.  They will be sold in cafes and select grocery 

chains. 
 

Table 2: The Second Cup Ltd. 9M/2012 versus 9M/2011 
 

 
                                Source: The Fund and eResearch 
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C. Same-Store-Sales 
 

The following chart illustrates the percentage changes in same-store-sales for Q4/2010 through Q3/2012. 
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D. Quarterly Trend 
 

The table below shows the quarterly trend in selected financial items for the past eight quarters. 

 

Table 3: The Second Cup Ltd. Quarterly Results Q4/2010 to Q3/2012 

 

 
Source: The Fund and eResearch 
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E. Historical Results 
 
The table below shows selected financial results for the past five years and trailing twelve months (TTM) to 

September 2012. 

 

Table 4: The Second Cup Ltd. Abbreviated Historical Financial Results 

 

 
Source: The Fund and eResearch 
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eResearch Analysts on this Report:  

Bill Campbell, B. Comm.; and Bob Weir, B.Sc., B.Comm, CFA 
 
Analyst Affirmation: I, Bill Campbell, and I, Bob Weir, hereby state that, at the time of issuance of this 

research report, I do not own, directly or indirectly, any shares of The Second Cup Ltd. 

 

 

NOTE: eResearch published a StockPotentials Report on The Second Cup Ltd. on September 12, 2012.  This 

reports and reports on other companies are available FREE on our website at www.eresearch.ca. You must 

REGISTER to access these reports. 

 

 

eResearch Corporation 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. 

Our various research packages allow corporate management to choose the form of research coverage that best 

meets their company’s needs. 

 

We are a primary source for professional investment research, focused primarily on small- and mid-cap 

companies. Our research and analysis is of institutional quality, and has the potential to reach millions of 

global investors through our extensive electronic distribution network. 

 

 

StockPotentials Reports 
 

The eResearch StockPotentials reports are written on companies that eResearch believes have interesting 

prospects, are smaller in size and, therefore, have little or no following on the Street, and which would benefit 

from the exposure that eResearch can provide through the dissemination of the reports via our extensive 

electronic distribution network.  

 

eResearch wrote this report from publicly-available information, and management was not contacted to verify 

any of the facts or statements contained herein. Neither a Target Price nor a Recommendation concerning the 

shares of the Company is provided in this report. 

 

eResearch does not receive a fee from the subject companies for the preparation and publication of 

StockPotentials reports, and The Second Cup Ltd. did not pay eResearch a fee for the preparation and 

publication of this report. 

 

 

eResearch Intellectual Property 

 
No representations, express or implied, are made by eResearch as to the accuracy, completeness or correctness 

of its research. Opinions and estimates expressed in its research represent eResearch’s judgment as of the date 

of its reports, are subject to change without notice, and are provided in good faith and without legal 

responsibility. Its research is not an offer to sell or a solicitation to buy any securities. The securities discussed 

may not be eligible for sale in all jurisdictions. Neither eResearch nor any person employed by eResearch 

accepts any liability whatsoever for any direct or indirect loss resulting from any use of its research or the 

information it contains. This report may not be reproduced, distributed, or published without the express 

permission of eResearch. 

 

http://www.eresearch.ca/

