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Some of the matters discussed under the captions"Risk Factors," "Management's Discussion and Analysis of Financial Condition and Results
of Operations," "Business' and elsewhere in this report include forward-looking statements. We have based these forward-looking statements
on our current expectations and assumptions about future events, including, among other things:

. Implementing our business strategy;

. Attracting and retaining new customers,

. Obtaining and expanding our market presence in new geographic regions;
. The availability of high quality Arabica coffee beans;

. Consumers tastes and preferences; and

. Competition in our market.

In some cases, you can identify forward-looking statements by terminology such as "may,” "will," "should,” "could,” "predict," "potential ,"
"continue," "expect,” "anticipate,” "future,” "intend,” "plan," "believe," "estimate" and similar expressions (or the negative of such
expressions). These statements are based on our current beliefs, expectations and assumptions and are subject to a number of risks and
uncertainties. Actual results, levelsof activity, performance, achievementsand events may vary significantly from thoseimplied by the
forward-looking statements. A description of risksthat could cause our results to vary appears under the caption "Risk Factors' and elsewhere
inthis report.

PART |
Item 1. Business
Overview

Peet's Coffee & Tea, Inc. ("Peet's’ or the "Company") is a specialty coffee roaster and marketer of branded fresh roasted whole bean coffee
sold under strict freshness standards. We sell our fresh roasted coffee, hand selected tea and related items in several distribution channels
including specialty grocery and gourmet food stores, online and mail order, officesand restaurant accounts and 59 company-owned stores in
four states.

We started as Starbuck's Coffee Company, a Washington corporation, in 1971. By the 1980s, we owned and operated several retail stores and a
coffeeroasting plant in Seattle. In 1984, wepurchased Peet's Coffee and Tea, Inc., the successor to Alfred Peet's business, from Sal Bonavita
who purchased the business from Alfred Peet in 1979. To consolidate our operations in the San Francisco Bay Area, we sold our Seattle-based
assets, including the Starbuck's brand, theroasting plant and severa retail stores, to Il Giornale Coffee Company in 1987 and shifted our focus
to Peet's Coffee & Tea.

Over the past fiveyears, we have begun to reposition Peet'sfrom aregional retailer that operates its own outlets into a national coffee brand
available through select channels of distribution.

Competitive Positioning

The whole bean specialty coffee category can be characterized as highly fragmented. Our primary competitors in whole bean specialty coffee
sales include Gevalia, Green Mountain, Illy Caffe, Millstone, Seattle's Best and Starbucks. There arean estimated 500 smaller and regional
brands that also compete in thiscategory. In addition, we compete indirectly against all other coffee brands on the market. A number of
nationwide coffee marketers, such asKraft Foods, Procter & Gamble and Nestle, are distributing premium coffee brands in supermarkets.
These premium coffee brands may serve as substitutes for our whole bean coffee.

Despite competing in afragmented category, specialty coffee brands arebeing established across multiple distribution channels. Severa
competitors are aggressive in obtaining distribution in specialty grocery and
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gourmet food stores, and in officeand restaurant locations. We have only recently begun to penetrate these channels.

We believe that our customers choose among specialty coffee brands based upon quality, convenience, and to a lesser extent, price. Although
consumers may differentiate coffee brands based on freshness (as an element of coffee quality), to our knowledge, few significant competitors
are as focused on product freshness and roast-dating in the sasmemanner asPeet's. It isacommon industry practice to use a"sell by" date for
pre-packaged beans andto monitor roasted bean age in open-air bulk bins. Therefore, the key benefit of freshness and the perishable nature of
coffeeis beinglargely overlooked. We believe that our market sharein the specialty category isbased on asolidly differentiated position built
on our freshness standards and artisan-roasting style. Because of the fragmented nature of the specialty coffee market, we cannot accurately
estimate our market share. However, many of our existing competitors have significantly greater financial, marketing and operating resources
than us.

Our roasted coffee is priced withinarange of $8.95 to $16.95 per pound to the consumer, which we believe is priced at a premium to many
other coffee brands.

Our Coffee
Our Coffee Beans

Only high quality Arabica coffee beans can produce theflavor and richness of Peet's coffee. With our reputation that has been built over 34
years, we have gained access to some of the highest quality green coffee beans from the finest estates and growing regions around the world.
We have built long term relationships with growers and brokers to ensure a steady supply of green coffee beans.

Coffee isan agricultura crop that undergoes price fluctuation and quality differences depending on weather, economic and political conditions
in coffee producing countries. High quality Arabica coffee beans are generally more expensive than Robusta beans. As aresult, in addition to
the above factors, the price, quality and availability of green coffee beans also depend on our relationships with coffee brokers, exporters and
growers.

We generally turn our inventory of green coffee beans two to threetimes per year. Unlike roasted coffee beans, green coffee beans are not
highly perishable. We generally carry approximately $4.3 to $6.3 million worth of green coffee beansin inventory. If Arabica coffee beans
from a region become unavailable or prohibitively expensive, we may be forced to discontinue particular coffee typesand blends or substitute
coffee beans from other regions in our blends. We mitigatethe risks associated by fluctuationsin coffee prices by entering into fixed price
commitments and hedging agreements for a portion of our unroasted coffee requirements.

Coffee Types and Blends

Beyond sourcing and roasting, Peet's has developed a reputation for expert coffee blending. Our blends, such as our Major Dickason's Blend,
are well regarded by our customers for their uniqueness, consistency and special flavor characteristics. Currently, we sell 33 types of coffee as
regular items. Included in thisfigure are approximately 17 blendswith the balance being single origin coffees from countries such as Colombia,
Guatemalaand Kenya. Peet's isalso active in seeking out, roasting and selling unique special lot and one-time coffees. On average, we offer
four to six such coffees every year.

Customersand Marketing
Peet's marketing and distribution strategies are designed to appeal to a customer base that fallswithin one of the most economically favorable
demographic groups in the United States. Based on surveyswe commissioned of our customers, we believe our customerstend to be over 35

yearsin age and well-educated with an average household income of over $50,000 per year. We have aregional skew to our customer base that
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mimicsthe geographic development of the specialty coffeeindustry. Our customersare concentrated on the west and east coasts and in select
metropolitan areasin the central United States.

Tea, Food, Merchandise and Related Items

Peet's offers aline of hand selected wholeleaf and bagged tea. Our quaity standards for tea are very high. We purchasetea directly from
importers and brokers and store and pack the teaat our facility in Emeryville.

We offer alimited line of specialty food items such as jellies, jams and candies. These products are carefully selected for quality and
uniqueness.

Our merchandise program consists of itemssuch as brewing egquipment for coffee andtea, paper filters and brewing accessories and branded
and non- branded cups, saucers, travel mugs and serveware. We do not emphasize these items, and we carry them in retail stores, online and
through mail order as a meansto reinforce our authenticity in coffee and tea.

Intellectual Property

Weregard intellectual property and other proprietary rights as important to our success. We own several trademarks and service marksthat
have been registered with the United States Patent and Trademark Office, including Peet's, Peet's Coffee & Tea, Peets.com, Blend 101, Pride of
the Port, Maduro Blend, Major Dickason'sBlend, SierraDorada Blend and Garuda Blend. We aso have registered trademarks on our stylized
logo. In addition, we have applications pending withthe United States Patent and Trademark Officefor a number of additional marks, including
Top Blend, Gaia Organic Blend, Pumphrey's Blend and Xiao's Blend.

We own registered trademarksfor our name and logo in Canada, Chile, the European Community, Hong Kong, Japan, Singapore and Taiwan.
We have filed additional applications for trademark protection in Argentina, Brazil, Chile, China, the European Community, Hong Kong,
Japan, South Korea, Philippines, Paraguay, Singapore, Thailand and Taiwan. In addition to peets.com and coffee.com, we own several other
domain names relating to coffee, Peet's and our roasting process.

In addition to registered and pending trademarks, we consider the packaging for our coffee beans (consisting of dark brown coloring with
African-style motif and |ettering with a white band running around the lower quarter of the bag) and the design of the interior of our stores
(comprising of dark wood fixtures, classic lighting, granite countertops and understated color) to be strong identifiersof our brand. Although
we consider our packaging and store design to be essential to our brand identity, we have not applied to register these trademarks and trade
dress, andthus cannot rely on thelegal protections afforded by trademark registration.

Our ability to differentiate our brand from those of our competitors depends, in part, on the strength and enforcement of our trademarks. We
must constantly protect against any infringement by competitors. If a competitor infringeson our trademark rights, we may haveto litigate to
protect our rights, in which case, we may incur significant expenses and divert significant attention from our business operations.

Information Systems

The information systems installed at Peet's are used to manage our operations and increase the productivity of our workforce. We have recently
implemented an advanced point-of-sale systemto increase store productivity, provide a higher level of serviceto our customers and maintain
timely information for performance evaluation. Our new registers are touch screen components with full point-of-sale capability. We aso
operate a Peet's debit card systemin all retail stores. These cards carry cash balances and may be usedin lieu of cash at our retail locations. In
addition, over the next few months, we will be installing a new human resource and payroll system.

Our online and mail order system hasbeen customizedto allow usto respond and adapt quickly to customer and marketing demands. We have
installed several new softwaretools to help us analyze customer information.
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Our website is hosted at AboveNet in San Jose, California. All websiteapplications are built on Microsoft ASP with in-house development. We
offer full-functioning e-commerce and our siteisintegrated with our call center for access to orders placed at both locations. Online delivery
confirmation is provided by United Parcel Service and United States Postal Service. Our peets.com site contains several customer-centered
functions such as Express Buy (which stores customer-specific lists of favorite coffee and items), multiple "ship-to" capability onasinglehill to
order and extensive coffee search and product matching. Website and call center systemfunctionality are designed to accommodate the need
for customers to place repeat orders or automatic orders delivered on a pre-set schedule.

We design our websitesto provide fast, easy and effective operation when navigating and shopping on our site. We have dedicated information
technology employeesand marketing staffers to website maintenance, improvement, development and performance.

Employees
Asof March 20, 2001, Peet's employed aworkforce of 1,315 people, approximately 298 of whom are considered full-time employees. None of
the Company'semployees is represented by alabor union. Peet's considersits relationship withits employees to be good. Since 1979, Peet's has

provided full benefits to all employees whowork at least 21 hours per week. We continue to offer competitive benefits packages to attract and
retain valuable employees.

Government Regulation

Our coffee roasting operations and our retail stores are subject to various governmental laws, regulations, and licenses relating to customs,
health and safety, building and land use, and environmental protection. Our roasting facility is subject to stateand local air-quality and
emissions regulation. If we encounter difficulties in obtaining any necessary licenses or complying with these laws and regulations, then:

. The opening of new retail locations could be delayed;

. The operation of existing retail locations or our coffee roasting operations could be interrupted; or

. Our product offerings could be limited.

We believe that we are in compliancein all material respects withall suchlaws and regulationsand that we have obtained all material licenses
that are required for the operation of our business. We arenot aware of any environmental regulationsthat have or that we believe will have a
meaterial adverse effect on our operations.

Item 2. Properties

Peet's headquarters are located in Emeryville, California, where the Company |eases approximately 60,000 sgquare feet of office and production
space, including roasting and direct delivery fulfillment facilities. Our lease expiresin 2005 and we have an option to extend the lease for an
additional ten years.

We operate 59 retail stores in four states. Our retail locations areall company operated in leased facilities. Our store size averages 1,500 square
feet. Our stores aretypically located in urban neighborhoods, suburban shopping centers (usually consisting of grocery, specialty and service
stores) and high-traffic streets.
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The following table liststhe number of retail stores we have in eachlocation as of March 20, 2001

Locati on
Nunber

San Francisco Bay Area, California........... ... ... . .. . ... 3
San Jose, California....... ... .
Sacramento, California........... .. e
Santa Cruz, California....... ... ... .. e
Santa Barbara, California......... ... .. . . e
Greater Los Angeles, California......... ... . .. . ..
Orange County, California.......... ... ... i
San Diego, California....... ... e
Chicago, I11in0is. .. ...
Portland, Oregon. . ... ... ...
Boston, MassacChusSett S. .. ... ..

GNNNEPENRFRPRPNWOWW

Item 3. Legal Proceedings

In theordinary course of our business, we may fromtime to time becomeinvolved in certain legal proceedings. As of the date of this report, we
are not a party to any pending material legal proceedings.

Item 4. Submission of Matters toa Vote of Security Holders

Before theinitia public offering of the Company's Common Stock in January 2001 (the "IPQO"), a specia meeting of shareholders of the
Company was held on October 30, 2000 to consider an amendment to the Company's Restated Articles of Incorporation then in effect to
provide for shareholder action by non- unanimous written consent. 1,761,085 shares out of atotal of 2,257,801 issued and outstanding shares of
Common Stock were represented in person or by proxy at the meeting. 1,761,085 voteswere cast for, 0 votes were cast against or withheld, and
0 abstained with respect to the matter. 309,789 shares out of atotal of 471, 306 issued and outstanding shares of Series A Preferred Stock were
represented in person or by proxy at the meeting. 309,789 votes werecast for, O voteswere cast against or withheld, and 0 abstained with
respect to the matter.

By action by written consent effective November 17, 2000, the Company's shareholders approved (i) the Articles of Amendment to Restated
Articles of Incorporation to effect a two-for-one stock split immediately before the 1PO;

(i) theamendment and restatement of the Company's Restated Articles of Incorporation upon theclosing of the IPO; (iii) the 2000 Equity
Incentive Plan; (iv) the 2000 Employee Stock Purchase Plan; and (v) the 2000 Non- Employee Director Stock Option Plan. The shareholders
also ratified (i) theamendment and restatement of the Company's Restated Bylaws and (i) aform of Indemnification Agreement to be entered
into by the Company with the Company's directors and executive officers. 2,117,126 sharesout of atotal of 2,257,801 issued and outstanding
shares of Common Stock and 276,611 shares out of atotal of 471,306 issued and outstanding shares of SeriesA Preferred Stock consented to
the action.
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PART I
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

Market for the Registrant's Stock

The Company's common stock commenced regular trading onthe NASDAQ National Market System under the symbol "PEET" on January 25,
2001. Prior to such date, there was no public market for the Company's common stock. Asof February 27, 2001, there were approximately
6,800 registered holders of record of the Company's common stock.

We have not declared or paid any dividends on our capital stock since 1990. We expect to retain any future earnings to fund the development
and expansion our business. Therefore, we do not anticipate paying cash dividends on our common stock in the foreseeable future. Our current
credit facility restricts our ability to pay dividends. See "Management's Discussion and Analysis of Financial Condition and Results of

Operations--Liquidity and Capital Resources."
Recent Sales of Unregistered Securities

Since January 2, 2000, we have issued optionsto purchase an aggregate of 280,750 shares of common stock under the 1993 Stock Option Plan,
the 1994 California Stock Option Plan and the 1997 Equity Incentive Plan, of which 2,924 have been exercised at exercise prices ranging from
$6.38 to $10.20 per share.

There were no underwriters employed in connection withany of these issuances. These issuances were deemed exempt from registration under
the SecuritiesAct in reliance on Section 4(2) or Rule 701 promulgated thereunder as transactions pursuant to compensatory benefit plans and
contracts relatingto compensation. The recipients in each such issuance represented their intention to acquire the securities for investment only
and not with aview to or for sale in connection with any distribution thereof and appropriate legends were affixed to the share certificates and
other instruments issued in such transactions. All recipients either received adequate information about Peet's or had access, through
employment or other relationships, to such information.

Use of Proceeds from Sales of Registered Securities

We completed ourinitial public offering in January and February 2001 pursuant to a Registration Statement on Form S-1initialy filed on
October 13, 2000, as subsequently amended (the"Registration Statement") (File No. 333-47597). The managing underwriters of the public
offering were W.R. Hambrecht + Co. and Pacific Growth Equities, Inc. In the offering, wesold an aggregate of 2,682,623 shares of our
common stock for at an price of $8.00 per share.

The aggregate proceeds to us from the offering were$21.5 million. We paid expenses of approximately $3.6 million, of which approximately
$1.4 million represented underwriting discounts and commissions and approximately $2.2 million represented expensesrelated to the offering.
Net proceeds from the offering were $17.9 million. None of the net proceeds had been received as of December 31, 2000. Of the net proceeds,
as of March 20, 2001, approximately $16.0 million had been used for debt reduction. At March 20, 2001, the remainder of the net proceeds was
invested in short-term, interest-bearing, investment grade securities. None of the net proceeds of the initial public offering werepaid directly or
indirectly to any director, officer, general partner of the Company or their associates, persons owning 10% or more of any class of equity
securities of the Company, or an affiliate of the Company. We expect that our use of proceeds fromthe offering will conform to the intended
use of proceeds as described in our initia public offering prospectus dated January 25, 2001, except that we used an additional $6.5 million of
the net proceeds to repay our Term A Loan.

Item 6. Selected Financial Data

The table below shows selected consolidated financial datafor our last five fiscal years. Our fiscal year isbased ona52 or 53 week year and
ends on the Sunday closest to thelast day in December.
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The following selected consolidated financial data should be read in conjunction with our consolidated financial statements and related notes
and "Management's Discussion and Analysis of Financial Condition and Results of Operations' included elsewherein this report.

Selected Consolidated Financial Data
(in thousands, except per share data)

Fi scal Year

1996 1997 1998 1999 2000
St at enent of Operations Data
Total revenues.................... $41, 037 $51,720 $59,787 $69,059 $84, 302
Cost of sales and rel ated
occupancy expenses............... 22,426 27,518 29, 851 33,175 40, 194
Qperating expenses. ............... 11, 247 14, 767 17, 969 21,902 27,776
Mar keti ng and adverti sing
EXPENSES. « vttt 810 2,278 2,176 3,491 6, 069
General and Administrative
EXPENSES. . it 2,522 3,961 5,961 6, 230 6, 651
Depreciation and Anortization
EXPENSES. . o vt 1,790 2,210 2,711 3,404 4,576
;nco;e (loss) from operations..... 2,242 986 1,119 857
964
I nterest expense, net, and other.. 244 396 709 985 1, 907
I ncome (loss) before incone
taxes. ... i 1,998 590 410 (128)
(2,871)
Provi sion (benefit) for incone
taXxes. ... 851 249 242 16
(596)
Net Income (loss)................. $ 1,147 $ 341 $ 168 $ (144
$(2, 275)
Net incone (loss) per share
BasicC......... ... .. . i $ 0.27$ 0.08 $ 0.04 $ (0.03) %
(0.50)
Dluted......................... 0.21 0. 06 0. 03 (0.03)
(0.50)
Shares used in calculation of net
i ncome (loss) per share
BasiC......... ... 4,212 4,348 4, 397 4,489 4,515
Diluted......................... 5, 444 5, 448 5,710 4,489 4,515
Bal ance Sheet Data
Cash and cash equivalent.......... $ 2,156 $ 888 $ 873 $ 1,074 $ 1,598
Working capital ................... 2,230 (2,301) (1,333) (5,486)
(2, 853)
Total assets...................... 22,637 25,724 29, 864 34, 650 39, 613
Current portion of long-term
debt.... ... ... . ... 1,810 3,470 1,701 2,816 2, 037
Long-term debt, |ess current
maturities....................... 4,882 3,412 5,962 7,240 14,544
Series A preferred stock.......... 5,482 4,537 4,537 4,537 4,537
Total shareholders' equity........ 11,173 10, 318 10,791 11,191 9, 167
7
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Item 7. Management's Discussion and Analysis of Financial Condition and Resultsof Operations

Y ou should read the following discussion and analysisin conjunction with our consolidated financial statementsand related notes included
elsewhere in this report. Except for historical information, thediscussion in this report contains certain forward-looking statements that involve
risks and uncertainties.

Company Overview and Industry Outlook

Peet'sis a specialty coffee roaster and marketer of branded fresh roasted whole bean coffee sold through multiple channels of distribution.
Since our founding in 1966, we have established a customer base and brand recognition in the San Francisco Bay Area. In recent years, wehave
begun to expand our brand nationally.

We expect the specialty coffee industry to continue to grow. We believe that this growth will be fueled by continued consumer interest in high
quality coffee and related products.

Our operations are vertically integrated. We purchase Arabica coffee beans from countries around the world, apply our artisan-roasting
techniques and ship fresh coffee daily to customers within 24 hours of roasting. Control of purchasing, roasting, packaging and distribution of
our coffee allows usto maintain our unique freshness proposition and is cost efficient, enhances our margins and maximizes our profit potential.

Our coffee and related items are sold through multiple distribution channels which are considered segments under Statement of Financial
Accounting Standards No. 131, "Disclosures About Segments of an Enterprise and Related Information." These channels are selected in order
to provide broad market exposureto potential purchasers of fresh roasted wholebean coffee. We sell coffee beans and related itemsthrough
three reportable segments. our company- owned retail outlets, online and mail order and specialty sales, which consist of offices, restaurants,
specialty grocery and gourmet food stores.

Weintend to increase sales by focusing on expansion in specialty sales, aswell as through continued growth of our online and mail order
channdl. Although our expansion into new distribution channelsis accelerating, it is disciplined and focused, only penetrating new markets and
channelsthat can support the sale of specialty coffee. We alsointend to open alimited number of new stores in strategic locations that meet our
demographic profile, and explore potential opportunities for franchising and licensing in international markets.

Business Categories

In order to facilitate an understanding of the results of operations for each period presented, we have included a general overview alongwith a
discussion and analysis of business categories within our segment activities.

We measure our business by monitoring the volume and revenue growth of whole bean coffee sales for home, office and restaurant
consumption, as well as coffee beans used for beverage sales at our retail outlets. For fiscal 2000, the sale of whole bean coffee and related
products for home, office and restaurant consumption represented 60% of our total revenue and 79% of all whole bean coffee pounds roasted.
Asaresult, we monitor sales separately through two distinct business categories:

. Whole bean coffee and related products; and

. Beverages and pastries.

We operate our stores and record sales through these two categories. Our stores areprimarily designed to facilitate the sale of wholebean
coffee. The format of our storesreplicates that of a specialty grocer. Beansare scooped from under the counter bins, weighed on counter top

scales and hand packed into branded bags. In addition, each store has a beverage bar that is dedicated to the sale of prepared beverages and
pastries for on-site consumption.
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Our two business categories within a store mature at different rates. When we open a store, the initial salesare primarily beverage related. The
distance a consumer will travel for beveragesis short (usually one to three miles), representing a convenience purchase. Consequently, the
beverage business maturesrapidly. The trade areafor wholebean coffeeis much larger (usually three to five miles), representing destination
shopping.

Consequently, whole bean sales from stores mature more slowly (typically threeto five years). Therefore, sales at newer stores have a much
higher beverage component and shift to a higher wholebean percentage as the store matures. The dynamics of opening many new stores over
the past few years hasresulted in a higher beverage percentage within our total revenue, atrend that should change as stores mature.

The following chart demonstrates category mix for retail store salesin thefiscal year ended December 31, 2000, expressed as a percent of total
store revenue.

Qpen | ess than Open Qpen nore
t han
2 years 2 to 5 year 5 years
Whol e bean coffee, tea, and
related products............... 42. 9% 47. 3% 53. 7%
Beverages and pastries.......... 57. 1% 52. 7% 46. 3%

Resultsof Operations

The following discussion on results of operations should be read in conjunction with "Selected Consolidated Financial Data," the consolidated
financial statements and accompanying notes and the other financial dataincluded elsewhere in this report. Our fiscal year is based ona52 or
53 week year. The fiscal year endson the Sunday closest to the last day of December.

The following table setsforth certain financial data for the periods indicated.
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100.0
47.7

32.9

Fi scal Year
1998 1999
Statenment of Operations Data as a percent of
revenue:
Total revenue. . ........ ... 100. 0% 100.0 %
%
Cost of sales and rel ated occupancy expenses....... 49.9% 48.0 %
%
Qperating eXPEeNSES. . .. i it e e 30.1% 31.7 %
%
Marketing and advertising expenses................. 3.6% 5.1 %
%
General and administrative expenses................ 10.0% 9.0 %
%
Depreciation and anortization expenses............. 4.5% 5.0 %
%
Income (loss) fromoperations...................... 1.9% 1.2 %
(1.1)%
Interest expense, net, and other................... 1.2% 1.4 %
%
Income (loss) before incone taxes.................. 0.7% (0.2)%
(3.4)%
Provi sion (benefit) for inconme taxes............... 0.4% 0.0 %
(0.7)%
Net income (10SS). ... ... 0.3% (0.2)%
(2.7)%
Sel ected Operations Data:
Number of Stores in Operation:
Beginning of the period............ ... ... ... ...... 39 43
Store OpPEeNi NGS. . vttt 5 11
Store closure. ... 1 1
End of the period....... ... ... . . ... . . ., 43 53
Pounds of whol e bean coffee sold................... 3,350 3,546
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Year Ended December 31, 2000 Compar ed with Year Ended January 2, 2000
Revenues

Total revenue increased $15.2 million, or 22.1%. Revenue fromthe sale of wholebean coffee and related products increased to $50.3 million
from $41.8 million, or 20.3%, while salesof beverages and pastries increased to $34.0 million from $27.2 million, or 24.8%.

Retail store revenue increased to $68.3 million from $57.2 million, or 19.5%. Whole bean coffee and related products salesincreased by $4.4
million, or 14.7%. The $4.4 million increase in revenue primarily consisted of $2.8 million fromthe addition of new stores, $1.0 million from a
5.6% price increase in August 1999 and $0.6 million from additional pounds of whole bean coffee sold through maturing stores. Beverages and
pastries sales increased by $6.8 million, or 24.8%. The $6.8 million increase in revenue primarily consisted of $4.2 million from the addition of
new stores, $1.6 million from existing stores and $1.0 million fromthe August price incresse.

Online and mail order revenue increased to $11.1 million from $9.4 million, or 17.8%. The revenue growth was primarily due to growthin our
customer base resulting from increased direct mail and online marketing.

Revenue from specialty sales increased to $4.9 million from $2.5 million, or 96.7%. The $2.4 million of revenue growth wasprimarily due to
new sales initiativesin this channel. The expansion of our office coffee program represented $1.2 million of the increase and wholesale and
restaurant accounts represented $1.1 million.

Cost of salesand related occupancy expenses

Primarily as aresult of the addition of seven new storesand increased volume of 20.3% in whole bean coffee sales, cost of sales and related
occupancy expensesincreased $7.0 million, or 21.2%. Cost of sales and related occupancy expenses decreased asa percent of total revenue to
47.7% from 48.0%, due primarily to the August price increase and thereduction in our average green coffee bean cost by $0.29 per pound.
These benefits were partially offset by higher occupancy costsfor new stores opened in Boston.

Operating expenses
Operating expenses increased $5.9 million, or 26.8%, and also increased as a percent of total revenue to 32.9% from 31.7%.

Retail store operating expenses increased to $24.9 million from $20.4 million, an increase of 21.8%. Operating expenses as a percent of
segment revenue increased to 36.4% from 35.7% in the prior year. The increased retail storeoperating expenses as a percent of segment
revenue was mainly due to theincreased costs of entering into new markets, the additional expenseincurred for the implementation of a new
store-wide electronic point of sale system and increased labor costs in California. Retail store operating expenses in new marketsaveraged 65%
of revenue due mainly to lower per store revenue in non- mature locations, compared to 28% of revenue for maturelocations. These increased
costsin connection with entering new markets contributed approximately $1.3 million to the overall increase in retail storeoperating expenses.
Theincreasein retail store operating expenses also consisted of $0.6 million from theimplementation of the point of sale system and $0.5
million from increased labor costs in California, with theremaining increase caused by the required support for revenue growthin retail
operations.

Operating expenses for online and mail order increased to $2.1 million from $1.3 million, or 64%. As a percent of segment revenue, operating
expensesincreased to 18.8% from 13.5% intheprior year. The increase in operating expenses as a percent of segment revenue was primarily
due to the increased spending on information systems necessary to support higher volume and online presence.

Operating expenses for specialty sales increased to $0.8 million from $0.2 million, or 270%. Asa percent of segment revenue, operating
expensesincreased to 17.1% from 9.1% in theprior year. The $0.6 million
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increase in operating expenses as a percent of segment revenue wasprimarily due to the hiring of new sales staff and the costs of the expanded
program for office and restaurant accounts.

Marketing and advertising

Marketing and advertising expenses increased $2.6 million, or 73.8%. Marketing and advertising expenses as a percent of total revenue
increased to

8.9% from 6.1% in theprior year. Marketing and advertising expensesincreased significantly over the prior year dueto new storeadditions in
Boston, Chicago and Portland and increased online and mail order programs, as well as increased marketing effortsfor office and restaurant
accounts.

General and administrative

General and administrative expenses increased $0.4 million, or 6.8%, as aresult of the hiring of additional administrative personnel. As a
percent of total revenue, general and administrative expenses decreased to 9.7% from 10.9% inthe prior year. The decrease as a percent of
revenue was primarily due to higher sales.

Depreciation and amortization

Depreciation and amortization expensesincreased $1.2 million, or 34.4%. Depreciation and amortization expenses as a percent of total revenue
increased to 5.4% from 4.9% in the prior year. The increase in depreciation and amortization was primarily the result of capital expendituresfor
new retail stores and system upgrades.

Interest expense, net, and other

Net interest expenseincreased $0.9 million, or 93.6%. The increase was primarily due to the additional borrowings under our credit facility to
fund and support expansion and additional working capital needs.

Provision for income taxes

Taxes on income for fiscal 2000 reflect a benefit of $0.6 million resulting from recognition of thefuture tax benefit of the fiscal year loss. The
effective tax rate of 20.8% reflectsthe establishment of a valuation allowance on charitable contribution carryforwards and the California
disallowance of 50% of the current year tax net operating loss carryforward.

Year Ended January 2, 2000 Compared With Year Ended January 3, 1999

Revenue

Total revenue increased $9.3 million, or 15.5%. Revenue fromthe sale of wholebean coffee and related products increased to $41.8 million
from $37.2 million, or 12.3%, while salesof beverages and pastries increased to $27.2 million from $22.6 million, or 20.4%.

Retail store revenue increased to $57.2 million from $49.4 million, or 15.8%. Whole bean coffee and related products salesincreased by $3.1
million, or 11.5%. The $3.1 million increase in revenue primarily consisted of $1.5 million fromthe addition of new stores, $0.6 million from a
price increase in August 1999 and $0.5 million fromadditional pounds of wholebean coffee sold through maturing stores. Beverages and
pastries sales increased $4.7 million, or 20.7%. The $4.7 million increase in revenue primarily consisted of $2.6 million from existing stores,
$1.6 million from the addition of new stores and $0.5 million from the August 1999 price increase.

Onlineand mail order revenue increased to $9.4 million, or 14.2%. The revenue growth was primarily due to increased customers in new and
existing markets generated, in part, by targeted direct mail test programs.

Revenue from speciaty sales increased to $2.5 million, or 15.5%, dueto our expanded office coffee program.
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Cost of salesand related occupancy expenses

Asaresult of theaddition of new stores and increased volume of whole bean coffee sales, cost of sales and related occupancy expenses
increased $3.3 million, or 11.1%. This represented a decrease asa percent of total revenue to 48.0% from 49.9%. The resulting increasein
marginwas primarily due to the reduction in our average green coffee bean cost by $0.21 per pound and the result of the August 1999 price
increase.

Operating expenses
Operating expenses increased $3.9 million, or 21.9%, which represented an increase as a percent of total revenue to 31.7% from 30.1%.

Retail store operating expenses increased to $20.4 million from $16.7 million, an increase of 22.2%. Operating expenses as a percent of
segment revenue increased to 35.7% from 33.9% in the prior year. Theincrease in retail store operating expenses as a percent of segment
revenue was primarily due to the increased costs of expanding into Boston, Chicago and Portland.

Asaresult of increased volume in whole bean coffee sales, operating expensesfor online and mail order increased to $1.3 million from $1.1
million, or 18.2%. As a percent of segment revenue, operating expenses increased to 13.5% from 13.3% in the prior year. Thisincrease was
primarily due to higher labor costs.

Operating expenses for specialty sales increased to $0.2 million from $0.1 million, or 100%. Asa percent of segment revenue, operating
expensesincreased to 9.1% from 6.9% in theprior year. The resulting increase is attributable to the higher start-up cost of the office coffee
program.

Marketing and advertising

Marketing and advertising expenses increased $1.3 million, or 60.4%. Marketing and advertising expenses as a percent of total revenue
increased to

5.1% from 3.6% in theprior year. The higher marketing and advertising expenses werethe result of promoting Peet's brand in new markets and
the standardization of our brand identity for store signs, packaging, marketing materials, logo, and other corporate branding el ements.
Additionally, we incurred incremental marketing expenses when we transitioned our website from purely informationa to functional
e-commerce.

General and administrative

General and administrative expenses increased $0.3 million, or 4.5%. As a percent of total revenue, general and administrative expenses
decreased to

9.0% from 10.0% intheprior year. The decrease asa percent of revenue was primarily due to higher sales.

Depreciation and amortization

Depreciation and amortization expensesincreased $0.7 million, or 25.6%. Asa percent of total revenue, depreciation and amortization
expensesincreased to 5.0% from 4.5% in theprior year. The increase in depreciation and amortization was primarily due to capital
expendituresfor newretail stores, manufacturing and systemsupgrades.

Interest expense, net, and other

Net interest expenseincreased $0.3 million, or 38.9%. The increase was primarily due to additional borrowings under our credit facility to fund
and support expansion and additional working capital needs.
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Provision for income taxes

Taxes on income for theyear ended January 2, 2000 reflect an expense of $16,000 with an effective rate of (12.5)%. The expense and rate have
been largely impacted by thelimitations on Californianet operating loss carryforwards as well as the California manufacturers investment
credit.

Cdlifornia limits theamount of net operating losses that may be carried forward to 50% of the current year loss. This hasincreased thetax
expense for theyear ended January 2, 2000 and, because we had a pretax loss, lowered the effective rate. The California limitation on net
operating losses had a material impact on the rate due to therelatively large net carryforward limitation compared to the pretax loss.

Cdlifornia allows a manufacturers investment tax credit for 6% of qualified costs. The effect of the credit isto decrease tax expense and,
because we had a pretax loss, increase the rate for the year ended January 2, 2000.

Valuation allowanceswere established in prior yearsfor some deferred tax assets, including charitable contribution carryforwards discussed
below. For theyear ended January 2, 2000, no new valuation allowances were established.

Charitable contributions are deductible upto 10% of adjusted taxable income. Amountsnot deductible due to the 10% limitation may be carried
forward for five years before expiring. We plan to continue our charitable activity, and it is possible that valuation allowanceswill be needed in
the future for charitable contribution carryforwards.

Liquidity and Capital Resour ces

We funded our capital requirementsin 2000 primarily through cash flows from operations and borrowings under our line of credit andterm
loan facilities.

Net cash flow provided by operations was $2.7 million in fiscal 2000. Operating cash flows have been impacted by fluctuationsin netincome
(loss), exclusive of depreciation and changesin working capital, primarily inventory.

Net cash used ininvesting activitieswas $5.8 million in fiscal 2000. Investing activities primarily consist of capital expenditures for property,
plant and equipment. These capital expenditures primarily relate to expenditures to support store expansion, manufacturing plant capacity
expansion, information technology support systemsand website devel opment.

Net cash provided by financing activities was$3.6 million in fiscal 2000. Financing activitiesin fiscal 2000 consisted primarily of refinancing
our credit facility witha new lender.

At December 31, 2000, we had a $30.0 million credit facility with General Electric Capital Corporation, which replaced a previous credit
facility of $21.0 million. The current facility has a five-year term and provides for arevolvingline of credit up to $15.0 millionand aTerm A
Loan for $7.0 million amortized over five years. The Term A Loan was repaid upon the closing of thelPO. The Term B Loan for $8.0 million
interest only for 18 monthswith principal due on February 28, 2002 was repaid upon the closing of thelPO. The revolving line of credit aso
provides for the issuance of up to $3.0 million in letters of credit. Total availability under this facility is determined by subtracting our funded
debt (less the outstanding balance onits Term B Loan) from our trailing twelve month earnings before interest, taxes, depreciation and
amortization, or (EBITDA), multiplied by 3.75 for the period before September 1, 2001, 3.5 for the period after September 1, 2001 and before
September 1, 2002, and 3.25 thereafter. Asof December 31, 2000, $4.2 million wasoutstanding under the line of credit.

Outstanding advances under the revolving line of credit bearsinterest, at our option, at either (i) "LIBOR," afloating rate based on the reserve
adjusted London Interbank Offer Rate in U.S. Dollars for the one, two or three month period selected, plus 3.00%, or (ii) an "Index" rate, a
floating rate based on the higher of primeor
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50 basis points over the overnight Federal fundsrate, plus 1.25%. Interest on advances under the revolving line of credit under theLIBOR
option is payable and adjusted on the last day of the applicable LIBOR period. Interest under the Index rate option is payable monthly in arrears
and is adjusted on each change of the Index rate.

Borrowings under the credit facility are secured by substantialy all of our assets. The credit facility contains monthly, quarterly and annual
financial covenants which require usto maintain aminimum EBITDA and fixed charge coverage ratio. In addition, the credit facility contains
restrictions on our ability to make capital expenditures, incur additional indebtedness and lease obligations, pay dividends and make other
distributions to shareholders, acquire and retire common stock and make investments. With the significant repayment of debt from the |PO
proceeds, we arein the process of substantially renegotiating the covenants under this facility.

On December 1, 1995, we obtained financing under industrial development revenue bondsissued by California Statewide Communities
Development Authority. Outstanding amounts under the bonds bear interest based on afloating rate determined by prevailing market conditions
for comparable tax- exempt obligations until maturity on December 1, 2006. Interest is payable monthly and principal of $0.4 million is payable
annually each December 1. Asof December 31, 2000 all available amounts have been utilized. As of December 31, 2000, we have an
outstanding standby letter of credit for $2.3 million backing the development bonds. The reducing standby letter of credit bearsan interest
charge of 1.5% payable annually on each December 1.

The repayment of outstanding amounts under our credit facility resulted in increased borrowing capacity. We do not intend to use thisincreased
capacity. Our on-going credit needs will be to finance short-term working capital, in particular the seasonal fluctuationsin coffee purchasing.

In thenext five years, we will use cash primarily for thefollowing activities:

. Repayment of borrowings;

. Marketing and related expenditures;

. Selective opening of additional stores;

. Capital expenditures; and

. Expenditures for general corporate purposes, including working capital needs.

In addition, for 2001, we are committed to make |ease payments of approximately $0.2 million with respect to two new stores, one in southern
California and one in Massachusetts. Estimated related capital expenditures in respect of such new stores are approximately $1.0 million. We
have no significant current commitments for marketing and related expenditures or for general corporate purposes. Because we cannot predict
whether or not our business strategy will be successful or what the market conditions will be in thefuture, we are currently unable to provide a
more accurate estimate of how much cash each of these activities will require.

Our capital requirementsfor theitems outlined above may be significant. These capital requirements will depend on many factors including our
overall performance, the pace of store expansion and store remodels and the requirements for infrastructure needs for both personnel and
facilities. To date, we have primarily relied on cash flow generated from operations and our line of credit to fund our capital needs. The cash
flow generated from operations and our borrowing capacity under our line of credit were sufficient to meet our capital needs for fiscal 2000.
Our current commitment for capital expenditures is approximately $1.2 million (including capital expendituresin connection withthe opening
of new stores). If additional capital is needed, we may raise such capital through public or private equity or debt financing, subject to limitations
imposed by our loan agreement. However, there can be no assurance that additional capital will be available on satisfactory terms.

We conduct some of our corporate and store operations from leased facilities and lease certain equipment under operating leases. Generaly,
these haveinitial lease periods of threeto tenyears, and contain provisions for renewal options of fiveto tenyears.
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Inflation

Cdliforniais currently experiencing an energy crisis. As aresult, energy costsin California, including natural gasand electricity, may rise
significantly over the next several monthsrelative to the rest of the United States. In addition, portions of California have been experiencing,
and may continue to experience, rolling black-outs, which may cause disruptions to our business operations. We are unable to predict the extent
and impact of any such price increases or disruptions.

Wedo not believe that inflation has had a material impact on our results of operations in recent years. However, we cannot predict what effect
inflation (including the potential increase in energy prices) may have on our results of operations in the future.

Seasonality

Our businessis subject to seasonal fluctuations. Significant portions of our net revenue and profits are realized during the fourth quarter of our
fiscal year, which includesthe December holiday season. In addition, the timing of opening of new stores and our growth may conceal the
impact of other seasonal influences.

Item 7A. Quantitative and Qualitative Disclosuresabout Market Risk

We are exposed to market risk from changesin interest rates on our outstanding bank debt. Our revolving line of credit bears interest at either
the Index rate (the higher of primeor 50 basis points over the average of rates for overnight federal fundstransactions) plus 1.25% or arate
equal to LIBOR plus 3.00%. We elect therate on a monthly basis for Index rate advances and at the end of the applicable LIBOR period for
LIBOR rate advances. The interest cost of our bank debt is affected by changesin either prime, federal funds rates, or LIBOR. Such changes
could adversely impact our operating results.

The supply and price of coffee are subject to significant volatility and can be affected by multiple factorsin the producing countries, including
weather, political and economic conditions. In addition, green coffee prices have been affected in the past, and may be affected in the future, by
the actionsof certain organizations and associationsthat have historically attempted to influence commaodity prices of green coffee through
agreements establishing export quotas or restricting coffee supplies worldwide.

Our hedging strategy isintended to limit the cost exposure of themain commodity used in our business, green coffee beans. We usethe
following instrumentsto manage coffee supply and price risk:

. Fixed-price purchase commitments
. Coffee futures
. Coffee futures options
We use coffee futures and coffee futures options to reduce the pricerisk of our coffee purchase requirements that we cannot make or have not
made on a contractual basis. These coffee futures and coffee futures options are traded on theNew Y ork Coffee, Sugar & Cocoa Exchange. We
use these futures and options solely for financial hedging purposes and never take actua delivery of the coffee traded on the exchange. During
2000, approximately 38% our coffee requirements were hedged with coffee futures.

Fixed-Price Purchase Commitments
We enter into fixed-price purchase commitmentsin order to secure an adequate supply of quality green coffee beans and fix our cost of green
coffee beans. We seek to maintain a supply of green coffee bean inventory adequate to satisfy our requirementsfor at least a three month
period, whichwe determine based on historical requirements and recent growth trends. These commitments are made with established coffee

brokers and are denominated in U.S. dollars. Asof December 31, 2000, we had approximately $10.6 millionin open fixed- priced
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purchase commitments. We believe, based on relationships established with our suppliers in the past, that the risk of non-delivery on such
purchase commitmentsis remote.

Coffee Futures

A coffeefutureisa contract to buy coffee at a contracted price, quantity and date. The price of coffeetraded on the exchangeis known as the
New York "C" market price. We buy higher quality coffeethat trades at premiums above the New Y ork "C" market price. During 2000, the
prices of approximately 72% of the Company's coffee purchases were based on the New York "C" market price plus a fixed premium, which
for many types of coffee has been stable over time. Although this premium varies depending on the supply and demand at the time of purchase,
generally, the price of the coffee we purchase tendsto fluctuate withthe New York "C" market price. Thisallowsusto use coffee futures and
coffee futures options to manage our exposure to price fluctuations.

We use coffee futures to hedge the price of anticipated coffee purchasesto achieve atarget gross margin for roasted coffee. We convert this
margin requirement into an equivalent New Y ork "C" market price for green coffee beans (our "threshold").

When the current New York "C" market price is below our threshold, we purchase coffee futuresto fix the cost of our anticipated needs. Once
we contract to purchase coffee from thesupplier at afixed price, we sall the related future. If market prices decline, we forego potential
additional gross marginand incur potential cash margin calls. However, we are comfortable with this cost structure and enjoy the security of
reduced risk.

Coffee FuturesOptions

When the current New York "C" market price is above our threshold, we purchase coffee futures options to limit the cost exposure for our
anticipated needs.

A coffee futures option is an option to buy a coffee future at a specific price, otherwise known as atrade price. The cost of the option is based
on the relationship of the trade priceto the current New York "C" market price.

When we commit to purchase a specified quantity of green coffee beans and do not fix a price, we will hedge this "not-yet-priced" purchase
commitment by purchasing a coffee futures option. This coffee futures option locks in a specific price for the not-yet-priced purchase
commitment but does not obligate usto take delivery on the contract. If market pricesrise, we realize gains on the coffee futures option, which
offset the increase in price. If the market prices decline, we will set the contract price of the not-yet-priced purchase commitment at the market
price andwe will let the option expire, taking advantage of the declining market.

We also use coffee futures options to hedge anticipated coffee purchases. When the current New York "C" market priceis above our threshold,
we purchase coffee futures options to limit the risk that coffee prices will continue to rise. If market pricesrise, the higher prices of our future
fixed-price coffee commitmentswill be offset by gainsfrom the option. If market prices decline, our future fixed-price coffee commitmentswill
be set at lower prices and the option will expire resulting in no further liability or obligation.

The extent of our coffee futures and coffee futures option position at any given time depends on the amount of coffee we have contracted to
purchase and general market conditions and trends. We anticipate continuing this hedging strategy in the foreseeable future.

No coffee futures options existed as of December 31, 2000 and no coffee futures options were entered into during 2000.
Our hedging positions are only placed by the Chief Financial Officer through onereputable brokerage firm.
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The following table reflects the outstanding coffee futures hedging positions as of December 31, 2000 and January 2, 2000.

Nunber of Contract Trade Settlenent
Contracts Mont h Price Price Gai n/ (Loss)
1 Mar-01 $126.00 $65. 55 $
(793, 406)
15 Mar - 01 103. 75 65. 55
(214, 875)
10, . May- 01 94. 25 68. 50
(96, 563)
25 May- 01 89. 75 68. 50 199, 219

Unreal i zed Gain/(Loss) as of Decenmber 31, 2000..................
$(1, 304, 063)

D May- 00 108. 00 128. 40 38, 250
B May- 00 106. 30 128. 40 41, 438
B May- 00 123.75 128. 40 8,719
10, .. May- 00 116. 65 128. 40 44, 063
10, . . May- 00 105. 05 128. 40 87, 563
B Jul - 00 125. 00 130. 75 10, 781
B Jul - 00 117.55 130. 75 24,750
D Jul - 00 106. 50 130. 75 45, 469
D Sep- 00 107. 50 132. 65 47, 156
10, . . Sep- 00 95. 75 132. 65 138, 375
10, . Sep- 00 96. 10 132. 65 137,063
Unrealized Gain as of January 2, 2000.................cuun... $ 623, 627

These derivative instrumentsqualify for hedge accounting and the gainsand losses are accounted for as inventory costs and are recorded as
expenses or income when therelated coffeeis sold. We do not hold or issue derivative instruments for trading purposes.

Recent Accounting Pronouncements

In June 1998, theFinancial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("SFAS') No. 133,
Accounting for Derivative Instruments and Hedging Activities. SFAS No. 133 establishes accounting and reporting standards for derivative
instruments, including certain derivative instrumentsembedded in other contracts, and for hedging activities. All derivatives, whether
designated in hedging relationships or not, will be required to be recorded in the balance sheet at fair value. If the derivativeis designated in a
fair-value hedge, the changes in the fair value of the derivative and the hedged item will be recognized in earnings. If the derivativeis
designated in a cash-flow hedge, changes in the fair value of the derivative will be recorded in other comprehensive incomeand will be
recognized in the income statement when the hedged item affects earnings. SFAS No. 133 defines new requirements for designation and
documentation of hedging relationships as well as ongoing effectiveness assessments in order to use hedge accounting. For a derivative that
does not qualify asa hedge, changesin fair value will be recognized in earnings. The Company wasrequired to adopt SFASNo. 133 on
January 1, 2001. Theinitial adoption of these new accounting standards resulted in cumulative other comprehensive loss of $785,000, net of
tax. Thisamount will be recorded as additional cost of salesas the related coffeeis sold. The Company will meet the effectivenesstests for
hedge accounting and the Company will begin hedge accounting in the second quarter of 2001. During the first quarter of 2001, the Company's
derivative instruments (coffee futures) were marked to market through the income statement, and the impact is not expected to be material.

The Securities and Exchange Commission issued Staff Accounting Bulletin ("SAB") No. 101, Revenue Recognition in Financia Statements, in
December 1999. The Company adopted the requirements of SAB 101 as amended by SAB 101A and B in thefourth quarter of fiscal year
ended December 31, 2000 retroactive to the first quarter of fiscal year 2000.
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RISK FACTORS

We may not be successful in the implementation of our business strategy or our business strategy may not be successful, either of whichwill
impede our growth and operating results.

Our business strategy emphasizes the expansion of our non-retail distribution channels (including specialty grocery and gourmet food stores,
online and mail order, and office and restaurant accounts). This business strategy represents a shift from our historic business strategy, which
largely emphasized the opening and operation of retail stores. We do not know whether we will be able to successfully implement our business
strategy or whether our business strategy will be successful. Our ability to implement this business strategy is dependent on our ability to:

. Market our products on anational or international scale and over the internet;

. Increase our brand recognition on a national andinternational scale;

. Enter into distribution and other strategic arrangementswith third party retailers;

. Identify and lease strategic locations suitable for new stores; and

. Manage growth in administrative overhead and distribution costslikely to result from the planned expansion of our retail and non-retail
distribution channels.

Our revenues may be adversely affected if we fail to implement our business strategy or if we divert resources to abusiness strategy that
ultimately proves unsuccessful.

If wefail to continue to develop and maintain our brand, our business could suffer.

We believe that maintaining and developing our brand is critical to our success and that the importance of brand recognition may increase asa
result of competitors offering products similar to our products. We intend to increase our marketing expenditures to create and maintain brand
loyalty as well as increase awareness of our brand. If our brand-building strategy is unsuccessful, these expenses may never be recovered, and
we may be unable to increase our future revenueor implement our business strategy.

Our successin promoting and enhancing the Peet's brand will also depend on our ability to provide customerswith high quality products and
customer service. Although we take measuresto ensure that we sell only fresh roasted whole bean coffee and our retail employees properly
prepare our coffee beverages, we have no control over our whole bean coffee products once purchased by customers. Accordingly, customers
may prepare coffee from our wholebean coffee incorrectly, store our whole bean coffee for longer periods of time or resell our whole bean
coffee without our consent, in each case, potentially affecting the quality of the coffee prepared from our products. If customers do not perceive

our products and serviceto be of high quality, then the value of our brand may be diminished and, consequently, our ability to implement our
business strategy may be adversely affected.

Because our businessis centered on a single product, specialty coffee, if the demand for specialty coffee decreases, our business could suffer.

Sales of specialty coffee constituted 82.0% of our 1999 operating revenueand 82.2% of our 2000 operating revenue. Demand for our products
is affected by:

. Consumer tastes and preferences,

. National, regional and local economic conditions;

. Demographic trends;

. Consumer traffic trends at our individua retail stores; and
. The type, number and location of competing stores.
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Because we are highly dependent on a single product--specialty coffee, a decrease in consumer demand for coffee would harmour business
more thanif we had more diversified product offerings, asdo many of our competitors. If customer demand for specialty coffee decreases, our
sales would decrease accordingly.

Our roasting methods are not proprietary, and therefore, competitors may be able to duplicate them, which would harm our competitive
position.

We consider our roasting methods essentia to the flavor and richness of our roasted whole bean coffee, and therefore, essential to our brand.
Because we do not hold any patents for our roasting methods, it may be difficult for usto prevent competitors from copying our roasting
methods. |naddition, we trained the roasters at Quartermaine Coffee Roasters in Washington D.C., a small coffee roasting business previously
owned by us. If our competitors copy our roasting methods or if Quartermaine Coffee Roasters beginsto actively compete with uson a national
scale, the value of our brand may be diminished, and we may |ose customers to our competitors. In addition, competitors may be able to
develop roasting methods that are more advanced than our roasting methods, which may also harm our competitive position.

We depend on the expertise of key personnel. If these individualsleave, our operations could suffer.

Our management is dependent to a large degree on the services of Christopher P. Mottern, Chief Executive Officer and President, and James A.
Reynolds, Vice President, Coffee and Tea. Inaddition, we depend to alarge degree on the expertise of our coffee roasters and purchasers. Our
ability to source and purchasea sufficient supply of high quality coffee beans and roast coffee beans consistent with our quality standards could
suffer if welost the services of any of these individuals.

Because we aredependent on retail stores in California, a worsening of economic conditions, a decrease in consumer spending or a change in
the competitive conditions in this market may substantially decrease our revenue and may adversely impact our ability to implement our
business strategy.

Our Cdliforniaretail stores generated 79.6% of our 1999 revenueand 74.0% of our 2000 revenue. We expect that our Californiaretail
operations will continue to generate a substantia portion of our revenue. In addition, our retail storesprovide uswith ameansfor increasing
brand awareness, building customer loyalty and creating a premium specialty coffee brand. Asaresult, an economic downturn or other decrease
in consumer spending in Californiamay not only lead to a substantial decrease in revenue, but may also adversely impact our ability to market
our brand, build customer loyalty, or otherwise implement our business strategy.

Rising energy costsin Caifornia may result in increased operating expenses and reduced net income.

Cdliforniais currently experiencing an energy crisis. As aresult, energy costsin California, including natural gasand electricity, may rise
significantly over the next several monthsrelative to the rest of the United States. Because our coffee roasting facility and most of our stores are
located in California, our operating expenseswill increaseif thistrend continues. If we cannot pass aong these coststo our customers, our
marginswill suffer and our net income could decrease. Inaddition, portions of California have been experiencing, and may continue to
experience, rolling black-outs, which may cause disruptions to our business operations.

If we are unable to continue leasing our retail locations or obtain leases for new stores, our existing operations and our ability to expand may be
adversely affected.

All of our 59 retail locations are on leased premises. If we are unable to renew these leases, our revenue and profits could suffer. In addition, we
intend to lease other premises in connection with the planned expansion of our retail locations. Because we compete with other retailers and
restaurants for store sites and some landlords may grant exclusive locationsto our competitors, wemay not be able to obtain new leases or
renew existing leases on acceptable terms. This could adversaly impact our revenue growth and brand- building strategy.
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We may not be ableto hire or retain additional management and other personnel as our business growsand our recruiting and training costs
may increase as aresult of turn-over, both of which may increase our costs and reduce our profitsand may adversely impact our ability to
implement our business strategy.

The success of our business depends upon our ability to attract and retain highly motivated, well-qualified management and other personnel,
including technical personnel and retail employees. We face significant competition in therecruitment of qualified employees. Our ability to
execute our business strategy may suffer if:

. We are unableto recruit or retain a sufficient number of qualified employees;

. The costs of employee compensation or benefits increase substantially; or

. The costs of outsourcing certain tasks to third party providers increase substantially.

In addition, weexpend significant resources in training our retail managers and employees. During the past few years, retail employee turnover
has increased to approximately 75% per year. If turnover continuesto increase, we may incur additional recruiting and training costs.

Because we rely heavily on common carriersto ship our coffee on adaily basis, any disruption in their servicesor increase in shipping costs
could adversely affect our business.

Werely on a number of common carriers to deliver coffee to our customersand retail stores. We consider roasted coffee a perishable product
and we rely on these common carriers to deliver fresh roasted coffee on adaily basis. We have no control over these common carriers and the
services provided by them may be interrupted as a result of labor shortages, contract disputes and other factors. If weexperience an interruption
in these services, we may be unable to ship our coffee in atimely manner. A delay in shipping could:

. Have anadverse impact on the quality of the coffee shipped, and thereby adversaly affect our brand and reputation;

. Result in the disposal of an amount of coffee that could not be shipped in atimely manner; and

. Require usto contract with aternative, and possibly more expensive, common carriers.

Any significant increase in shipping costs could lower our profit marginsor force us to raise prices, which could cause our revenue and profits
to suffer.

Because we are headquartered, and most of our stores are located, near major earthquake faults, we face potential disruption from earthquakes.
Our only coffeeroasting and distribution facility and most of our stores arelocated near magjor earthquake faults. The impact of a major
earthquake on our facilities, infrastructure and overall operationsis difficult to predict and an earthquake could serioudly disrupt our entire
business process. We are uninsured for business disruptions caused by an earthquake.

Increases in thecost of high quality Arabica coffee beans could reduce our gross margin and profit.

Coffee isatrade commodity and, in general, its price can fluctuate depending on:

. Weather patternsin coffee-producing countries;

. Economic and political conditions affecting coffee-producing countries;

. Foreign currency fluctuations; and

. The ability of coffee-producing countries to agree to export quotas.

If the cost of our green coffee beans increases due to any of these factors, we may not be able to passalong those costs to our customers
because of the competitive nature of the specialty coffee industry. If we are unable to pass along increased coffee costs, our marginswill

decrease and our profitability will suffer accordingly.
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Decreased availability of high quality Arabica coffee beans could result in a decrease in revenue and jeopardize our ability to expand our
business.

Arabica coffee beans of thequality we purchase are not readily available on the commodity markets. We depend on our relationships with
coffee brokers, exporters and growersfor the supply of our primary raw material, high quality Arabica coffee beans. If our relationships with
coffee brokers, exporters and growers deteriorate, we may be unable to procure a sufficient quantity of high quality coffee beans. In such case,
we may not be able to fulfill thedemand of our existing customers, supply new retail storesor expand other channels of distribution. A raw
material shortage could resultin decreased revenuesor could impair our ability to expand our business.

Political instability in coffee growing regions could result in a decrease in the availability of highquality Arabica coffee beans needed for the
continued operation and growth of our business and an increase in our operating costs.

Weroast Arabica coffee beans from many different regionsto produce 33 types and blends of coffee. The political situation in many of those
regions, including Africa, Indonesia and Central and South America, can be unstable, and such instability could affect our ability to purchase
coffee from those regions. If Arabica coffee beans from a region become unavailable or prohibitively expensive, we may be forced to
discontinue particular coffeetypes and blends or substitute coffee beans from other regions in our blends. Frequent substitutionsand changes in
our coffee product lines may lead to cost increases, customer alienation and fluctuationsin our gross margins. Furthermore, a worldwide supply
shortage of the high quality Arabica coffee beans we purchase could have a material adverse effect on our business.

Competition in the specialty coffee market isintense and could affect our profitability.

The whole bean specialty coffee category is highly fragmented. Our primary competitors in whole bean specialty coffee sales include Gevalia,
Green Mountain, Illy Cafe, Millstone, Seattle's Best and Starbucks. There are an estimated 500 smaller and regional brands that also compete in
this category. In addition, we compete indirectly against al other coffee brands on the market. A number of nationwide coffee marketers, such
as Kraft Foods, Procter & Gamble and Nestle, are distributing premium coffee brands in supermarkets. These premium coffee brands may serve
as substitutes for our whole bean coffee. If we do not succeed in effectively differentiating ourselves from our competitors or our competitors
adopt our strategies, then our competitive position will be weakened.

Despite competing in afragmented product category wholebean specialty coffee brands are being established across multiple distribution
channels. Several competitors areaggressive in obtaining distribution in specialty grocery and gourmet food stores, through online and mail
order and in office and restaurant locations. We have only recently begun to penetrate these channels. Other competitors may have an advantage
over us based ontheir earlier entry into these distribution channels.

Competition in the specialty coffee market isbecoming increasingly intense as relatively low barriers to entry encourage new competitors to
enter the specialty coffee market. Many of these new market entrants may have substantially greater financial, marketing and operating
resources than us. In addition, many of our existing competitors have substantially greater financial, marketing and operating resources than us.

Adverse public or medical opinion about caffeine may harm our business.

Our specialty coffee contains significant amounts of caffeine and other active compounds, the health effects of some of which are not fully
understood. A number of research studies conclude or suggest that excessive consumption of caffeine may lead to increased heart rate, nausea
and vomiting, restlessness and anxiety, depression, headaches, tremors, sleeplessness and other adverse health effects. An unfavorable report on
the health effects of caffeine or other compounds present in coffee could significantly reduce the demand for coffee, which could harm our
business and reduce our sales and profits.
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Our directors, executive officersand significant shareholdershave considerable control over the Company, which may lead to conflicts with
other shareholders over corporate governance.

Our directors, executive officersand significant shareholdersmay exert their considerable control over Peet'sto advance their interests at the
expense of other shareholders. Our directors, executive officers and current holders of 5% or more of our outstanding common stock will be
able to exert significant control over all mattersrequiring shareholder approval, including the election of directors and significant corporate
transactions, such as mergersor other business combination transactions. Following the completion of the PO, these shareholders beneficially
own approximately 19.2% of our outstanding common stock and Gerald Baldwin, our current chairman, beneficially owns approximately
12.8% of our outstanding common stock. These shareholders, actingtogether, and Mr. Baldwin, acting alone, will be able to significantly
influence all mattersrequiring shareholder approval, and they may exercise this ability in a manner that advances their best interestsand not
necessarily those of other shareholders.

We have implemented anti-takeover provisions which could discourage or prevent atakeover, even if an acquisition would be beneficial to our
shareholders.

Provisions of our amended and restated certificate of incorporation and bylaws, as well asprovisions of Washington law, could make it more
difficult for athird party to acquire us, even if doing so would be beneficia to our shareholders. These provisions include:

. Establishing aclassified board of directors requiring that membersof the board be elected in different years;

. Authorizing the issuance of "blank check” preferred stock that could be issued by our board of directors to increase the number of outstanding
shares or change the balance of voting control and thwart a takeover attempt;

. Prohibiting cumulative votingin theelection of directors, which would otherwise allow less than a majority of shareholders to elect director
candidates;

. Limiting the ability of shareholders to call special meetings of shareholders;
. Prohibiting shareholder action by written consent and requiring all shareholder actions to be taken at a meeting of our shareholders; and

. Establishing advance notice requirements for nominationsfor election to theboard of directors and for proposing mattersthat can be acted
upon by shareholders at shareholder meetings.

In addition, Chapter 23B.19 of the Washington Business Corporation Act and theterms of our incentive stock plansmay discourage, delay or
prevent a change in control.

There may be sales of substantial amounts of our common stock, which could cause our stock price to fall.

Our current shareholders hold a substantial number of shares, whichthey are able to sell in the public market. Sales of a substantial humber of
shares of our common stock withina short period of time after the PO could cause our stock price tofall. In addition, the sale of these shares
could impair our ability to raise capital through thesale of additional stock.

Item 8. Financial Statementsand Supplementary Data

All information required by thisitem isincluded on pages F-1to F- in Item 14 of this Report and isincorporated to this item by reference.
Item 9. Changesin and Disagreements with Accountants on Accounting and Financial Disclosure

None.
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PART |11
Item 10. Directors and Executive Officers of the Registrant

The following table setsforth information with respect to our directors and executive officers:

Nane Age Posi tion
Christopher P. Mottern.. 57 Chief Executive Oficer, President and
Di rector
Chief Financial Oficer, Vice President and
Mark N. Rudol ph......... 42 Assistant Secretary
Vi ce President, Business Devel opment and
Peter B. Mehrberg....... 42 General Counsel
James A. Reynolds....... 62 Vice President, Coffee and Tea, and Secretary
Deborah MeGaw.......... 59 Vice President, Retail Operations
WlliamM Lilla........ 45 Executive Vice President
Bruce A MaclLaren....... 54 Vice President, Direct Delivery
Chief Information O ficer and Vice President,
M chael J. Coutier..... 46 I nformation Systens
Gerald Baldwin.......... 58 Director
CGordon A. Bowker........ 58 Director
H WIliam Jesse, Jr. .. 49 Chairman of the Board
Laurence B. Mndel...... 63 Director

Christopher P. Mottern has served as President and Chief Executive Officer and as adirector since May 1997. From 1992 to 1996, Mr. Mottern
served asPresident of The Heublein Wines Group, a manufacturer and marketer of winesand now a subsidiary of United Distillers & Vintners
Ltd. From 1986 through 1991, he served as President and Chief Executive Officer of Capri Sun, Inc., oneof the largest single-servicejuice
drink manufacturers in the United States. Mr. Mottern currently serves as a director, member of the compensation committee and chairman of
the audit committee of Valley Media, Inc. He has also served on theboard of Coen, Inc. since 1990.

Mark N. Rudolph has served as Chief Financial Officer since September 1988. He wasappointed Vice President and Assistant Secretary in
September 1994.

Peter B. Mehrberg hasserved as Vice President, Business Development since October 1999 and as General Counsel since September 1994. Mr.
Mehrberg served as Vice President, Real Estatefrom June 1997 to 1999 and as Director of Real Estatefrom July 1994 to June 1997.

James A. Reynolds has served as Vice President, Coffee and Tea since February 1994, and as Secretary since February 1988. He also served as
adirector from 1985 to 1997. Hejoined Peet's in 1984.

Deborah McGraw hasserved as Vice President, Retail Operations since October 1995. She has worked for Peet's in various capacitiessince
1983. Ms. McGraw became a store manager in 1989 and was promoted to District Manager in March 1989, to Regional Director in January
1994, and to Director of Retail Operations in September 1994.

William M. Lillahas served as Executive Vice President since December 2000. He served asVice President, Marketing and Strategy from
April 1998 to December 2000. Before joining Peet's, Mr. Lillawas employed by The Heublein Wines Group asVice President of Strategy from
October 1997 to April 1998, Vice President of Marketing from September 1994 to October 1997, and Director of Marketing from September
1993 to September 1994.

Bruce A. MacLaren has served as Vice President, Direct Delivery since July 1999. From 1993 until February 1999, he served as Director of
Information Systemsfor The Heublein Wines Group.

Michael J. Cloutier has served as Vice President, Information Systemssince August 1999. He was a Systems Manager for Peet's from August
1999 to December 1999. Between October 1997 and August 1999,

23

peres e SO irsssn 2002, EDGAR Online. I nc.




Mr. Cloutier founded andran two computer consulting businesses, 121 Solutions and Pleasanton Partners, Inc. From April 1996 to October
1997, Mr. Cloutier served as Vice President, Operations of M1 Software, Inc., a software devel opment company. From 1993 to April 1996, Mr.
Cloutier was the Deputy Business and Strategic Planning Officer at the Mare Island Naval Shipyard.

Gerald Baldwin has served as adirector of the Company since 1971 and as Chairman of the Board from 1994 to January 2001. From 1971 until
1994, Mr. Badwin wasPresident and Chief Executive Officer of the Company, which he co- founded in 1971.

Gordon A. Bowker has served as adirector of the Company from 1971 to 1987 and from September 1994 to the present. Since 1986, Mr.
Bowker has been a principal and investor of Apanage Inc., area estate development company. Mr. Bowker has 20 years of experiencein
growing publicly traded and private companies as an investor, founder, director and marketing advisor. He co- founded Starbuck's Coffee
Company, Redhook Ale Brewery, Incorporated and Seattle Weekly.

H. William Jesse, Jr. has served as Chairman of the Board since January 2001 and as a director of the Company since August 1998. Mr. Jesse is
chairman of Jesse.Hansen& Co, strategic and financial advisorsto high-growth consumer companies. He founded the firmin 1986, and served
asits President and Chief Executive Officer through March 1998. Since 1988, Mr. Jesse has served as Chairman and Chief Executive Officer of
Vineyard Properties Corporation, a developer of winegrape vineyards. In1998, he also served as interim Chairman and Chief Executive
Officer of Food.com, Inc. Mr. Jesse currently serves as a director of the 3DO Company.

Laurence B. Mindel has been adirector of the Company since August 1997. Mr. Mindel has been Chairman of the Board of Il Fornaio
(America) Corporation, an Italian restaurant and bakery chainwith locations throughout the United States, since 1987. He served asits
President from 1987 until 1995 and as its Chief Executive Officer from 1987 until 1998.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, asamended (" Section

16(a)"), requiresthe Company's directors and executive officers, and persons who own morethan 10 percent of aregistered class of the
Company'sequity securities, to filewith the SECinitial reports of ownership and report of changesin ownership of common stock and other
equity securities of the Company. Officers, directors and greater than 10 percent stockholders are required by SEC regulation to furnish the
Company with copies of all Section

16(a) formsthey file.

To the Company's knowledge, based solely on review of the copies of such reports furnished to the Company and written representations that
no other reports were required, during the fiscal year ended December 31, 2000, al

Section 16(a) filing requirements applicable to its directors, officers and greater than 10 percent beneficial ownerswere complied with.

Item 11. Executive Compensation

Incorporated by reference fromthe information under the caption "Executive Compensation” in our definitive proxy statement for the Annual
Meeting of Shareholders to be held on May 24, 2001.

Item 12. Security Ownership of Certain Beneficial Owners and M anagement

Incorporated by reference fromthe information under the caption " Security Ownership of Certain Beneficial Owners and Management” in our
definitive proxy statement for the Annual Meeting of Shareholders to be held on May 24, 2001.

Item 13. Certain Relationships and Related Transactions

Incorporated by reference fromthe information under the caption "Certain Relationships and Related Transactions' in our definitive proxy
statement for the Annual Meeting of Shareholders to be held on May 24, 2001.
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PART IV
Item 14. Exhibits, Financial Statement Schedules, and Reportson Form 8-K
The following documents are filed as part of thisForm 10-K.
(a(1) Index to Consolidated Financia Statements.

The following Consolidated Financial Statementsof Peet's Coffee & Tea, Inc. and its subsidiaries arefiled as part of thisForm 10-K:

Page

Report of Deloitte & Touche LLP, Independent Auditors................. F-2
Consol i dat ed Bal ance Sheets as of January 3, 1999, January 2, 2000 and
Decermber 31, 2000. .. .. ... e F-3
Consol i dated Statenents of Operations for the Years Ended January 3,

1999, January 2, 2000 and Decenmber 31, 2000............ ... 0., F-4
Consol i dated Statenents of Sharehol ders' Equity for the Years Ended

January 3, 1999, January 2, 2000 and December 31, 2000............... F-5
Consol i dated Statenents of Cash Flows for the Years Ended January 3,

1999, January 2, 2000 and December 31, 2000.......................... F-6
Notes to Consolidated Financial Statenments............................ F-7

(8)(2) Index to Financia Statement Schedule.

Schedules are omitted because they are not applicable, not required or because the required information isincluded in the Consolidated
Financial Statements or Notes thereto.

(8)(3) Listing of Exhibits
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Exhi bi t Description

3.1 Anended and Restated Articles of |ncorporation.*
3.2 Anended and Restated Byl aws. *
4.1 Form of common stock certificate.*

10.1 Credit Agreenent, dated as of Septenber 1, 2000, anong Peet's Coffee
and Tea, Inc., Peet's Conpanies, Inc., Peet's Tradenmark Conpany and
General Electric Capital Corporation.*

10. 2 Letter Agreenent dated Cctober 11, 2000 anong Peet's Coffee and Tea,
Inc., Peet's Conpanies, Inc., Peet's Trademark Conpany and Ceneral
El ectric Capital Corporation.*

10. 3 First Amendnent to Credit Agreenment dated as of January 19, 2001
anong
Peet's Qperating Conpany, Inc. (fornerly Peet's Coffee and Tea,
Inc.), Peet's Coffee & Tea, Inc. (fornerly Peet's Conpanies, Inc.),
Peet's Trademark Conpany and General Electric Capital Corporation.*

10. 4 Loan Agreenent, dated as of Decenber 1, 1995, by and between
California Statew de Communities Devel opnent Authority and Peet's
Cof fee and Tea, Inc.*

10.5 Amended and Restated 1993 Stock Option Plan.(1)*

10.6 1994 California Stock Option Plan.(1)*

10.7 1997 Equity Incentive Plan and form of Stock Option Agreenent.(1)*
10. 8 Peet's Operating Conpany, Inc. Savings and Retirenment Plan.(1)*
10.9 2000 Equity Incentive Plan and form of Stock Option Agreenent.(1)*
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Exhi bi t Description

10. 10 2000 Non- Enpl oyee Director Plan and form of Stock Option
Agreement. (1) *

10. 11 2000 Enpl oyee Stock Purchase Plan and formof O fering.(1)*

10. 12 Peet's QOperating Conmpany, Inc. Key Enpl oyee Severance Benefit
Pl an. (2)*

10. 13 Change of Control Option Acceleration Plan.(1)*

10. 14 Warrant to Purchase 100, 000 Shares of Conmmon Stock of Registrant
i ssued by Registrant to Jesse.Hansen&Co (fornerly HWesse & Co.)
dated May 23, 1997 (covering 200,000 shares after giving effect to
the two-for-one stock split).*

10. 15 Advi sory Engagenent Letter dated Decenber 9, 1996, between Peet's
Qper ati ng Conpany, Inc. and Jesse. Hansen&Co. *

10. 16 Peet's Operating Conpany, Inc. Key Enpl oynment Agreenent for
Chai r man
dated as of January 4, 1999.(2)*

10. 17 Peet's Operating Conpany, Inc. Key Enploynent Agreenment for Chief
Executive O ficer dated as of May 9, 2000.(2)*

10. 18 Peet's Operating Conpany, Inc. Key Enploynent Agreenent for Vice
President, Coffee dated as of June 6, 2000.(2)*

10. 19 Peet's Operating Conpany, Inc. Key Enployment Agreement for Chief
Fi nancial Oficer dated as of January 4, 1999.(2)*

10. 20 Peet's Operating Company, Inc. Key Enploynment Agreement for Vice
Presi dent, Marketing dated as of January 4, 1999.(2)*

10. 21 Form of Indemity Agreenent between the registrant and each of its
directors and officers.(2)

21.1 Subsi diaries of the registrant.*

23.1 Consent of Deloitte & Touche LLP.

* Incorporated by reference. Previously filed as an exhibit to the Registrant's Information Statement on Form S-1 (File No. 333-47957) filed on
October 13, 2000, as subsequently amended.

(1) Compensatory plan or arrangement.
(2) Management contract.
(b) No reports on Form 8-K werefiled by the Company during the quarter ended December 31, 2000.
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INDEX TO FINANCIAL STATEMENTS

Page

I ndependent AuditOrs' RepOrt . .. ... ..
Consol i dat ed Bal ance Sheets as of January 2, 2000 and Decenber 31, 2000...

Consol i dated Statenents of Qperations for the Years Ended January 3, 1999,
January 2, 2000 and Decenber 31, 2000 .......... ...,

Consol i dated Statenents of Sharehol ders' Equity for the Years Ended
January 3, 1999, January 2, 2000 and Decenber 31, 2000 ..................

Consol i dated Statenents of Cash Flows for the Years Ended January 3, 1999,
January 2, 2000 and Decenber 31, 2000 .......... ...t

Notes to Consolidated Financial Statenments........... ... ..
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INDEPENDENT AUDITORS REPORT
To theBoard of Directors and Shareholders Peet's Coffee & Tea, Inc.

We have audited the accompanying consolidated balance sheets of Peet's Coffee & Tea, Inc. and subsidiaries as of January 2, 2000 and
December 31, 2000 and the related consolidated statements of operations, shareholders' equity and cash flowsfor each of the threeyears inthe
period ended December 31, 2000. These financia statements are the responsibility of the Company's management. Our responsibility isto
express an opinion on these financia statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosuresin thefinancial statements. An audit also includes
ng the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in al material respects, thefinancial position of Peet's Coffee & Tea, Inc.
and subsidiaries as of January 2, 2000 and December 31, 2000, and theresults of their operations and their cash flowsfor each of the three
yearsin the period ended December 31, 2000, in conformity with accounting principles generally accepted in the United States of America.

/sl Deloitte & Touche
LLP

San Franci sco,
California
March 28, 2001

swneet ox SO asim 2002, EDGAR Onl i ne, I nc.




PEET'S COFFEE & TEA, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share amounts)

January 2, Decenber

Current assets:
Cash and cash equivalents............................ $ 1,074
Accounts receivable (net of allowance of $61 and
BBO) .
Inventories (Note 3)...... ... ...
Deferred inCOMe taxes. ... ... ... 170

Prepai d expenses and other........................... 998
Total current assets.............iiiunnn. 10, 193
Property and equiprment, net (Note 4)................... 21,780
Deferred iNCOME taxeS. .. ...t 955
Intangi bl e and other assets, net....................... 1,722
Total aSSetS. . ..ottt $34, 650
LI ABI LI TIES AND SHAREHOLDERS' EQUI TY
Current liabilities:
Accounts payable....... ... .. ... . . ... $ 4,353
Accrued conpensation and benefits.................... 1,914
QO her accrued liabilities....... ... ... . ... .. ... .. ... 996
Short-term borrowi NgS. . ... ...t 5, 600
Current portion of long-termborrowings.............. 2,816
Total current liabilities......... ... ... ... ... .... 15, 679
Long-term borrowi ngs, less current portion............. 7,240
Deferred lease credits........ ...y 540
Total liabilities...... ... ... . . i, 23, 459
Conmi tments and conti ngencies (Note 10)
Shar ehol ders' equity:
Preferred stock, no par value; authorized 10,000, 000
shares; issued and outstanding 471,000 of Series A,
liquidation preference of $4,828.................... 4,537
Conmon stock, no par value; authorized 50, 000, 000
shares; issued and outstanding: 4,514,000 and
4,516,000 shares. . ........c. i 7,966
Accunulated deficit......... ... .. ... .. . . . (1, 312)
Total shareholders' equity.......... ... ... ........ 11,191
Total liabilities and sharehol ders' equity......... $34, 650
See notesto consolidated financial statements.
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PEET'S COFFEE & TEA, INC.

CONSOLIDATED STATEMENTSOF OPERATIONS
(In thousands, except per share amounts)

1998 1999 2000
Net sal @S. ... . i $59, 787 $69, 059 $84, 302
Operating expenses:
Cost of sales and rel ated occupancy expenses...... 29,851 33,175 40, 194
Qperating eXPeNSES. . .. v ittt 17,969 21,902 27,776
Marketing and advertising......................... 2,176 3,491 6, 069
Depreciation and anortization..................... 2,711 3,404 4,576
Ceneral and administrative expenses............... 5,961 6, 230 6, 651
Total operating costs and expenses.............. 58,668 68, 202 85, 266
Income (loss) fromoperations....................... 1,119 857
(964)
Interest expense, Net............ ..., 709 985 1, 907
Inconme (loss) before income taxes................... 410 (128)
(2,871)
Inconme tax provision (benefit)...................... 242 16
(596)
Net income (10SS). . ... i $ 168 $ (144)
$(2, 275)
Basic net inconme (loss) per share................... $ 0.04 $ (0.03) $
(0.50)
Diluted net income (loss) per share................. $ 0.03 $ (0.03) $
(0.50)
Shares used in cal culating basic net incone (loss)
per share. .. ... ... 4,397 4,489 4,515
Shares used in calculating diluted net income (| o0ss)
Per share. .. ... ... .. e 5,710 4,489 4,515

See notesto consolidated financial statements.
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PEET'S COFFEE & TEA, INC.

CONSOLIDATED STATEMENTSOF SHAREHOLDERS EQUITY
(In thousands)

Series A
Preferred Stock Comon St ock
------------------------------------ Tot al
Shar es Shar es Accumul at ed Shar ehol ders
Qut st andi ng Ampunt CQut st andi ng Amount Deficit Equity
Bal ance at Decenber 28,
1997. ... 471 $4, 537 4,382 $7, 303 $(1,522) $10, 318
St ock options exercised,
i ncluding tax benefit.. 26 119 119
Tax benefit of purchase
di scount warrants...... 186 186
Net incone.............. 168 168
Bal ance at January 3,
1999. ... ... ... 471 4,537 4,408 7,422 (1, 168) 10, 791
St ock options exercised,
i ncluding tax benefit.. 106 531 531
Anortization of stock
conpensation........... 13 13
Net loss................ (144) (144)
Bal ance at January 2,
2000......... ... ... 471 4,537 4,514 7,966 (1,312) 11, 191
St ock options
exercised.............. 2 13 13
Anortization of stock
conpensation........... 238 238
Net loss................ (2, 275) (2, 275)
Bal ance at Decenber 31,
2000........ ... 471 $4, 537 4,516 $8, 217 $( 3, 587) $ 9,167
See notesto consolidated financia statements.
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PEET'S COFFEE & TEA, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

1998 1999 2000
Cash flows fromoperating activities
Net income (10SS). ... ... $ 168 $ (144) $
(2, 275)
Adjustnents to reconcile net income (loss) to
net cash provided by operating activities:
Depreciation and anortization................. 3, 260 3,958 5,210
Tax benefit of purchase discount warrants..... 186
Tax benefit from exercise of stock options.... 16 102
Anortization of discounted stock options...... 13 238
Deferred incone taxes.......... ... 142 (191)
(472)
Loss on disposition of assets................. 220 496 188
Changes in other assets and liabilities:
Accounts receivable............. ... ... ... ..., 232 (309)
(214)
Inventories. . ... (2,504) 1, 797
(1, 730)
Prepai d expenses and other.................... (179) (327) 115
Qher assets....... ... 33
(207)
Accounts payable, accrued liabilities and
other liabilities.......... ... ... .. .. ... ... 1, 285 865 1, 816
Net cash provided by operating activities... 2,859 6, 260 2,669
Cash flows frominvesting activities:
Purchases of property and equiprment............. (5, 440) (9, 665)
(5, 518)
Proceeds from sales of property and equipnent. .. 15 2 4
Additions to intangible assets.................. (753) (416)
(276)
Net cash used in investing activities....... (6,178) (10,079)
(5, 790)
Cash flows from financing activities:
Proceeds fromborrowings........................ 10, 334 4,031 46, 258
Repaynents of debt............. ... ... ... ... ...... (7,133) (440)
(41, 544)
Paynents of stock offering costs (conpleted in
January 2001) ... ... ...
(1, 082)
Proceeds fromissuance of common stock.......... 103 429 13
Net cash provided by financing activities... 3,304 4,020 3, 645
Change in cash and cash equivalents............... (15) 201 524
Cash and cash equival ents, begi nning of period.... 888 873 1,074
Cash and cash equival ents, end of period.......... $ 873 $ 1,074 $ 1,598
Suppl emental cash fl ow di scl osures:
Cash paid (received) for:
[Nt erest. ... $ 813 $ 1,054 $ 1,668
INCOMB taXeS. . vttt e e (114) (77) 108
NON CASH FI NANCI NG ACTI VI TY- -
Property acquired under capital lease........... $ 476
Bnrw oy LU LF
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
1. History and Organization

Peet's Coffee & Tea, Inc., the ("Company") (formerly Peet's Companies, Inc.) sellsfresh roasted coffee, hand selected teaand related itemsin
severa distribution channels, including specialty grocery and gourmet food stores, online and mail order, office and restaurant accounts and
company- owned retail stores. At January 2, 2000 and December 31, 2000, the Company had 53 and 58 retail stores, respectively, in California,
[llinois, Oregon, and Massachusetts.

On November 1, 2000, the Board of Directors of the Company approved a two- for-one stock split of the Company's outstanding common stock
whichwas effective January 22, 2001. All share and per share data in the accompanying financial statements have been retroactively adjusted to
reflect the stock split.

2. Summary of Significant Accounting Policies

Principles of Consolidation--The consolidated financial statementsinclude the accounts of the Company and its subsidiaries. All significant
intercompany transactions have been eliminated in consolidation.

Y ear End--The Company'syear end isthe Sunday closest to December 31. The years 2000 and 1999 included 52 weeks. The year 1998
included 53 weeks.

Cash and Cash Equivalents—-The Company considers al liquid investments with original maturities of three months or lessto be cash
equivalents.

Inventories-Raw materials consist primarily of green bean coffee and finished goods which include roasted coffee, tea, accessory products,
spices, packaged foods, and packaging. All products arevalued at the lower of cost or market using thefirst-in, first-out method, except green
bean and roasted coffee, whichisvalued at the average cost.

Property and equipment are stated at cost. Depreciation and amortization are recorded on the straight-line method over the estimated useful
lives of the property and equipment, which range from 3 to 10 years. Leasehold improvements are amortized using the straight-line method over
the lesser of theestimated useful life or the term of the related lease, which rangefrom 3 to 10 years.

Intangible and other assetsprimarily includeslease rights, deposits, trademarks, deferred financing costs and prepaid stock offering costs of
$1,082,000 at December 31, 2000 (see Note 15). Lease rights represent payments made to lessors and others to secure retail locations and are
amortized over thelife of therelated lease. Lease rights, net of amortization, were $877,000 and $796,000 at January 2, 2000 and December
31, 2000, respectively. Intangible assets are amortized on the straight-line method over the estimated useful lives ranging from 10 to 15 years.
Accumulated amortization was $1,178,000 and $1,398,000 at January 2, 2000 and December 31, 2000, respectively. Amortization expense was
$192,000, $205,000 and $220,000 in 1998, 1999, and 2000, respectively.

Impairment of Long-Lived Assets--The Company evaluates the recoverability of its long-lived assets in accordance with Statement of Financial
Accounting Standards ("SFAS") No. 121, Accounting for the Impairment of Long-Lived Assetsand for Long-Lived Assetsto be Disposed Of
whenever events or changesin circumstances have indicated that the carrying amount of its assets might not be recoverable.

If the fair value islessthan the carrying amount of the asset, alossis recognized for the difference. In 1998, 1999 and 2000, impairment losses
of $162,000, $436,000 and $129,000, respectively, wererecorded as general and administrative expenseto writeoff property related to closed
stores.
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

Store Closure--The Company accrues an estimate for the costs associated withclosing under-performing storesin the period in whichthe store
isidentified and approved by management under a plan of termination. The plan includesthe method of disposition and the expected date of
completion. Costs, which are considered to have no future economic benefit, includedirect coststo terminatea lease or sublease a property and
the difference between the book value and estimated recovery of fixed assets. Significant changesto the plan areunlikely. The operating costs,
including depreciation, of stores or other facilities to be sold or closed are expensed during the period they remain in use.

The Company recorded expenses of $220,000, $482,000 and $456,000 representing the writeoff of leasehold improvements, fixed assets and
estimated future rental paymentsfor store closures during the periods 1998, 1999 and 2000, respectively. The Company had an accrual of
$48,000 and $301,000 representing estimated future rental paymentsat January 2, 2000 and December 31, 2000, respectively. A summary of
the accrual activity is as follows (excluding write-off of assets) (amounts in thousands):

Bal ance at Additions Bal ance
Begi nning Charges to at End
of Period Expense Deduct i ons of

Accrual related to store cl osures:

Year ended January 3, 1999........ $ 35 $ 35
Year ended January 2, 2000........ $35 48 $(35) 48
Year ended Decenber 31, 2000...... 48 327 (74) 301

Revenue Recognition--Net sales are recorded based on purchases by customers at retail locations or when merchandiseis shipped from the
warehouse for direct-to-customer sales. Sales returns are insignificant. The Company establishes an allowance for estimated doubtful accounts
which management believes are appropriate. A summary of the allowance is as follows (amounts in thousands):

Bal ance at Additions Bal ance
Begi nning Charges to at End
of Period Expense Deducti ons of

Peri od

Al | onance for doubtful accounts:

Year ended January 3, 1999........ $125 $(75) $50
Year ended January 2, 2000........ 50 $47 $(36) 61
Year ended Decenber 31, 2000...... 61 23 (15) 69

Preopening costs or costs associated with the opening or remodeling of stores, such aspayroll and rent, are charged to expense as incurred.

Hedging Activities--The Company uses coffee futures and options to hedge priceincreases in price-to-be-fixed coffee purchase commitments
and anticipated coffee purchases. These derivative instrumentsqualify for hedge accounting and the gains and losses are accounted for as
inventory costs and arerecorded as expense or income when therelated coffee is sold. The Company does not hold or issue derivative
instruments for trading purposes.

Fair Value of Financial Instruments--The carrying vaue of cash and equivalents, receivables and accounts payable approximates fair value. The
carrying value of debt approximates the estimated fair value dueto floating interest rates on thedebt. The fair value of futures contractsisthe
amount at whichthey could be
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

settled, based on estimates obtained from dealers. Net unrealized gains (losses) on such contracts, reflected in inventory, were $41,000 at
January 3, 1999, $624,000, at January 2, 2000 and ($1,304,000) at December 31, 2000.

Cost of salesand related occupancy expenses consist primarily of coffee and other product costs. It alsoincludes plant manufacturing
(including depreciation), freight and distribution costs. Occupancy expenses includerent and related expenses such as utilities.

Advertising costs are expensed as incurred. Advertising expense was $1,496,000, $2,472,000 and $5,158,000 in 1998, 1999, and 2000,
respectively.

Shipping Revenue--Beginning in 2000, the Company recorded shipping revenue in net sales, previously recorded net of shipping expenses in
cost of goods sold. Prior year amounts have been reclassified to conform to current year presentation. The Company recorded shipping revenue
of $1,102,000, $1,252,000 and $1,371,000 related to online and mail order and specialty salesin 1998, 1999 and 2000, respectively.

Deferred Lease Credits--Certain of the Company's |ease agreements provide for scheduled rent increases during theterm of thelease. Rent is
expensed on a straight-line basis over the term of the lease.

Income Taxes--Income taxes are accounted for usingthe asset and liability method, under which deferred tax assets and liabilitiesare
determined based on the difference between the financial statements and tax bases of assets and liabilities using enacted tax rates currently in
effect.

Stock-Based Compensation--The Company accounts for stock-based awardsto employees usingthe intrinsic value method in accordance with
APB No. 25, Accounting for Stock Issued to Employees. The disclosure regquirements of SFAS No. 123, Accounting for Stock-Based
Compensation, are set forthin Note 9.

Net Income (Loss) per Share--Basic net income per shareis computed as net income (loss) divided by the weighted average number of common
shares outstanding for the period. Diluted net income (loss) per share reflects the potentia dilution that could occur from common shares issued
through stock options, warrants and the conversion of preferred stock. Diluted net loss per sharefor the year ended January 2, 2000 and
December 31, 2000 does not include the common sharesissued through stock options, warrantsand the conversion of preferred stock because
they are anti-dilutive.

Use of Estimates--The preparation of financia statementsin conformity with accounting principlesgenerally accepted in the United States of
America requires management to make estimates and assumptionsthat affect the reported amounts of assetsand liabilities and disclosures of

contingent assets and liabilities at the date of thefinancial statements and thereported amounts of revenues and expenses during the reporting
period. Actua results could differ from those estimates.

Reclassifications--Certain reclassifications have been made to prior years financial statements in order to conform with the current year's
presentation.

Comprehensive income(loss) equals net income(loss) for all periods presented.

Recently Issued Accounting Standards--In June 1998, the Financial Accounting Standards Board ("FASB") issued Statement of Financial
Accounting Standards ("SFAS") No. 133, Accounting for Derivative Instruments and Hedging Activities. SFAS No. 133 establishes accounting
and reporting standards for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging
activities. All derivatives, whether designated in hedging relationships or not, will be required to be recorded in the balance sheet at fair value.
If the derivative is designated in afair- value hedge, the changes in thefair value of the derivative and the hedged item will be recognized in
earnings. If thederivative is designated in a cash-flow
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

hedge, changesin the fair value of the derivative will be recorded in other comprehensive income and will be recognized in theincome
statement when the hedged item affects earnings. SFAS No. 133 defines new reguirements for designation and documentation of hedging
relationships as well asongoing effectiveness assessmentsin order to use hedge accounting. For a derivative that doesnot qualify as a hedge,
changesin fair value will be recognized in earnings. The Company isrequired to adopt SFAS No. 133 on January 1, 2001. The initial adoption
of these new accounting standards resulted in cumulative other comprehensive loss of $785,000, net of tax. This amount will be recorded as
additional cost of sales as therelated coffeeis sold. The Company will meet the effectivenesstestsfor hedge accounting and the Company will
begin hedge accounting in the second quarter of 2001. During the first quarter of 2001, the Company'sderivative instruments (coffee futures)
were marked to market through the income statement, and theimpact is not expected to be material.

The Securities and Exchange Commission issued Staff Accounting Bulletin ("SAB") No. 101, Revenue Recognition in Financial Statements, in
December 1999. The Company adopted the requirements of SAB 101 as amended by SAB 101A and B in thefourth quarter of 2000 retroactive
to the first quarter of 2000. The implementation of SAB 101 was not material to the financial statements.

3. Inventories

The Company's inventories consist of (in thousands):

1999 2000
Raw mat erial s. ... ... $4, 350
$5, 795
Fini shed goods. ... ... . 2,861
3, 145
Total .. $7, 211
$8, 940
4. Property and Equipment
Property and equipment consists of the following (in thousands):
1999 2000
Leasehol d inmprovements. .......... i $ 17,434 $ 20,006
Furniture and fixtures........ ... .. .. . .. 15, 296 18, 012
Equi prent and vehicles. ... ... ... . . . . . 3, 347 3,876
CoNStruCtiOnN 1N ProgresSS. . . v ittt e e e 2,252 2,096
Total .. 38, 329 43, 990
Less accunul ated depreciation............ ... .. ... ... ..... (16, 549)
(21, 395)
Total .. $ 21,780 $ 22,595

Depreciation expense was$3,068,000 in 1998, $3,771,000 in 1999, and $4,990,000 in 2000, respectively. The Company capitalized interest on
construction in progress of $100,000 in 1999 and $58,000 in 2000.
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5. Borrowings

At December 31, 2000, the Company had a$30,000,000 credit facility with Genera Electric Capita Corporation, which replaced a previous
credit facility of $21,000,000. The current facility has a five-year term and providesfor alineof credit up to $15,000,000, a Term A Loan for
$7,000,000 amortized over fiveyears and a Term B Loan for $8,000,000 interest only for eighteen monthswith principal due on February 28,
2002. The
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

revolving line of credit also providesfor theissuance of up to $3,000,000 in letters of credit. Total availability under this facility is determined
by subtracting the Company'sfunded debt (less the outstanding balance onits Term B Loan) from the Company's trailing twelvemonth
Earnings Before Interest, Taxes, Depreciation and Amortization ("EBITDA"), multiplied by 3.75 for the period before September 1, 2001, 3.5
for the period after September 1, 2001 and before September 1, 2002, and 3.25 thereafter. At December 31, 2000, $4,246,000 was outstanding
under the line of credit. The Term A and Term B loanswere repaid in February 2001 with the proceeds from the Company's stock offering (see
Note 15).

Borrowings under the credit facility are secured by substantially al of the Company's assets. The credit facility contains monthly, quarterly and
annual financial covenants which require the Company to maintain aminimum EBITDA and fixed charge coverageratio. Inaddition, the credit
facility contains restrictions on the Company'sability to make capital expenditures, incur additional indebtedness and lease obligations, pay
dividends and make other distributions to shareholders, acquire and retire common stock and make investments. The credit facility prohibits the
Company from forming or acquiring subsidiaries, merging with or into other companies or selling all or substantially all of its assets. The credit
facility also limits the number of retail stores the Company is allowed to open. These limitationswere reduced after repayment of the Term B
Loan in January 2001. The Company anticipates amending the remaining restrictions and covenants during 2001.

Prior to September 1, 2000, the Company had a $21,000,000 credit facility with another bank. The facility provided for arevolving line of
credit of $12,000,000, atermloan facility that provided advances up to $7,500,000 maximum and a standby letter of credit of $2,268,000. The
Company elected certaininterest rate options based on various indices and with differing margins based on the Company's leverageratio at
various pointsintime.

In 1995, the Company obtained financing under industrial devel opment revenue bonds issued California Statewide Communities Devel opment
Authority. Borrowings bear interest based on a floating rate determined by prevailing market conditions for comparable tax-exempt obligations
until maturity on December 1, 2006. Interest is payable monthly and principal of $440,000 is payable annually each December 1. Asof
December 31, 2000 all available amounts have been utilized. Asof December 31, 2000, the Company has an outstanding standby letter of
credit for $1,810,000 backing the development bonds. The reducing standby letter of credit bears an annual interest charge of 1.5% payable
monthly.

Long-term borrowingsconsist of the following (amountsin thousands):

Term | oan, payable to financial institution, interest

payable monthly at a rate of 9.77% at Decenber 31, 2000

(rate is calculated at the LIBOR rate plus 3.00%,

princi pal payable nonthly through August 31, 2005....... $ 6,533
Term | oan, payable to financial institution, interest

payable monthly at a rate of 13.77% at Decenber 31, 2000

(rate is calculated at the LIBOR rate plus 7.00%,

principal due on February 28, 2002...................... 8, 000
I ndustrial devel opnent revenue bond, interest at a weekly

floating rate until maturity in 2006 (5.00% at Decenber

31, 2000). Interest payable weekly and principal of

$440, 000 payabl e annual |y begi nning Decenber 1, 1997.... $ 2,180 1,740
Term | oans, payable to bank, interest payable nonthly at
a rate of 7.8125% at January 2, 2000.................... 7,876 --
Capital |ease obligations (see Note 10).................. -- 308
Total .. 10, 056 16, 581
Less current portion. .. ..... .. ...t (2,816)
(2,037)
Total .. e $ 7,240 $14,544
F-11
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

Scheduled maturities of the Company's borrowings at December 31, 2000 (excluding capital lease obligation, see Note 10) are as follows
(amountsin thousands):

Year :

1,073
140

6. Income Taxes

The income tax provision (benefit) consists of the following (amountsin thousands):

1998 1999 2000

Current:
Federal ... ..o $ 36 %169 $
(66)
Stat €. . 64 39
(58)
Total ..o 100 208
(124)
Def erred:
Federal . ... ... 120 (165)
(569)
Stat . . 22 (27) 97
Total ..o 142 (192)
(472)
Total .. $242 $ 16
$(596)

The difference between the effective income tax rate and the United States federal incometax rateis summarized as follows:
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1998 1999 2000

Statutory Federal rate............. ... ... .. ... . .. ... 34.0% 34.0%
34. 0%
State incone taxes less federal benefit............. 5.8 5.8 5.8
Restriction on federal charitable contributions

carryforward. ... ... . . .. 12.5 0.0
(14. 8)
Non-deductible items......... .. ... .. .. .. . . ... ... 2.0 (20.3)
(0.6)
California net operating loss limtation............ 8.8 (36.0)
(3.6)
California Manufacturer Investnment Credit........... (4.1) (4.0 0.0

Total .. 59. 0% (12.5) %
20. 8%
F-12
o

LaimiiE 2002, EDGAR Online, Inc.




PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

Deferred tax assets(liabilities) consist of thefollowing (amountsin thousands):

1999 2000

Net operating loss carryforwards.......................... $ 852 $ 1,763
Charitable contribution carryforwards..................... 372 424
Credit carryforwards. ... ... ... 560 493
Schedul ed rent. ... ... .. . . 180 190
ACCIrUBO IFESEBIVES. . ittt it e et e 70 216
Accrued compensati ON. .. ... ... 198 241

G oss deferred tax assets.......... i 2,232 3, 327
Property and equipment. ... ...... ... (451)
(554)
Stat e taAXES. . ottt (31)
(5)
L 1 = (350)
(747)

Gross deferred tax liabilities.......................... (832)
(1, 306)
Valuation allowance. ... ........ . .. . . .. (275)
(424)

Net deferred tax assSets...........c.ooiiiiiiiiiiinnnn... $1,125 $ 1,597

The Company has federal net operating loss carryforwards of $4,080,000, which expire between 2012 and 2020 and state net operating loss
carryforwards of $4,200,000, which expire between 2002 and 2005. Certainrestrictions apply onthe useof loss carryforwards, charitable
contribution carryforwards and certain tax credits. Section 382 of the Internal Revenue Code and similar provisions with state agencies place
limitations on the ability to utilize net operating loss carryforwards in a change of control of the Company. A valuation allowance has been
recorded to reduce specific tax attribute carryoversto amounts that are more likely than not to be realized.

7. Employee Benefit Plan

The Company's 401(k) plan covers substantially al employees. Employees may contribute up to 15% of their annual salary up to a maximum of
$10,500. The Company matches 50% of amounts contributed by its employees. Profit sharing plan expense was $149,000, $194,000 and
$347,000 in 1998, 1999 and 2000, respectively.

8. Shareholders Equity

Prior to the Company'sinitial public offering in January 2001, the Company wasauthorized to issue 10,000,000 shares of preferred stock
without par value, of which 1,000,000 and 98,000 shares have been designated for issuance as Series A and Series B preferred stock (preferred
stock), respectively. The holders of preferred stock have the same voting privileges as holders of the Company's common stock. The preferred
stock can be converted at any time, at the option of the holder, into common stock at an initial conversion rate of one preferred share into one
common share (one-to-one), subject to adjustment for future stock dividends and stock splits. In theevent of an initial public offering that raises
at least $7.5 million witha per share price of at least $8.00 per share (adjusted for stock splits), the preferred stock automatically convertsinto
common at a conversion rate of one-to-one. A two-for-one common stock split was effective on January 22, 2001. Accordingly, in connection
with the Company's initial public offering in January 2001 (see Note 15), the preferred stock converted into common stock at a conversion rate
of one-to-two as adjusted for the stock split. On January 30, 2001, the Company amended and restated its articles of incorporation, pursuant to
which the Company's authorized capital stock consists of 50,000,000 shares of common stock without par value and 10,000,000 shares of
preferred stock without par value. None of the preferred stock has been issued or designated as of March 2001.
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

In connection with the Series A preferred stock offering, the Company issued to the placement agent warrants to purchase 3% of the Series A
preferred stock issue, or 14,139 shares, exercisable at $10.25 per share. These warrantswere deemed to have anominal value and expired
unexercised on March 31, 2000.

In May of 1997, the Company issued warrants to a consultant to purchase 200,000 shares of common stock at $7.50 per share. These warrants,
which are exercisable at the option of the holder, expire on December 31, 2001 and had not been exercised asof December 31, 2000. At the
time of issuance, these warrants were deemed to have a nominal value.

9. Stock Option Plans

In 1994, the Company established two stock option plans, of which one isinclusive of California residents only, both of which provide for
incentive and nonqualified stock options for the purchase of 831,600 shares of common stock of the Company. During 1999, the Board of
Directors approved areduction of 208,914 shares available under these plans. Incentive stock optionsmay be granted to employees of the
Company. Nonqualified stock options may be granted to employees, directors, officers, agents, consultants or advisors of the Company. The
purchase price of the common stock issuable under the stock option plan is determined by the Board of Directors and may not be less than the
fair market value of the common stock at the grant date for incentivestock options and not lessthan 85% of thefair market value of the
common stock at the grant date for nonqualified stock options. The term of a granted stock option is 10 yearsfrom the grant date. Stock options
granted through December 30, 1994 vest 20% on each anniversary of the employee's date of hire and, accordingly, are fully vested and
exercisable after five yearsof employment. Stock options granted subsegquent to December 30, 1994 generally vest over three to four years.

In 1997, the Company adopted a successor equity incentiveplan to the Company'sexisting stock option plans, which provides a means by
which selected employees, directors, and consultants of the Company may benefit from increased stock value through the granting of incentive
and nonstatutory stock options. The Company has reserved 760,000 shares of common stock for issuance pursuant to the plan. In 1999, the
Company authorized anadditional 520,000 shares of common stock for issuance under the plan. The purchase price of the common stock
issuable under thisplan is determined by theBoard of Directors, however may not be lessthan 85% of the fair market value of common stock
at thegrant date. The term of a granted stock option is 10 yearsfrom the grant date.

In 2000, the Company adopted a new stock option plan (effective January 24, 2001). The Company has reserved 700,000 shares of common
stock for issuance pursuant to theplan. As of each annual meeting of the Company's shareholders, beginning in 2002, and continuing through
and including theannual meeting of the Company's shareholders in 2010, thenumber of shares of common stock reserved for issuance under
the 2000 plan will be increased automatically by theleast of (i) three percent (3%) of the total number of shares of common stock outstanding
on such date, (ii) five hundred thousand (500,000) shares, or (iii) a number of shares determined by the Board prior to such date, which number
shall be less than (i) and (ii) above. The purchase price of the common stock issuable under this planis determined by the Board of Directors,
however may not be lessthan 85% of thefair market valueof common stock at the grant date. The term of a granted stock option is 10 years
from thegrant date. All stock options vest at aminimum rate of 20% per year.
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

Asof December 31, 2000, there were 1,781 shares availablefor grant under 1997 stock option plan. Changesin stock options were asfollows:

Wi ght ed
Aver age
Opti ons Exercise Price
Qut st andi ng Per Share

Qutstandi ng at Decenber 28, 1997.............. 1, 200, 422 $5. 23
Ganted. ... ... 304, 360 6. 29
Canceled. . ... .. . (70, 830) 5.67
Exercised. . ..... ... .. . (24, 824) 4.67
Qutstanding at January 3, 1999................ 1, 409, 128 5.44
Ganted. ... ... . 241, 000 6. 38
Cancel ed. ... ... (197, 910) 5. 68
Exercised. .. ... ... . .. (104, 288) 4.12
Qut standing at January 2, 2000................ 1, 347,930 5.68
Ganted. ... ... .. 280, 750 7.27
Canceled. . ... .. . (37, 600) 5.75
Exercised. . ..... ... .. . (2,872) 4.64
Qutstandi ng at Decenber 31, 2000.............. 1, 588, 208 $5. 96

At January 2, 2000 and December 31, 2000, 879,566 and 1,202,493 options, respectively, wereexercisable withaweighted average exercise
price of $5.32 and $5.54, respectively. The options outstanding at December 31, 2000 had exercise prices ranging from $3.85 to $10.20 and a
weighted average remaining contractual life of 6.21 years.

The Company accounts for its stock-based awards usingthe intrinsic value method in accordance with Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employees, and itsrelated interpretations. Accordingly, no compensation cost has been recognized for
the stock option awards granted at fair market value. During 1999 and 2000, the Company granted options at 85% of fair value and recorded
compensation expense equal to theintrinsic value over the vesting period. The Company hasrecorded compensation expense of $13,000 in
1999 and $238,000 in 2000. Statement of Financia Accounting Standards No. 123, Accounting for Stock-Based Compensation, reguiresthe
disclosure of pro forma netincome and earning per share as if the Company had adopted the fair value method. Had compensation cost for the
Company'stwo stock option plans been determined based on the fair value at the grant date for awardsin 1998, 1999 and 2000 consistent with
the provisions of SFAS No. 123, the Company's net incomewould have been reduced to the pro formaamounts indicated below (in thousands):
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Net incone--as reported.........................
$(2, 275)
Net incone (loss)--pro forma....................
$(2, 965)

Basic net income (loss) per share--as reported.

(0. 50)

Basic net income (loss) per share--pro forma....

(0. 66)

Diluted net incone (loss) per share--as

Diluted net incone (loss) per share--pro fornma..

(0. 66)
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

The weighted averagefair value of the stock options granted during 1998, 1999 and 2000 was$2.63, $3.34, and $2.91, respectively. The fair
vaue of each option grantis estimated on thedate of grant using the Black-Scholes option-pricing model with the following assumptions:

1998 1999 2000

Expected dividend rate......... ... ... .. . .. 0% 0%

0%

Expected volatility...... ... . . 0% 0%

0%

Risk-free interest rate.......... ... .. ... ... 5.46% 6. 19%

6. 33%

Expected lives (years). ... ...t 7 7 5

10. Commitmentsand Contingencies

Leases--The Company leasesits Emeryville, Californiacoffee roasting plant, distribution center and administrative offices, warehouse, its retail
stores and certain equipment under operating leases that expire from 2001 through 2009. Certain leases contain renewal optionsfor an
additional five to fifteen years, and also provide for contingent rents to be paid equal to a stipulated percentage of sales. The lease agreements
also provide for periodic adjustments to the minimum lease paymentsbased on changesin cost of livingindices or other scheduled increases.

Future minimum lease payments required under non-cancel able capital and operating leases subsequent to December 31, 2000 are as follows
(amountsin thousands):

Capi t al
Operating
Leases Leases
Year s
20008, . e $ 209 $ 5,101
2002, . 94 4,540
2008, . 27 3,879
2004, . e 3 2,957
2005, L e -- 2,511
Thereafter. ... ... -- 5,761
Total mininmumlease payments..................couu... 333  $24,749
Less anmobunts representing interest....................... (25)
Present value of net mninmumlease paynents.............. 308
less current obligations.......... .. ... . . ... ... (197)
Long-termobligations............ ... . ... ... $ 111

Rent expense was $2,740,000, $3,490,000 and $4,329,000 for 1998, 1999, and 2000, respectively, including contingent rents of $106,000,
$121,000 and $129,000.

Purchase Commitments--Asof December 31, 2000, the Company had approximately $10,614,000 of outstanding coffee purchase commitments
for 2001 with fixed prices.
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Employment Agreements--The Company has agreements with certain officers to provide severance benefitsin the event their employment is
terminated under certain defined circumstances resulting in a contingent liability at December 31, 2000.
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)
11. Related Party Transactions

During fiscal year 1998, the Company had sales of $962,000 to an over-the- counter food service operator who was also the owner of Series B
preferred stock. On November 15, 1996, the Company had provided the food service operator a contractual three year termination notice. In
October 1997, the Company repurchased the Series B preferred stock fromthe food service operator alowing for early termination of the
coffee supply agreement during 1998.

A member of the compensation committee, is the Chairman of Jesse.Hansen& Co, a strategic and financial advisor to the Company pursuant to
an engagement letter dated as of December 9, 1996 between Jesse.Hansen& Co and the Company. The Company paid Jesse.Hansen& Co
$60,000 ($5,000 per month) in fiscal 1999 and 2000 for advisory servicesrendered.

A member of the compensation committee, is aso the chairman of Il Fornaio (America) Corporation, fromwhich the Company purchased
$333,000 and $262,000 of pastries and other food products in 1999 and 2000 respectively.

12. Net Income (Loss) Per Share

The following table summarizes the differences between basic weighted average shares outstanding and diluted weighted average shares
outstanding used to compute diluted netincome (loss) per share (in thousands):

1998 1999 2000

Basi ¢ wei ghted average shares outstanding.............. 4,397 4,489
4,515

Incremental shares from assunmed exercise of stock

options and warrants............... i, 371
Incremental shares from assunmed conversion of preferred

SEOCK. . 942

Diluted wei ghted average shares outstanding.......... 5,710 4, 489

4,515

The number of incremental sharesfrom the assumed exercise of stock optionsand warrants was calculated applying thetreasury stock method.
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)
13. Segment Information

The Company operates in three reportable segments: retail, online and mail order and specialty sales. Retail store operations consist of sales of
whole bean coffee, beverages, tea and related productsthrough company-operated retail stores. Onlineand mail order operations consists
primarily of sales of wholebean coffee shipped directly to the consumer. Specialty sales consist of whole bean coffee salesthrough grocery,
wholesale and coffee accounts. Management evaluates segment performance primarily based on revenue and segment operating income. The
following table presents certain financial information for each segment. Segment, income before taxes excludes unallocated general and
administrative expenses, marketing expenses. Unallocated assets include cash, coffee inventory in the warehouse, corporate headquarter assets
and intangibles and other assets.

Ol ine
and
Mai |
Ret ai | Order Specialty Unallocated Tota
1998
Net sales................. $49,389 $ 8,245 $2,153 $59, 787
Depreci ati on and
anortization............. 2,284 47 75 $ 305 2,711
Segnent operating incone
(loss) ..ot 6, 145 3,079 337 (8,442) 1,119
I nterest expense, net..... (709)
(709)
I nconme before incone
taxes. ... 410
Total assets.............. 13, 004 106 373 16, 381 29, 864
Capital expenditures...... 3,442 9 1, 989 5, 440

1999

Net sales................. $57,164 $ 9,405 $2,490 $69, 059
Depreci ati on and

anortization............. 2,766 182 83 $ 373 3, 404
Segnent operating incomne

(loss) ..ot 6, 421 3, 809 721 (10, 094) 857
I nterest expense, net..... (985)

(985)

Inconme (loss) before

incone taxes.............

(128)
Total assets.............. 17, 206 975 422 16, 047 34, 650
Capital expenditures...... 7,032 1, 079 60 1,494 9, 665

2000
Net sales................. $68, 322 $11,083 $4, 897 $84, 302
Depreci ati on and
anortization............. 3, 556 384 113 $ 523 4,576
Segnent operating incone
(loss) ..o 6, 225 454 577 (8,220)
(964)
I nterest expense, net..... (1,907)
(1,907)
Inconme (loss) before
income taxes.............
(2,871)
Total assets.............. 18, 547 1, 228 403 19, 435 39,613
Capital expenditures...... 3,578 750 224 966 5,518

Revenues from external customers for the two major product lines are as follows:
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1998 1999

Wiol e bean coffee and related products............ $37, 218 $41, 811
$50, 290
Beverages and pastries.............. ... 22,569 27,248
34,012

Total . ... $59, 787 $69, 059
$84, 302
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PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

14. Quarterly Financial Information (Unaudited)

Quarter Ended

Apri | July 2, Cctober 1, Decenber
31,
2, 2000 2000 2000 2000
(in thousands, except per share
anount s)
Net sales...................... $19,583 $20,196  $20, 515 $24, 008
Income (loss) from operations.. (509) (1, 895) 274 1,166
Net incone (loss).............. (645) (1, 833) (231) 434

Basic income (loss) per share.. $ (0.14) $ (0.41) $ (0.05) $ 0.10
Diluted incone (loss) per
share........... ... ... ... .. ... $ (0.14) $ (0.41) $ (0.05) $ 0.08

Quarter Ended

April July 4, COctober 3, January 2,
4, 1999 1999 1999 2000
Net sales...................... $15,701 $16,070  $16, 857 $20, 431
Income (loss) from operations.. 349 337 177 (6)
Net incone (loss).............. 80 61 (75) (210)

Basic incone (loss) per share.. $ 0.02 $ 0.01 $ (0.02) $ (0.05)
Diluted inconme (loss) per
share. . ... $ 0.01 $ 0.01 $ (0.02) $ (0.05)

15. Subsequent Event

On January 25, 2001, the Company issued 2,500,000 million shares of stock at $8.00 per sharein an initia public offering of itscommon stock
and received net proceeds of $18.7 million. InFebruary 2001, the underwriters exercised their over alotment option and the Company sold an
additional 182,623 sharesfor net proceeds of $1.4 million. Uponthe closing of theinitia public offering, each of the outstanding shares of
preferred stock converted into two shares of common stock.

* k % % % %
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant hasduly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

PEET'S COFFEE & TEA, INC.

/sl Christopher P. Mttern
By:

Chri stopher P. Mdttern
March 30, 2001 Presi dent and Chi ef Executive
O ficer

POWER OF ATTORNEY

KNOW ALL PERSONSBY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Christopher P.
Mottern and Mark N. Rudolph and each of them, as his true and lawful attorneys-in-fact and agents, with full power of substitution and
resubstitution, for him and in his name, place, and stead, in any and all capacities, to sign any and al amendmentsto this report and to file the
same, with all exhibits thereto, and other documents in connection therewith, with the Securitiesand Exchange Commission, granting unto said
attorneys-in-fact and agents, and each of them, full power and authority to do and perform each and every act and thing requisite and necessary
to be done in connection therewith, as fully to all intents and purposes as he might or could do in person, hereby ratifying and confirming all
that said attorneys-in-fact and agents, or any of them, or their or his substitute or substitutes, may lawfully do or causeto be done by virtue
hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by thefollowing persons on behalf of
the registrant and in the capacities and on the dates indicated.
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Si gnature

/sl Christopher P. Mttern

2001
Chri stopher P. Mttern
/sl Mark N. Rudol ph
2001
Mark N. Rudol ph
/sl Cerald Baldw n
2001
Cerald Bal dwi n
/sl CGordon A. Bowker
2001

CGordon A. Bowker

/sl H WIIliam Jesse, Jr.

2001

H WIIliam Jesse, Jr.

/s/ Laurence B. M ndel
2001

Laurence B. M ndel

Dywret Fr.mrwz".m

Presi dent, Chi ef
Executive O ficer and
Director (Principal
Executive O ficer)

Vice President, Chief
Financial Oficer and
Assi stant Secretary
(Principal Financial

and Accounting
Oficer)

Di rector

Di rector

Di rector

Di rector
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Exhibit 10.21
PEET'S COFFEE & TEA, INC.

INDEMNIFICATION AGREEMENT

ThisINDEMNIFICATION AGREEMENT (this"Agreement") dated as of January 5, 2001 is made between Peet's Coffee& Tea, Inc.,, a
Washington corporation (the "Company"), and ("Indemnitee").

Recitals
WHEREAS, Indemnitee isadirector or officer of the Company and in such capacity is performing valuable servicesfor the Company;

WHEREAS, the Company and Indemnitee recognize the difficulty in obtaining directors and officers' liability insurance and the significant cost
of suchinsurance;

WHEREAS, the Company and Indemnitee further recognize the substantial increase in litigation subjecting directors and officers to expensive
litigation risks at the same time that such liability insurance has been severely limited;

WHEREAS, the Company hasadopted bylaws (the "Bylaws") providing for indemnification of the officers, directors, agents and employees of
the Company to thefull extent permitted by the Business Corporation Act of Washington (the" Statute™);

WHEREAS, the Bylaws and the Statute specifically provide that they are not exclusive, and thereby contemplate that contracts may be entered
into between the Company and its directors and officers with respect to indemnification of such directors and officers; and

WHEREAS, to induce Indemnitee to serve or continue to serve asadirector or officer of the Company, the Company desires to confirm the
contract indemnification rights provided in the Bylaws and agrees to provide the Indemnitee with the benefits contemplated by thisAgreement.

AGREEMENT

In consideration of therecitals above, themutual covenants and agreements herein contained, and Indemnitee's continued service as adirector
or officer, as the case may be, of the Company after the date hereof, the parties to thisAgreement agree as follows:

1. Indemnification Of Indemnitee

1.1 Scope. The Company agrees to hold harmless and indemnify Indemnitee to the full extent provided under the provisions of the Company's
Amended and Restated Articles of Incorporation andthe Bylaws, andto thefull extent permitted by law, notwithstanding that thebasis for such
indemnification is not specifically enumerated in this Agreement, the Company's Amended and Restated Articles of Incorporation, the Bylaws,
any statute or otherwise. In the event of any change, after the date of thisAgreement, in any applicable law,

1
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statute or rule regarding theright of a Washington corporation to indemnify a member of its board of directors or an officer, such change, to the
extent that it would expand Indemnitee'srights hereunder, shall be included within Indemnitee'srights and the Company'sobligations
hereunder, and, to the extent that it would narrow Indemnite€'s rights or the Company's obligations hereunder, shall not affect or limit the scope
of this Agreement; provided, however, that in no event shall any part of this Agreement be construed so as to require indemnification when such
indemnification is not permitted by then applicable law.

1.2 Nonexclusivity. The indemnification provided by this Agreement shall not be deemed exclusive of any rights to which Indemnitee may be
entitled under the Company's Amended and Restated Articles of Incorporation, the Bylaws, any agreement, any vote of shareholders or
disinterested directors, the Statute, or otherwise, whether as to action in Indemnitee's official capacity or otherwise.

1.3 Included Coverage. If Indemnitee was or is made a party, or isthreatened to be made a party, to or is otherwise involved (including, without
limitation, as awitness) in any Proceeding (as defined below), the Company shall hold harmless and indemnify Indemnitee from and against
any and all losses, claims, damages (compensatory, exemplary, punitive or otherwise), liabilities or expenses, including, without limitation,
attorneys fees, costs, judgments, fines, ERISA excise taxes or penalties, witness fees, amounts paid in settlement and other expensesincurred in
connection with the investigation, defense, settlement or approval of such Proceeding (collectively, "Damages").

1.4 Definition Of Proceeding. For purposes of thisAgreement, "Proceeding” shall mean any completed, actual, pending or threatened action,
suit, claim, hearing or proceeding, whether civil, criminal, arbitrative, administrative, investigative or pursuant to any alternative dispute
resolution mechanism (including an action by or in the right of the Company) and whether formal or informal, in which Indemniteeis, wasor
becomes involved by reason of the fact that Indemnitee is or was adirector, officer, employee or agent of the Company or that, being or having
been such adirector, officer, employee or agent, Indemnitee is or was serving at the request of the Company as a director, officer, employee,
trustee or agent of another corporation or of a partnership, joint venture, trust or other enterprise (collectively, a"Related Company"), including
service with respect to an employee benefit plan, whether the basis of such proceedingis alleged action (or inaction) by Indemniteein an
official capacity as a director, officer, employee, trustee or agent or in any other capacity while serving as a director, officer, employee, trustee
or agent; provided, however, that, except with respect to an Enforcement Action (defined in Section 3.1 below), an action challenging the
Company'sdetermination that Indemnitee is not entitled to indemnification pursuant to Section 1.5, and any other action to enforce the
provisions of this Agreement, "Proceeding” shall not include any action, suit, claim or proceeding instituted by or at the direction of Indemnitee
unless such action, suit, claim or proceeding is or wasauthorized by the Company'sBoard of Directors.

1.5 Determination Of Entitlement. In the event that a determination of Indemnitee's entitlement to indemnification is required pursuant to
Section 23B.08.550 of the Statute or a successor statute or pursuant to other applicable law, the appropriate decision-maker shall make such
determination; provided, however, that Indemnitee shall initially be presumed in
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all cases to be entitled to indemnification, that Indemnitee may establish a conclusive presumption of any fact necessary to such a determination
by delivering to the Company a declaration made under penalty of perjury that such fact is true and that, unlessthe Company shall deliver to
Indemnitee written notice of a determination that Indemnitee is not entitled to indemnification within twenty (20) calendar daysafter the
Company'sreceipt of Indemnitee's initial written request for indemnification, such determination shall conclusively be deemed to have been
made in favor of the Company's provision of indemnification, and that the Company hereby agrees not to assert otherwise.

1.6 Contribution. If the indemnification provided under Section

1.1 isunavailable by reason of acourt decision, based on grounds other than any of those set forth in paragraphs (b) through (d) of Section 4.1,
then, in respect of any Proceeding in which the Company isjointly liablewith Indemnitee (or would be if joined in such Proceeding), the
Company shall contribute to the amount of Damages (including attorneys fees) actually and reasonably incurred and paid or payable by
Indemnitee in such proportion as is appropriate to reflect (i) the relative benefits received by the Company on the one hand and Indemnitee on
the other from the transaction from which such Proceeding arose and (ii) therelative fault of the Company on the one hand and of Indemnitee
on the other in connection with the events that resulted in such Damages as well as any other relevant equitable considerations. The relative
fault of the Company on the one hand and of Indemnitee on the other shall be determined by reference to, among other things, the parties
relative intent, knowledge, access to information and opportunity to correct or prevent the circumstances resulting in such Damages. The
Company agrees that it would not be just and equitable if contribution pursuant to this Section 1.6 were determined by pro rataalocation or any
other method of allocation that does not take account of theforegoing equitable considerations.

1.7 Survival. The indemnification and contribution provided under this Agreement shall apply to any and al Proceedings, notwithstanding that
Indemnitee has ceased to serve the Company or a Related Company and shall continue so long as Indemnitee shall be subject to any possible
Proceeding, whether civil, criminal or investigative, by reason of the fact that Indemnitee was a director or officer of the Company or serving in
any other capacity referred to in Section 1.4 of this Agreement.

2. Expense Advances.

2.1 Generaly. The right to indemnification of Damages conferred by Section 1 shall include the right to have the Company pay Indemnitee's
expensesin any Proceeding as such expenses areincurred and in advance of such Proceeding's final disposition (suchright, an "Expense
Advance").

2.2 Conditions To Expense Advance. The Company'saobligation to provide an Expense Advance is subject to thefollowing conditions:

2.2.1 Undertaking. If the Proceeding arose in connection with Indemnitee's service asa director or an officer of the Company (and not in any
other capacity in which Indemnitee rendered service, including service to any Related Company), then Indemnitee
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or Indemnitee's representative shall have executed and delivered to the Company an undertaking, which need not be secured and shall be
accepted without reference to Indemnitee's financia ability to make repayment, by or on behalf of Indemnitee to repay all Expense Advances if
it shall ultimately be determined by a final, unappeal able decision rendered by a court having jurisdiction over the parties that Indemnitee is not
entitled to be indemnified under this Agreement or otherwise.

2.2.2 Cooperation. Indemnitee shall give the Company such information and cooperation as it may reasonably request and as shall be within
Indemnitee's legal power to so provide.

2.2.3 Affirmation. Indemnitee shall furnish, upon request by the Company and if required under applicable law, a written affirmation of
Indemnitee's good faith belief that any applicable standards of conduct have been met by Indemnitee.

3. Procedures For Enforcement

3.1 Enforcement. In the event that any claim for indemnification, whether an Expense Advance or otherwise, is made hereunder and is not paid
in full within ninety (90) calendar daysafter written notice of such claimisdelivered to the Company, Indemnitee may, but need not, at any
time thereafter bring suit against the Company to recover the unpaid amount of the claim (an "Enforcement Action"). It shall be a defense to
any action for which a claim for indemnification is made under Section 1 hereof (other than an action brought to enforce a claim for expenses
pursuant to Section 2 hereof, provided that therequired undertaking has been tendered to the Company) that Indemniteeis not entitled to
indemnification because of the limitations set forth in Section 4 hereof.

3.2 Presumptions In Enforcement Action. In any Enforcement Action, the following presumptions (and limitation on presumptions) shall apply:

(a) The Company expressly affirms and agrees that it hasentered into this Agreement and assumed the obligationsimposed onit hereunder to
induce Indemnitee to continue as a director or officer, as the case may be, of the Company;

(b) Neither (i) thefailure of the Company (including the Company'sBoard of Directors, independent or special legal counsel or the Company's
shareholders) to have made a determination prior to the commencement of the Enforcement Action that indemnification of Indemniteeis proper

inthe circumstancesnor (ii) an actual determination by the Company, its Board of Directors, independent or special legal counsel or
shareholders that Indemnitee isnot entitled to indemnification shall be a defense to the Enforcement Action or create a presumption that
Indemniteeis not entitled to indemnification hereunder; and

(c) If Indemniteeis or was serving as adirector or officer of a corporation of whichamajority of the shares entitled to votein theelection of its
directors is held by the Company or as a partner, trustee or otherwise in an executive or management capacity in a partnership, joint venture,
trust or other enterprise of whichthe Company or awholly owned
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subsidiary of the Company is a general partner or has a mgjority ownership, then such corporation, partnership, joint venture, trust or other
enterprise shall conclusively be deemed a Related Company and Indemnitee shall conclusively be deemed to be serving such Related Company
at the Company's request.

3.3 Attorneys Fees And Expenses For Enforcement Action. In theevent Indemniteeis required to bring an Enforcement Action, the Company
shall pay al of Indemnitee's feesand expenses in bringing and pursuing the Enforcement Action (including attorneys fees at any stage,
including on appeal); provided, however, that the Company shall not be required to provide such payment for such attorneys feesor expensesif
acourt of competent jurisdiction determines that each of the material assertions made by Indemnitee in such Enforcement Actionwas not made
in good faith.

4. Limitations On Indemnity; Mutual Acknowledgment
4.1 Limitation On Indemnity. No indemnity pursuant to thisAgreement shall be provided by the Company:

(8 Onaccount of any suit in which afinal, unappealable judgment is rendered against Indemnitee for an accounting of profits made from the
purchase or sale by Indemnitee of securities of the Company in violation of the provisions of Section 16(b) of the Securities Exchange Act of
1934, as amended;

(b) For Damagesthat have been paid directly to Indemnitee by an insurance carrier under apolicy of insurance maintained by the Company;

(c) With respect to remuneration paid to Indemnitee if it shall be determined by afinal judgment or other final adjudication that such
remuneration was in violation of law;

(d) On account of Indemnitee's conduct whichisfinally adjudged by a court having jurisdiction in the matter to have been intentional
misconduct, a knowing violation of law or the RCW 23B.08.310 or any successor provision of the Statute, or a transaction from which
Indemnitee derived animproper personal benefit;

(e) If afinal decision by a court having jurisdiction in the matter with no further right of appeal shall determine that such indemnification is not
lawful (and, in this respect, both the Company and Indemnitee have been advised that the Securities and Exchange Commission (the "SEC")
believes that indemnification for liabilitiesarising under the federal securities lawsis against public policy and is, therefore, unenforceable and
that claims for indemnification should be submitted to appropriate courts for adjudication); or

() In connection with any proceeding (or part thereof) initiated by Indemnitee, or any proceeding by Indemnitee against the Company or its
directors, officers, employees or other indemnitees, unless (i) such indemnification is expressly required to be made by law, (ii) the proceeding
was authorized by the Board of Directors of the Company, (iii) such indemnification is provided by the Company, in its sole discretion,
pursuant to the powers vested
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in the Company under the Statute, or (iv) the proceeding isinitiated pursuant to Section 3.3 hereof.

4.2 Partial Indemnification. If Indemnitee is entitled under any provision of this Agreement to indemnification by the Company for some or a
portion of any Damagesin connection witha Proceeding, but not, however, for the total amount thereof, the Company shall nevertheless
indemnify Indemnitee for the portion of such Damagesto which Indemniteeis entitled.

4.3 Mutual Acknowledgment. The Company and Indemnitee acknowledge that, in certain instances, federal law or public policy may override
applicable statelaw and prohibit the Company fromindemnifying Indemnitee under this Agreement or otherwise. For example, the Company
and Indemnitee acknowledge that the SEC has taken the position that indemnification is not permissible for liabilities arising under certain
federal securities laws, and federal legidlation prohibits indemnification for certain ERISA violations. Furthermore, Indemnitee understands and
acknowledges that the Company has undertaken or may be required in the future to undertake with the SEC to submit the question of
indemnification to acourt in certain circumstances for a determination of the Company'sright under public policy to indemnify Indemnitee.

5. Noatification and Defense of Claim.

5.1 Notification. Not later than thirty (30) daysafter receipt by Indemnitee of notice of thecommencement of any Proceeding, |ndemnitee shall,
if aclaim in respect thereof isto be made against the Company under this Agreement, notify the Company of the commencement thereof; but
the omission so to notify the Company will not, however, relievethe Company fromany liability which it may haveto Indemnitee under this
Agreement unless and only to the extent that such omission can be shown to have prejudiced the Company'sability to defend the Proceeding.

If, at the time of thereceipt of anotice of a claim pursuant to Section

5.1, the Company has director and officer liability insurancein effect, the Company shall give prompt notice of the commencement of such
proceeding to the insurers in accordance with the procedures set forth in the respective policies. The Company shall take all necessary or
desirable action to cause such insurers to pay, on behalf of the Indemnitee, all amounts payable as aresult of such Proceeding in accordance
with theterms of such policies.

5.2 Defense Of Claim. With respect to any such Proceeding asto which Indemnitee notifies the Company of the commencement thereof:
(a) The Company may participate therein at its own expense;
(b) The Company, jointly with any other indemnifying party similarly notified, may assumethe defense thereof, with counsel satisfactory to

Indemnitee. After notice from the Company to Indemnitee of its election so to assumethe defense thereof, the Company shall not be liable to
Indemnitee under this Agreement for any legal or other expenses (other than
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reasonable costs of investigation) subsequently incurred by Indemnitee in connection with the defense thereof unless (i) the employment of
counsel by Indemnitee has been authorized by the Company, (ii) Indemnitee shall have reasonably concluded that there may be a conflict of
interest between the Company (or any other person or persons included in thejoint defense) and Indemniteein the conduct of the defense of
such action, (iii) the Company shall nat, in fact, have employed counsdl to assumethe defense of such action, in each of which casesthe fees
and expenses of counsel shall be at the Company's expense, or (iv) the Company is not financially or legally able to perform itsindemnification
obligations. The Company shall not be entitled to assume the defense of any proceeding brought by or on behalf of the Company or as to which
Indemnitee shall have reasonably made the conclusion provided for in (ii) or

(iv) above;

(c) The Company shall not be liable to indemnify Indemnitee under this Agreement for any amounts paid in settlement of any Proceeding
effected without its written consent;

(d) The Company shall not settle any action or claimin any manner that would impose any penalty or limitation on Indemnitee without
Indemnitee's written consent; and

(e) Neither the Company nor Indemnitee will unreasonably withholdits, his or her consent to any proposed settlement.

6. Severability. Nothing in this Agreement isintended to require or shall be construed asrequiring the Company to do or to fail todo any act in
violation of applicablelaw. The Company'sinability, pursuant to court order, to performits obligations under this Agreement shall not
congtitute a breach of this Agreement. The provisions of thisAgreement shall be severable, asprovided in thisSection 6. If this Agreement or
any portion hereof shall be invalidated on any ground by any court of competent jurisdiction, thenthe Company shall nevertheless indemnify or
make contribution to Indemnitee to thefull extent permitted by any applicable portion of thisAgreement that shall not have been invalidated,
and the balance of this Agreement not so invalidated shall be enforceable in accordance with its terms.

7. Governing Law; Binding Effect; Amendment and Termination.
(a) This Agreement shall be interpreted and enforced in accordance with the lawsof the State of Washington.

(b) This Agreement shall be binding on Indemnitee and on the Company and its successors and assigns (including any transferee of all or
substantially al its assets and any successor by merger or otherwise by operation of law), and shall inureto the benefit of Indemnitee and
Indemnitee's heirs, personal representatives and assigns andto the benefit of the Company and itssuccessors and assigns. The Company shall
not effect any merger, consolidation, sale of all or substantially all of its assetsor other reorganization in which it is not the surviving entity,
unless the surviving entity agrees in writingto assure all of the Company'sobligations under this Agreement.
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(c) No amendment, modification, termination or cancellation of thisAgreement shall be effective unlessin writingsigned by both parties
hereto.

8. Entire Agreement. This Agreement is the entire agreement of the parties regarding its subject matter and supersedesall prior written or oral
communications or agreements.

9. Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed anoriginal, but al of which
together shall constitute one instrument.

10. Amendments; Waivers. Neither this Agreement nor any provision may be amended except by written agreement signed by the parties. No
waiver of any breach or default shall be considered valid unless in writing, and no such waiver shall be deemed awaiver of any subsequent
breach or default.

11. Notices. All notices, claimsand other communications hereunder shall be in writingand made by hand delivery, registered or certified mail
(postage prepaid, return receipt requested), facsimile or overnight air courier guaranteeing next-day delivery:

(a) If to the Company, to:

Peet's Coffee & Teq, Inc.
1400 Park Avenue
Emeryville, CA 94608
Attn: President

with acopy to:

Cooley Godward LLP
One Maritime Plaza, 20/th/ Floor
San Francisco, CA 94111
Attn: Kenneth L. Guernsey, Esg.

(b) If to Indemnitee, to the address specified on thelast page of this Agreement or to such other address as either party may from time to time
furnish to the other party by a noticegiven in accordance with the provisions of thisSection 11. All such notices, claimsand communications
shall be deemed to have been duly givenif (i) personally delivered, atthe time delivered, (ii) mailed, five daysafter dispatched, (iii) sent by
facsimile transmission, upon confirmation of receipt, and (iv) sent by any other means, upon receipt.
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12. Directors and Officers Insurance.

(a) The Company hereby covenants and agrees that, subject to the provisions of Section 12(c) hereof, the Company shall, from a date no later
than the closing date of the Company'sfirst registered public offering of the Company's Common Stock pursuant to an effective registration
statement under the Securities Act of 1933, asamended, maintain directors and officers insurance in full force and effect so long as Indemnitee
continues to serveas a director or officer of the Company and thereafter so long as Indemnitee shall be subject to any possible Proceeding.

(b) In al palicies of directors and officers' insurance, Indemnitee shall be named as aninsured in such a manner as to provide Indemnitee the
same rights and benefits, subject to the same limitations, as are accorded to the Company's directors or officers most favorably insured by such

policy.

(c) Notwithstanding the foregoing provisions of thisSection 12, the Company shall have no obligation to maintain directors and officers
insurance if the Company determines in good faith that such insuranceis not reasonably available, the premium costsfor suchinsurance are
disproportionate to the amount of coverage provided, or the coverage provided by suchinsurance islimited by exclusions so as to provide an
insufficient benefit.

13. Specific Performance. The Company and Indemnitee agree herein that a monetary remedy for breach of this Agreement, at some later date,
will be inadequate, impracticable and difficult of proof, and further agree that such breach would cause Indemnitee irreparable harm.
Accordingly, the Company and Indemnitee agree that Indemnitee shall be entitled to temporary and permanent injunctive relief to enforcethis
Agreement without the necessity of proving actual damages or irreparable harm. The Company and Indemnitee further agree that Indemnitee
shall be entitled to suchinjunctive relief, includingtemporary restraining orders, preliminary injunctions and permanent injunctions, without the
necessity of posting bond or other undertaking in connection therewith. Any such requirement of bond or undertaking is hereby waived by the
Company, and the Company acknowledgesthat in the absence of such awaiver, abond or undertaking may be required by the court.

14. Subrogation. In theevent of payment under this Agreement, the Company shall be subrogated to the extent of such payment to all of the
rights of recovery of Indemnitee, who shall execute all documents required and shall do al acts that may be necessary to secure such rights and
to enable the Company effectively to bring suit to enforce such rights.

[Signature Page Follows]

peres e SO irsssn 2002, EDGAR Online. I nc.




IN WITNESS WHEREOF, the parties hereto have executed this Agreement on and as of theday and year first above written.
COMPANY:

PEET'S COFFEE & TEA, INC.

By:
Its:
INDEMNITEE:
[Name]
[Address|
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EXHIBIT 23.1
INDEPENDENT AUDITORS CONSENT

We consent to theincorporation by reference in the Registration Statement on Form S-8 filed with the Securities and Exchange Commission on
February 9, 2001 of our report dated March 28, 2001, included and incorporated by reference in the Annua Report on Form 10-K of Pest's
Coffee & Tea, Inc. and subsidiariesfor the year ended December 31, 2000.

/s/ Deloitte & Touche
LLP

San Franci sco,
California
March 29, 2001
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End of Filing
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