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FORWARD-LOOKING STATEMENTS

Some of the matters discussed under the captions"Risk Factors," "Management's Discussion and Analysis of Financial Condition and Results
of Operation,” "Business' and elsewherein this report includeforward-looking statements. We have based theseforward-looking statementson
our current expectations and assumptions about future events, including, among other things:

- Implementing our business strategy; - Attracting and retaining 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 suchas "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
in this report. Forward-looking statements speak only as of thedate of this report and we assume no obligation to update any forward-looking
statements.

PART I
ITEM 1. BUSINESS

Peet'sis a specialty coffee roaster and marketer of branded fresh roasted whole bean coffee. We sell our fresh roasted coffee under strict
freshness standards through multiple channels of distribution including grocery stores, online and mail order, office, restaurant and food service
accounts and 68 company-operated stores in four states.

We believe that roasted coffeeis a perishable product and wepursue distribution channelsthat are consistent with our strict freshness standards.
For instance, our distribution to grocery stores emphasizes the use of an existing network of distributors who deliver fresh goodsto our targeted
accounts. Our online and mail order customersare shipped coffee directly from our facility and we roast to order. Our goal isto ensure that
customers receive coffee within days of roasting.

Over the past fiveyears, we have expanded from aregional retailer that operates its own outlets into a national coffee brand available through
multiple channels of distribution. We extended our retail presence to Southern Californiain 1997, Chicago and Portland in 1998 and Boston in
1999. We signed our first office coffee distribution agreement in 1997 and have sinceadded a number of restaurants, food service accounts, and
office coffee distributors in select markets. We added online ordering capability to our website in 1997 to complement our existing mail order
business and have since invested in marketing programs designed to support our online and mail order channel. In 1998, we initiated a strategic
expansion into specialty grocery and gourmet food stores. In 2002, this expansionwas further developed to include distribution to mainstream
grocers, aswe expanded our grocery accounts from 130 to over 1,400 stores primarily as a result of our distribution agreement with Safeway
Inc. We believe our expansion strategy emphasizes disciplined growth and enhancement of our brand's image and quality reputation. See Note
13, "Segment Information™ to the "Notes to Consolidated Financial Statements’, included elsewherein this report.

Our website islocated at www.peets.com. Our annual report on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K,
as well as any amendmentsor exhibits to those reports, areavailable free of charge through our websiteat http://investor.peets.com/edgar.cfm
as soon as reasonably practicable after we filethem with, or furnish them to, the SEC. Peet's was organized as a Washington corporation in
1971
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COMPANY RETAIL STORES

We operate 68 retail stores in four states through whichwe sell wholebean coffee, beverages and pastries, tea, and other related items. Our
stores are designed to facilitate the sale of fresh whole bean coffee and to encourage customer trial of our coffee through coffee beverages.
Each store has a dedicated staff person at the bean counter to take orders and assist customers with questions and issues. Upon order, beans are
scooped and ground to the customer's specific requirement. To ensurethat the freshest beans are sold to customers, we implemented a policy to
not sell beans beyond ten days from roasting and we trained our store managersto order and replenish coffee daily. Our beverage counter
features coffee based beverages that promote the sale of wholebean coffee with a standard rotation of coffee brewed from each category of
coffeeswe sell. It isour policy to brew anew batch of coffee every 30 minutesand not re-heat milk in espresso based drinksto ensure
freshness. See "Item 2. Properties” for further discussion about our retail stores.

SPECIALTY SALES

In addition to sales through our retail stores, wehave expanded the availability of our products through a network of grocery stores, including
Safeway Inc., Whole Foods Markets, and Bristol Farms. To support this expansion, we have developed a direct store delivery ("DSD") sales
and distribution system. Peet's DSD route sales representatives deliver to their storesweekly, properly shelve the product, work to resolve
pricing discrepancies, rotate to ensure freshness, sell and erect free-standing displays, and forge store-level selling relationships. We expect to
have approximately 50 DSD route sales representatives in 2003, of which approximately 30 will be full-time Peet's employees, to support the
expansion into new grocery accounts in thewestern United States aswell as existing Safeway stores. In thefood service and office business, we
have a staff of sales and account managers who make sales callsto potential and existing accounts and manage our distributor network.
Additionally we have established relationships with office, restaurant and food service distributors to expand our account base in select markets.
These distributors have their own sales and account management resources. In the online and mail order channel, wehave a dedicated website
and customer servicerepresentatives that provide points of contact to our customers for coffee ordering and coffee knowledge. Our website
features an Express Buy function for registered customers for speed and ease, special coffee and tea programs, and a coffee and tea selector to
assist the customer in choosing a product based upon certain characteristics. In addition to our website, we have ateam of mail order customer
service representatives who assist customers in placing customer orders, choosing a gift item, providing product information, and resolving
customer issues. Customer servicerepresentatives are regularly trained on Peet's product offerings through weekly coffee and tea tastings.

OUR COFFEE

Coffee Beans

Coffee isan agricultura crop that undergoes price fluctuation and quality differences depending on weather, economic and political conditions
in coffee producing countries. We purchase only Arabica coffee beans, which are considered superior to the Robusta coffee beans traded in the
commodity market. Arabica beans usually grow at high elevations, absorb little moisture and mature slowly. Thus, although most coffee trades
in the commodity market, the Arabica beans purchased by ustend to trade on a negotiated basis at a substantial premium above commodity
coffee prices, depending upon the supply and demand at thetime of purchase. Our access to high quality Arabica beans depends on our
relationships with coffee brokers, exportersand growers, with whom we have built long-term relationships to ensure a steady supply of coffee
beans. In 2002, we purchased over half of our coffee beans through one broker. We believe that, as aresult of our reputation that has been built
over 37 years, we have access to some of the highest quality coffee beans from the finest estates and growing regionsaround the world and we
are occasionally presented with opportunities to purchase unique and special coffees.

Unlikeroasted coffee beans, green coffee beans are not highly perishable. We generally turn our inventory of green coffee beans two to three
times per year. We generadly carry approximately $4 million to $8 million worth of green coffee beansin our inventory. If Arabica coffee beans
from aregion 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. From time to time, we mitigate therisks associated by fluctuations in coffee prices by entering
into fixed price commitments and hedging agreementsfor aportion of our green coffee bean requirements.

5
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Our Roasting Method

Our roasting method wasfirst developed by Alfred Peet and perfected by our talented and skilled roasting personnel. We roast by hand in small
batches, and we rely on the skillsand training of each roaster to maximizethe flavor and potential in our beans. Our roasters undergo atwo year
apprenticeship program to learn our roasting method and to gain the skills necessary to roast coffee at Peet's.

Coffee Types and Blends

Beyond sourcing and roasting, we have developed a reputation for expert coffee blending. Our blends, such as Mg or Dickason's Blend(R), are
well regarded by our customers for their uniqueness, consistency and specia flavor characteristics. We sell approximately 32 typesof coffee as
regular menu items. Included in this figure are approximately 21 blendswith the balance being single origin coffees from countries such as
Colombia, Guatemala and Kenya. In 2001, we introduced aline of high-end reserve coffees, such as Kona, Jamaica Blue Mountain, Aged
Moka Java, and JR Reserve Blend(R). We areactive in seeking, roasting and selling unique special lot and one-time coffees. On average, we
offer four to six such coffees every year.

TEA, FOOD AND MERCHANDISE

Peet's offers aline of hand selected wholeleaf and bagged tea. Our quality standards for tea are very high. We purchasetea directly from
importers and brokers and store and pack the tea at our facility in Emeryville. We offer alimited line of specialty food items, suchasjellies,
jams and candies. These products are carefully selected for quality and uniqueness.

Our merchandise program consists of itemssuch as brewing equipment for coffee andtea, paper filters and brewing accessories and branded
and non-branded cups, saucers, travel mugsand serveware. We do not emphasi ze these items, but we carry them in retail storesand offer them
through online and mail order as a means to reinforce our authenticity in coffee and tea.

COMPETITIVE POSITIONING

The specialty coffee market can be characterized as highly fragmented. Our primary competitorsin whole bean specialty coffee sales include
Gevalia (Kraft Foods), Green Mountain Coffee, llly Caffe , Millstone (Procter & Gamble), Seattle's Best (AFC Enterprises) and Starbucks.
There are numerous smaller, regional brands that also compete in this category. We also compete indirectly against al other coffee brands on
the market. A number of nationwide coffee marketers, such as Kraft Foods, Procter & Gamble and Nestle, aredistributing premium coffee
brands in supermarkets. These premium coffee brands may serve as substitutes for our whole bean coffee.

In addition to competing with other distributorsof whole bean coffee, we compete with retailers of prepared beverages, including coffee house
chains, particularly Starbucks, numerous convenience stores, restaurants, coffee shops and street vendors.

Despite competing in afragmented category, increased consumer demand has resulted in specialty coffee brands being established across
multipledistribution channels. Several competitors are aggressive in obtaining distribution in specialty grocery and gourmet food stores, and in
office, restaurant and food servicelocations. We have only recently begun to penetrate thesechannels.

We believe that our customers choose among specialty coffee brands based upon quality, variety, 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 focus on product freshness and roast-dating in the same manner as Peet's. We believe that our market sharein the specialty
category isbased on a solidly differentiated position built on our freshness standards and artisan-roasting style. Because of thefragmented
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.
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Our roasted coffee ispriced intiers. Our regular menu coffees are priced within arange of $8.95 to $17.95 per pound. Our line of high-end
reserve coffees, which weintroduced in 2001, is priced between $49.90 and $79.90 per pound. We believe our higher quality and freshness
standards allow usto charge a higher pricefor our coffee products.

INTELLECTUAL PROPERTY

Weregard intellectua property and other proprietary rights as important to our success. We own severa trademarks and service marksthat
have been registered with the United States Patent and Trademark Office, including Peet's(R), Peet's Coffee & Tea(R), peets.com(R), Blend
101(R), Garuda Blend(R), JR Reserve Blend(R), Maduro Blend(R), Mgor Dickason's Blend(R), Pride of the Port(R), Pumphrey'sBlend(R),
Sierra Dorada Blend(R), Summer House(R), Top Blend(R), and Vine Street Blend(R). We also have registered trademarks on our stylized logo.
In addition, wehave applications pending with the United States Patent and Trademark Office for a number of additional marks, including
Espresso Forte(TM) and Gaia Organic Blend(TM).

We own registered trademarksfor our name and logo in Argentina, Australia, Brazil, Canada, Chile, China, the European Community, Hong
Kong, Japan, Paraguay, Singapore, South Korea, Taiwan, and Thailand. We have filed additional applications for trademark protection in the
Philippines. 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 lettering with a white band running around the lower quarter of the bag) and the design of the interior of our stores
(consisting of dark wood fixtures, classic lighting, granite countertops and understated color) to be strong identifiers of 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,
and thus cannot rely onthe legal protectionsafforded by trademark registration.

Our ahility 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 have touch screen components and full point-of-sale capability. We
implemented a Peet's cash card in our retail stores and website that will, in thefuture, allow usto implement customer loyalty programs.
Currently, we are implementing business intelligence softwareto better support and analyze our businessin al channels. In addition, we are
also deploying alabor and scheduling system to increase productivity in our retail stores.

Our website is hosted at our corporate headquarters in Emeryville, California. All website applications arebuilt on Microsoft ASPwith
in-house development. We offer full-functioning e-commerce and our site isintegrated 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 onasingle bill and extensive coffee search and product matching. Website and call center system functionality aredesigned to
accommodate the need for customers to place repeat orders or automatic orders delivered on a pre-set schedule. We designed our website to
provide fast, easy and effective operation when navigating and shopping on our site. We have dedicated information technology employees and
marketing staffersfor website maintenance, improvement, development and performance.
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EMPLOYEES

Asof March 14, 2003, we employed aworkforce of 1,667 people, approximately 324 of whom are considered full-timeemployees. None of
our employees arerepresented by alabor union. We consider our relationship with our employees to be good. Since 1979, we have 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
materia adverse effect on our operations.

OUR EXECUTIVE OFFICERS

Set forth below is information with respect to the names, ages, positions and offices of our executive officers asof March 14, 2003.

NAVE AGE PCSI T ON

Patrick J. O Dea 41 Chief Executive Oficer, President and Director

Mk N Rudolph 44 Chief Financial Officer, Vice President, Treasurer and Secretary
Mchael J. Cloutier 48 Vice President, Information Technology
Janes E. Grimes 47 Vice President, Operations and Information Systems
WiliamM Lilla 47 Vice President, Foodservice/Cffice and New Business Devel opment
Deborah MGaw 61 Vice President, Retail Cperations
Peter B. Mehrberg 44 Vice President, New Store Devel opment & International and General Counsel
Janes A Reynolds 64 Vice President, Coffee and Tea

Patrick J. O'Dea has served asChief Executive Officer, President and as a director since May 2002. From April 1997 to March 2001, hewas
CEO of Archway/Mother's Cookies and Mother's Cake & Cookie Company. From 1995 to 1997, Mr. O'Dea wasthe Vice President and
General Manager of the Specialty Cheese Division of Stella Foods. From 1984 to 1995, he was with Procter & Gamble, where hemarketed
several of the company's snack and beverage brands.

Mark N. Rudolph has served as Chief Financial Officer since September 1988. He wasappointed Vice President in September 1994 and
Treasurer and Secretary in May 2001. Mr. Rudolph served as Assistant Secretary from September 1994 to May 2001.

Michael J. Cloutier has served as Vice President, Information Systems since August 1999. He was a Systems Manager for Peet's from August
1999 to December 1999. Between October 1997 and August 1999, Mr. Cloutier founded two computer consulting businesses, 1- 2 -1
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.
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James E. Grimes hasserved as Vice President of Operations and Information Systems since July 2002. In August 2001, Mr. Grimesfounded
Supply Chain Consulting, where he provided supply chain management expertise. From January 2001 through August 2001, Mr. Grimes was
Senior Vice President of Strategic Planning-Operations at Parmalat Bakery Division, North America. From 1998 to 2001, he was Senior Vice
President of Operations at Archway/Mother's Cookies. Previously, Mr. Grimes held various positions at Mother's Cake and Cookie Company.
Before joining Mother's, he was at Frito Lay and Procter & Gamble.

William M. Lillahas served as Vice President since April 1998. He has served the Company in severd roles, including Vice President,
Marketing and Strategy and Vice President, Food Service and New Business Development. Before joining Peet's, Mr. Lillawas employed by
The Heublein Wines Group as Vice 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,

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.

Peter B. Mehrberg hasserved as Vice President since 1997. He has served the Company in several roles, including Vice President, Business
Development and Vice President, Real Estate. Mr. Mehrberg hasalso served as General Counsel since September 1994. From July 1994 to
June 1997, Mr. Mehrberg was Director of Real Estate.

James A. Reynolds has served as Vice President, Coffee and Tea since February 1994, and served as Secretary from February 1988 to May
2001. He also served asadirector from 1985 to 1997. He joined Peet'sin 1984.

ITEM 2. PROPERTIES

Peet's headquarters are located in Emeryville, California, where the Company |eases approximately 60,000 square feet of office and production
space, including roasting and direct delivery fulfillment facilities. Within these facilities, we have 15,000 sguare feet devoted to general
corporate and retail overhead and acall center for the direct delivery business. Our lease expiresin 2005 and we have an option to extend the
leasefor anadditional ten years.

We operate 68 retail stores in four states. Our retail locations areall company operated in leased facilities. Our store size averages
approximately 1,800 square feet. Our stores are typically located in urban neighborhoods, suburban shopping centers (usually consisting of
grocery, specialty and service stores) and high-traffic streets.

The following table liststhe number of retail stores we havein eachlocation as of March 14, 2003:
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San Francisco Bay Area, California
34

San Jose, California

Greater Los Angeles, California

Orange County, California
1

Bost on, Massachusetts
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ITEM 3. LEGAL PROCEEDINGS

In theordinary course of our business, we may fromtime to time becomeinvolved in certain legal proceedings. On February 25, and March 7,
2003, two lawsuits were filed against the Company entitled Brian Taraz, et a vs. Peet's Coffee & Tea, Inc., and Tracy Coffee, et a. vs. Peet's
Coffee & Tea, Inc. Each was filed in Superior Court of the State of California, County of Orange, and seeks class action certification. These
suits werefiled by one former and one current store manager alleging misclassification of employment position and seeking damages,
restitution, reclassification and attorneys feesand costs. We areinvestigating and intend to vigorously defend this litigation, but because the
cases arein their early stages, thefinancial impact to the Company, if any, cannot be predicted.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS
No matterswere submitted to a vote of our security holders during the quarter ended December 29, 2002.
PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

MARKET FOR THE REGISTRANT'SSTOCK
The Company's common stock commenced regular trading on the Nasdag National Market System under the symbol "PEET" on January 25,

2001. Prior to that time, there was no public market for the Company's common stock. The following table sets forth, for the periods indicated,
the high andlow closing pricesfor our common stock as reported on the Nasdag National Market since January 25, 2001.
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Fourth Quarter $16. 240
$10. 800

Third Quarter $17. 030
$12. 000

Second Quarter $18. 890
$12. 880

First Quarter $16. 150
$10. 850

Fourth Quarter $11.500 $
7. 350

Third Quarter $9.060 $
6. 180

Second Quarter $10.000 $
7. 250

First Quarter (commencing January 25, 2001) $16.125 $
6.125

Asof March 14, 2003, there were approximately 282 registered holdersof record of the Company'scommon stock. On March 14, 2003, thelast
sale price reported on the Nasdag National Market System for the common stock was $15.79 per share.

DIVIDEND POLICY

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 Resultsof
Operations - Liquidity and Capital Resources."

USE OF PROCEEDS FROM SALES OF REGISTERED SECURITIES

We completed ourinitial public offering of our common stock in January and February 2001 pursuant to a Registration Statement on Form S-1
initialy filed on October 13, 2000, as subsequently amended (the "Registration Statement") (File No. 333-47597). Asof March 14, 2003, $17.4
million of the net proceeds from the offering had been used for debt reduction, and the remainder of the net proceeds was investedin
short-term, interest-bearing, investment grade securities.
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We completed our secondary public offering of our common stock in April 2002 pursuant to a Registration Statement on Form S-3initially
filed on March 27, 2002, as subsequently amended (the "Registration Statement” (File No. 333-85085). The aggregate proceeds to us from the
offering were $43.9 million. We paid expenses of approximately $2.9 million, of which approximately $2.4 million represented expenses
related to underwriters fees. Net proceeds from the offering were $41.0 million. Asof March 14, 2003, all of the net proceeds were invested in
short-term and long-term, United States Government and Agency securities. We expect that our use of proceeds from the offering will conform
to the intended use of proceeds as describe in our prospectus dated April 19, 2002, except that the proceeds have been invested in short-term
and long-term, interest-bearing United States Government and Agency securities until required for working capital purposes.

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.

The following selected consolidated financial data should be read in conjunction withour consolidated financial statements and related notes
and "Management's Discussion and Analysis of Financial Condition and Results of Operations' included elsewherein this report.

SELECTED CONSCLI DATED FI NANCI AL DATA
(in thousands, except per share data)

YEAR
1998 1999 2000 2001 2002

STATEMENT OF OPERATI ONS DATA:
Net revenue $59,787  $69,059  $84,302  $94,400  $104,073
Cost of sales and related occupancy expenses 30, 303 33,641 40, 655 45, 357 48, 146
Operating expenses 18, 175 22,115 28,073 30, 617 33, 221
Marketing and advertising expenses 2,176 3,491 6, 069 4,812 4,554
General and admini strative expenses 5, 303 5,551 5, 893 6, 243 6, 732
Depreci ation and anortizati on expenses 2,711 3,404 4,576 5,038 4,568
I ncome (loss) from operations 1, 119 857 (964) 2,333 6, 852
Interest income (expense), net (709) (985) (1, 907) (429) 540
Income (loss) before incone taxes 410 (128) (2,871) 1,904 7,392
I ncone tax (provision) benefit (242) (16) 596 (749) (2,735)
Net inconme (I oss) $ 168 $ (144) $(2,275) $ 1,155 $ 4,657
Net income (loss) per share

Basi c $ 0.04 $(0.03) $(0.50) $ 0.15 $ 0.43

Di | uted $ 0.03 $(0.03) $(0.50) $ 0.14 $ 0.40
Shares used in calculation of net incone (loss) per share

Basi c 4,397 4, 489 4,515 7,941 10, 919

Di | uted 5,710 4, 489 4,515 8,212 11, 627
BALANCE SHEET DATA:
Cash and cash equival ents $ 873 $ 1,074 $ 1,598 $ 2,718 $ 19,672
Working capital (deficit) (1, 333) (5, 486) (2, 853) 3,315 22,499
Total assets 29, 864 34, 650 39,721 41, 409 95, 145
Borrowi ngs under line of credit 4,472 5, 600 4,246 1, 968 -
Current portion of |ong-term borrow ngs 1,701 2,816 2,037 513 468
Long-term borrow ngs, |ess current portion 5, 962 7,240 14, 544 895 424
Total sharehol ders' equity 10, 791 11,191 9, 167 28,770 80, 504
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Y ou should read the following discussion and analysisin conjunction with our consolidated financial statementsand related notes included
elsawhere in this report. Except for historical information, the discussion below contains forward-looking statements within the meaning of
Section 21E of the Securities Exchange Act of 1934.

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 thefounding of our businessin 1966, we have established a customer base and brand recognitionin California. Our national expansion
strategy is based on the sale of whole bean coffeein multiple channels of distribution. While we intend to continue the sale of whole bean
coffee through strategically located retail stores, we expect revenue in our other distribution channels, namely grocery stores, online and mail
order and office, restaurant andfood service accounts, to increase at a more rapid rate. We are also continuing to explore opportunities
internationally through strategic relationships.

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 our stores and customerswithin 24 hours of roasting. Control of purchasing, roasting, packaging and
distribution of our coffee allows usto maintain our commitment to freshness, is cost effective and enhances our marginsand profit potential.

CRITICAL ACCOUNTING POLICIESAND ESTIMATES

The preparation of financial statementsin conformity with generally accepted accounting principles requires the appropriate application of
certain accounting policies, many of which require usto makeestimates and assumptions about future events and their impact on amounts
reported in our financial statementsand related notes. Since future eventsand their impact cannot be determined with certainty, the actual
resultswill inevitably differ from our estimates. Such differences could be material to the financia statements.

We believe our application of accounting policies, and the estimatesinherently required therein, are reasonable. These accounting policies and
estimates are constantly reevaluated, and adjustments are made whenfacts and circumstancesdictate a change. Historically, we have found our
application of accounting policiesto be appropriate, and actual results have not differed materially from those determined using necessary
estimates.

Our accounting policies aremore fully described in Note 2 " Summary of Significant Accounting Policies' in the "Notes to the Consolidated
Financial Statements," included elsewhere in this report. We have identified the following critical accounting policies:

-Inventory. Raw materials consist primarily of green bean coffee. Finished goods include roasted coffee, tea, accessory products, spices, and
packaged foods. All products arevalued at the lower of cost or market using thefirst-in, first-out method, except green bean and roasted coffee,
whichis valued at the average cost. We continually evaluate the composition of our coffee related merchandise and mark down such inventory
as needed. Our historical inventory write-offs have been immaterial.

-Intangibles and other assets. During 2002, we entered into a contractual agreement with Safeway Inc., a national grocery chain, to sell Peet's
coffee through its grocery stores. We began shipping during the third quarter of this year. The agreement included an upfront payment to
Safeway Inc. that we recorded inintangibles and other assets and is being amortized asa reduction of revenue based upon estimated sales
during the contract period.

-Long-lived assets. In evaluating the fair value and future benefits of long-lived assets, we perform an analysis of theanticipated undiscounted
future net cash flowsof the related long-lived asset and reduce
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their carrying value by the excess, if any, of the result of such calculation. We believe at this time that the long-lived assets' carrying values and
useful lives continueto be appropriate.

-Accrued compensation. In March 2002, we modified our workers' compensation insurance policy to a high deductible insurance program with
an overall program ceiling to minimize exposure. We began recording an estimated liability for the self-insured portion of the workers
compensation claims. The liability is determined actuarially, based on claims paid, filed and reserved for, and projected using an industry loss
development factor, as well as using historical experienceratings. As of December 29, 2002, the first 10 monthsof the policy period, we had
$703,000 accrued for workers compensation. Should a greater amount of claimsoccur compared to what is estimated or the medical costs
increase beyond what wasanticipated, the recorded liability may not be sufficient.

-Income taxes. We have federal and state net operating loss carryforwards and charitable contribution carryforwards. The utilization of these
carryforwards is dependent on future income. We have established a valuation allowance for the portion of the carryforwards that we do not
expect to utilize. Althoughwe believe thevaluation allowanceis appropriate, if future taxable income wereto differ significantly from the
amounts estimated, the val uation allowance would need to be adjusted.

-Hedge accounting. We use coffee futures and options to hedge price increases in price-to-be-fixed coffee purchase commitmentsand
anticipated coffee purchases. These derivative instrumentsqualify for hedge accounting whichis permitted if the hedging relationship is
expected to be highly effective. Effectivenessis determined by how closely the changesin the fair value of the derivative instrument offset the
changesin thefair value of the hedged item. If thederivative is determined to qualify for hedge accounting, the effective portion of the change
inthe fair value of the derivative instrument is recorded in other comprehensive income and recognized in earnings when therelated hedged
item issold. The ineffective portion of the changein the fair value of the derivative instrument is recorded directly to earnings. If these
derivative instruments did not qualify for hedge accounting, we would haveto record the changes in thefair value of the derivative instruments
directly to earnings. See "Item 7A. Quantitative and Qualitative Disclosures about Market Risk" and Note 12 "Hedging Activities' in the
"Notes to Consolidated Financial Statements' included elsewhere in this report.

We have also chosen certain accounting policies when options are available, including theintrinsic value method under APB Opinion No. 25,
"Accounting for Stock Issued to Employees," to account for our stock option awards. These accounting policies are applied consistently for al
years presented. Our operating resultswould be affected if other alternatives were used. Information about the impact on our operating results
of using thealternative of SFAS No. 123, "Accounting for Stock-Based Compensation," is includedin Note 2 "Summary of Significant
Accounting Policies' and Note 10 "Stock Option and Employee Purchase Plans' in the"Notes to Consolidated Financial Statements,” included
elsawhere in this report.

BUSINESS SEGMENTS

Our coffee and related items are sold through multiple channels of distribution that are considered separate segments under Statement of
Financial Accounting Standards No. 131, "Disclosures About Segments of an Enterprise and Related Information." These channels provide
broad market exposure to potential purchasers of fresh roasted whole bean coffee. Historically, we have operated in three reportable segments:
retail, online and mail order and specialty sales. Management eval uates segment performance primarily based on revenue and segment
operating income. Effective at the beginning of the second quarter of 2002, due to the nature of cross-channel marketing and consumer
purchase behavior from our multi-channel selling strategy, we have had an organizational change, combiningthe online and mail order segment
and the specialty sales segment. We are indifferent asto where consumers purchase our coffees and teas, so we have aggregated these
individual sales channelsinto one reportable segment. Company-operated retail stores operations remain a separate channel due to the beverage
component of this business and the percent of overall revenuesit represents. Therefore, we have two reportable segments, consisting of:

- Our retail stores; and
- Specialty sales, which consist of sales to online and mail order customers, and sales to grocery stores, restaurant and food service companies,
and office accounts.
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We believe growth opportunities exist in al these channels. Our expansionis focused first in developing the western U.S. existing markets
where we aready have apresence and have a higher customer awareness. We will continue to open new stores in strategic locations that meset
our demographic profile in thesemarkets, make our coffees more broadly and conveniently located in grocery stores, and partner with
distributors and companies who share our passion for quality and freshness and are willing and able to execute accordingly in the food service
and office environment. We also will penetrate new markets and channels that we believe can support the sale of specialty coffee, and continue
to explore opportunities internationally.

BUSINESS CATEGORIES

In addition to our reportable segments, we measure our business by monitoring the volume and revenue growth of two distinct business
categories:

- Whole bean coffee and related products; and - Beverages and pastries.

We believe these business categories are useful in understanding our results of operations for the periods presented because we operate our
stores and record sales through these two categories. Our storesare primarily designed to facilitate the sale of whole bean coffee. The format of
our stores replicatesthat of a specialty grocer. Beans are 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. Moreover, our two business
categories withina store mature at different rates. When we open a store, the initial sales are primarily beverage and pastry related. The distance
aconsumer will travel, or trade area, for beverages and pastries is short (usually one to three miles) representing a convenience purchase.
Consequently, the beverage and pastry business matures rapidly. The trade area for whole bean coffee is much larger (usually threeto five
miles), representing destination shopping. Whole bean sales from stores mature more slowly (typically threeto five years). Therefore, sales at
newer storeshave amuch higher beverage and pastry component and shift to a higher whole bean percentage as the store matures. 1n 2002,
whole bean coffee and related products sales from storesopened for lessthan 5 years was 41.9% of net revenue versus 50.9% for stores opened
for more than 5 years. The dynamicsof opening many new stores over the past few years have resulted in a higher beverage and pastry
percentage within our net revenue.
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RESULTS OF OPERATIONS
The following discussion on results of operations should be read in conjunction with "Item 6. Selected Consolidated Financial Data," the

consolidated financia 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 ends on the Sunday closest to the last day of December.
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STATEMENT OF OPERATI ONS DATA AS A PERCENT OF NET REVENUE

Net revenue

100. 0%

Cost of sales and rel ated occupancy expenses
Qperati ng expenses

Mar keting and adverti sing expenses

General and administrative expenses

Depreci ation and anortizati on expenses

Income (loss) from operations
Interest incone (expense), net

Income (loss) before inconme taxes
I ncome tax (provision) benefit
(2.6)

Net incone (Ioss)
4. 4%

PERCENT OF NET REVENUE BY BUSI NESS SEGVENT
Retail stores

75. 2%

Speci alty sal es

PERCENT OF NET REVENUE BY BUSI NESS CATEGORY:
Whol e bean coffee and rel ated products

60. 1%

Beverages and pastries

OPERATI NG EXPENSES AS A PERCENT OF SEGMVENT REVENUE
Retail stores

35. 2%

Speci alty sal es

PERCENT | NCREASE ( DECREASE) FROM PRI OR YEAR:
Net revenue
10. 2%
Retail stores
Specialty sales
Cost of sales and rel ated occupancy expenses
Qperating expenses
?@rkﬁting and advertising expenses
5.4
General and administrative expenses
Depreci ati on and anortizati on expenses
(9.3)

SELECTED OPERATI NG DATA
Nurmber of retail stores in operation:
Begi nning of the period
St or es openi ngs
Store closure
End of the period
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2002 COMPARED WITH 2001
Net revenue

Net revenue for 2002 increased by 10.2% for thetwo business segments and categories as compared to 2001. During 2002, we continued our
strategy of selling through multiple channels of distribution. A key element of our strategy involves increasing the percentage of revenue from
sales of wholebean coffee and related products, which have a higher net margin than beverages and pastries. By accelerating growth in the
speciaty sales segment, especially in the grocery and foodservice channels, revenue derived from the sale of wholebean coffee and related
products as a percent of net revenue increased from 59.3% in 2001 to 60.1% in 2002.

In theretail segment, revenue increased 4.3% compared to 2001 primarily as aresult of increased sales in existing stores and the opening of
new retail stores. The $3.2 million revenue increase consisted of $2.8 million from existing stores and $0.4 million from new stores. The
revenue increase of $2.0 million in existing stores wasdue to increased traffic and $0.8 million wasdue to higher average sales transactions.
There were no price increases during the year. During 2002, we opened five new stores compared to two storesopened in 2001. One store was
opened during thethird quarter while theremaining four stores were opened during the fourth quarter. We opened more new stores in 2002 as
we saw the cost and availability of real estate become more favorable in 2002. We expect to open approximately 8 new stores in 2003.

In the specialty sales segment, revenue increased primarily due to sales initiatives focused in the grocery and foodservice channels. The $6.4
million revenue increase consists of $3.5 million in grocery, $1.6 million in foodservice, and $1.3 million in all other channels such as online
and mail order, kiosks and license partners, and office coffee sales. The accelerated growth in grocery wasthe result of devel oping relationships
with larger multi-location chains such as Safeway Inc. and Whole Foods Markets. We increased the number of grocery stores selling Peet's
coffee from 130 locationsin 2001 to over 1,400 in 2002. In 2002, we entered into an agreement with Safeway to distribute our coffeesto
approximately 1,200 Safeway stores across the country. InJuly 2002, we rolled out distribution to approximately 860 storesin thewestern
United States, including California, Colorado, Pacific Northwest, Arizona, and New Mexico. In September, we rolled out distribution to the
remaining 340 stores in the eastern United States, including Texas, Illinois, and Pennsylvania. We expect to expand this sales effort to grocers
with similar profiles in the next few years. In thefoodservice area, the sales increase was due to acquisition of new customerslike the Omni
Hotel and thefull year impact of existing customers like Wolfgang Puck Fine Dining and Anton Airfoods. In the other channels, including
online and mail order, office coffee, and kiosk operations, the sales increase was entirely attributable thefull year impact of our kiosk
operationsin Larry's Markets.

Cost of salesand related occupancy expenses

Cost of salesand related occupancy expenses consist of product costs, including hedging costs, manufacturing costs, rent and other occupancy
costs. Primarily as aresult of increased net revenue and the addition of five new stores, cost of salesincreased by 6.1% in 2002. Asa percent of
net revenue, cost of sales decreased mainly because of lower coffee costs, lower world commaodity coffee prices and the sales of specia lot and
seasonal coffees, which have a higher margin than regular menu coffees. These benefits were partially offset by the increase in revenue from the
specialty sales segment, which has a lower price point than retail and higher shipping and packaging costs.

Operating expenses

Operating expenses for 2002 increased as compared to 2001 as we grew our business. However, operating expenses asa percent of net revenue
decreased primarily due to the continued productivity initiative affecting our retail stores and therevenue increase in our specialty sales
segment, which has lower operating expenses without the intensive labor component of theretail stores. Our focus on growing the specialty
sales segment led to an increase in specialty sales operating expenses asa percent of segment revenue. The factors contributing to theincrease
included the continued upgrade and addition of sales staff and anincrease in consulting and distribution costsin the grocery channel. We hired
asales brokerage firm to aide usin sdlling coffee in the grocery channel. Further, distribution expenses haveincreased aswe have dedicated
DSD route sales representatives delivering our product to grocery stores weekly, including the associated commission and vehicle expenses.
We expect to have approximately 50 DSD route sales representatives in 2003, of which approximately 30 will be full-time Peet's employees, to
support the expansion into grocery stores in thewestern United States as well asexisting accounts,
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such as Safeway and Whole Foods Markets. The related operating expenses, such as commissions and vehicle expenses, are expected to
increase, however, we believe the increased revenue will positively offset these expenses over time.

Marketing and advertising expenses

We believe the decrease in marketing and advertising expensesin 2002 as compared to 2001 is attributable to theleverage gained from
marketing across multiple channels of distribution, as well asthe shift in spending to improve stores operations, recognizing stores are our most
vauable marketing tool.

General and administrative expenses

General and administrative expenses increased by 7.8% in 2002 as the result of higher expensesin the areas of stock plan administration, public
relations and proxy related activities, higher insurance coverage for directors and officers, and our CEO search.

Depreciation and amortization expenses

Depreciation and amortization expenses decreased in 2002 due primarily to certain assets becoming fully depreciated during theyear. In
addition, whilewe opened 3 more stores than last year, depreciation expense was minimally impacted asmost of the stores were opened in the
fourth quarter.

Interest (income) expense, net

Net interest incomewas generated in 2002 from theinvestment of the proceeds of our secondary offering in April 2002. The investmentsare
short and long term interest bearing, U.S. Government and Agency securities.

Incometax provision

Taxes on netincome in 2002 were $2.7 million, reflecting an effective tax rate of 37.0%. The decrease in the effective rate over theprior year is
attributable to the changein thevaluation allowanceof charitable contributions carryforwards.

2001 COMPARED WITH 2000

Net revenue

Net revenue for 2001 increased 12.0% as compared to 2000. Revenue derived from the sale of whole bean coffee and related products as a
percent of net revenue actually decreased dlightly in 2001 from 59.7% to 59.3%, primarily asaresult of theopening of eighteen retail stores
over the past three years.

In theretail segment, revenue increased primarily asaresult of increased sales in existing stores, price increases on whole bean coffee and
beverages and pastries effective in December 2000, the opening of new retail stores and theintroduction of aline of high-end reserve coffees.
During 2001, we opened two new stores compared to five stores opened in 2000. One wasin Studio City, Southern California, and the other
was in Wellesley, Massachusetts. We opened fewer new stores in 2001 because the cost and availability of real estate was less attractive during
2000 and thefirst half of 2001.
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The following table setsforth the sources of revenue increases in 2001 by business category for the retail segment (in millions).

I ncreased vol une and change in mx of whole bean coffee

$1.5
Price increase in Decenber 2000
0.8
Total existing stores
2.3
Total new stores
0.4

Total whol e bean coffee and rel ated products
$2.7

I ncreased vol une of beverages and pastries

$2.2
Price increase in Decenber 2000
$1.3
Total existing stores
$3.5
Total new stores
$0.5

Total beverages and pastries
$4.0

In the specialty sales segment, revenue increased 21.0% primarily due to increases from the grocery and online and mail order channels. The
$3.4 million increase consisted of $1.2 million increase in sales to online and mail order customers, $0.8 million inincremental salesto
specidty groceries and gourmet food stores, $0.6 million in sales to restaurants and food service companies, and $0.8 million in additional sales
to office accounts and Larry's Market kiosks. In the online and mail order channel, our marketing efforts resulted in a 13.2% increase in active
customer during 2001. In the grocery channel, we increased the number of specialty grocery and gourmet food storesfrom 25 in 2000 to over
130 in 2001, including multi-location chains such as Von's Pavilion and Beverages &more!. In therestaurant and food service area, we entered
into agreements with companies such as The Wolfgang Puck Fine Dining and Catering Group and Anton Airfoods. We also began operations of
6 kioskswithin Larry's Markets, aspecialty grocery chain in Seattle.

Cost of salesand related occupancy expenses

Cost of salesincreased by 11.9% in 2001 primarily asaresult of increased net revenue and the addition of two new stores. The lower cost of
green bean coffee was partialy offset by higher hedging costs. Cost of sales actually decreased as a percent of net revenue mainly because of:

- The December 2000 price increase, which resulted in a higher average sale at our retail storebeverage bars and a higher price per pound of
whole bean coffee purchased at our retail stores and by online and mail order customers;

- Salesof high-end reserve coffees, which have a higher margin than regular menu coffees; and

- Fewer new stores opened during 2001.

These benefits were partially offset by the increase in revenue from the specialty sales segment, which has alower price point than retail and a
higher shipping cost.
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Operating expenses

Operating expenses as apercent of net revenue decreased primarily due to the increase in our net revenue, a more favorable hiring environment,
and a productivity improvement initiative affecting our retail stores. Thisincluded programs to increase efficiency in our bar operations and a
more standardized scheduling practice.

Our focus on growing the specialty sales segment led to an increase in specialty sales operating expenses as apercent of segment revenue. The
factors contributing to the increase included the payroll expense of new sales staff for the grocery segment expansion, their travel and related
expenses, the expenses related to distribution, and the pre-opening and startup costs related to the opening of kiosksin Larry's Markets stores in
Seattle. These increases werepartially offset by decreases in payroll, order processing and outside services expensesin the online and mail
order channel.
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Marketing and advertising expenses

The decrease in marketing and advertising expenses in 2001 ascompared to 2000 is attributable to theleverage gained from marketing across
multiple channels of distribution, a shift from customer acquisition to customer retention, which is generally more cost effective, and fewer new
store openingsin 2001.

General and administrative expenses

We were able to reduce our general and administrative expenses as a percent of net revenue in 2001 ascompared to 2000 primarily by
maintaining prior year employee base levelsand lowering recruiting expensesin aless-competitive job market. Our effortsto reduce general
and administrative expenses werepartially offset by higher outside services expensesrelated to stock plan administration and public relations
activities associated with being a publicly held company.

Depreciation and amortization expenses

Depreciation and amortization expensesincreased in 2001 as compared to 2000 due to the openings of new storesand kiosks and investments
in manufacturing and systems. However, asa percent of net revenue, these expenses decreased compared to the prior year primarily due to
fewer stores being opened as well as theincrease in revenue from the less capital-intensive specialty sales channel.

Interest expense, net

Net interest expense decreased in 2001 as compared to 2000 as aresult of repayment of debt using the net proceeds from our initial public
offering in January 2001.

Incometax provision (benefit)

Taxes on netincome in 2001 were $0.7 million, reflecting an effective tax rate of 39.3%. The increase in the effective rate over theprior year is
attributabl e to the increase in income and the change in the valuation allowance of charitable contributions carryforwards.

LIQUIDITY AND CAPITAL RESOURCES

At December 29, 2002, we had $19.7 million in cash and cash equivalents, investedin U.S. Government and Agency securities, and $22.5
million working capital.

Net cash provided by operations was$11.8 million in 2002 compared to $5.8 million in 2001. Operating cash flowswere positively impacted in
2002 by increased net income and higher accounts payable and accrued liabilities. The increase was partially offset by anincrease in green
coffee bean inventory as we increased our purchases in response to historically low coffee prices and potential longshoremen lockout in the
West Coast.

Net cash used in investing activities was $37.2 million in 2002. Investing activities primarily consisted of the purchase of $27.9 million of long
term U.S. Government and Agency securities, and $9.3 million in capital expenditures for property, plant and equipment. Capital expenditures
included:

- $4.9 mllion wused for the buildout of new stores and renodel of
exi sting
st ores;
- $1.9 nmillion used for information technol ogy support systens, and
sof t war e
to support our growing infrastructure;
- $1.0 mllion wused for kiosks and equipnent for specialty sales;
- $1.2 mnmillion wused for manufacturing plant capacity and additiona
machi nery; and
- $0.3 mllion for wvarious projects in progress.

Net cash provided by financing activities was $42.4 nmllion in
2002.
Financing activities in 2002 consisted primarily of $44.9 mnillion in
net

proceeds received fromour secondary public offering in April and exercise of stock options, partialy offset by $2.5 million of repayment of
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debt.
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We have a credit facility with General Electric Capital Corporation, that provides for arevolving line of credit of $15.0 million that expiresin
2005. At December 29, 2002, there wasno outstanding balance and $14.1 million available under the revolving line of credit after other senior
funded debt of $0.9 million, consisting of industrial devel opment revenue bonds and capital leases.

Due to the significant repayment of debt from thenet proceeds of our initial public offering, we amended our existing credit facility in June
2001 and March 2002 (effective December 24, 2001), December 2002 (effective October 1, 2002), and February 2003 (effective December 1,
2002) to reflect our updated cash and capital requirements. The March 2002, December 2002, and February 2003 amendmentsinclude an
increase in the capital expenditure limit, an increase in the number of new stores per year, and arelaxation of certain financial covenants. In
addition, interest rates on the revolving line of credit have been reduced. We werein compliance with all financial covenants as of December
29, 2002. See Note 6 "Borrowings' in the"Notes to Consolidated Financial Statements,” included elsewherein this report.

Our 2003 capital expenditure requirements consist primarily of expenditures relating to new store openings, remodeling of existing stores,
upgrade of our packaging system, and continued improvement of our data processing capabilities. Our 2003 capital expenditures are expected
to be between $9.0 and $10.0 million. Approximately $5.0 million is expected to be used for the opening of eight new retail storesscheduled
for 2003 and expenditures for new stores in progress for 2004. Approximately $2.0 million is expected to be used for purchase of new
packaging equipment. The remaining $2.5 million is expected to be used for the remodeling of existing stores, equipment for the grocery
channel, and information technology enhancements.

PAYMENTS DUE BY PERI CD
(I'N THOUSANDS)

LESS THAN

CONTRACTUAL OBLI GATI ONS TOTAL 1 YEAR 1- 3 YEARS 4-5 YEARS AFTER 5 YEARS
Industrial devel opnent revenue bonds $ 860 $ 440 $ 420
Capital |ease obligations 32 28 4
Equi pnent | eases 87 17 35 % 35
Retail store operating |eases 23,915 5,083 9,071 5,980 $ 3,781
Fi xed- pri ce coffee purchase conm tnents 18, 149 12,018 5, 842 289

Total contractual cash obligations $ 43,043 $ 17,586 $ 15,372 % 6,304 $ 3,781

In addition, asof December 29, 2002, we have an outstanding standby letter of credit of $0.9 million backing thelong-term borrowings.

We expect cash flows from operations, cash and investments, and borrowing capacity under our current line of credit to be sufficient for our
operating requirementsfor at least the next twelve monthsand to meet our contractua obligations asthey come due. However, wemay require
or desire additional fundsto support our capital requirementsor for other purposes, such as acquisitions or for competitive reasons, and may
seek to raise such additional fundsthrough public or private debt or equity financings. We cannot assure you that additional financing will be
available on satisfactory terms, if at al. Our future liquidity and cash requirements will depend on numerous factors, including the
implementation and success of our business strategy, competitive conditions in the specialty coffee market, and general economic conditions.
Please see "Risk Factors' below for a discussion of therisks that may affect our revenue and operations.

INFLATION

We do not believe that inflation has had a material impact on our results of operation in recent years. However, we cannot predict what effect
inflation may have on our results of operation in the future.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT 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 certain
applicable margin levels contingent upon our leverage ratio on a quarterly basis. The interest rate, whichis either the Index rate (the higher of
prime or 50 basis pointsover theaverage of ratesfor overnight federal fundstransactions) plus arangefrom 0.00% to 0.25% or arate equal to
LIBOR plus arange from 2.00% to 2.50%, increases as our leverage ratio increases. Adjustments to the applicable marginlevel are
implemented quarterly on a prospective basis. The interest cost of our bank debt is affected by changes in either prime, federal funds rates, or
LIBOR. Such changes could adversely impact our cost of borrowing.

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 bean 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 commodity prices of green coffee
beans 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; - Coffeefutures; and
- Coffeefutures 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 the New 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.

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. These commitments are made with established coffee brokers and are denominatedin U.S. dollars. Asof December 29, 2002, we
had approximately $18.1 million in open fixed-priced purchase commitmentswith delivery dates ranging from January 2003 through November
2006. We believe, based on relationships established with our suppliers in thepast, that therisk of non-delivery on such purchase commitments
islow.

Coffee Futures

A coffeefutureisa contract to buy 37,500 pounds of green coffee beans at a contracted price and date. The price of coffee traded on the
exchange is known as the New Y ork "C" market price. We buy higher-quality coffee that trades at premiumsto the New York "C" market price.
Although this premium varies depending on the supply and demand at the time of purchase, generally, the price of the coffee we purchase tends
to fluctuate with the New York "C" market price. Thisalowsusto 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, which we call our "threshold.”

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

When the current New York "C" market price is above our threshold, we may 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, known as a"trade price." The cost of theoption isbased onthe
relationship of the trade price to 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 wehave to pay for the coffee beans. If the market prices decline, we will set the contract price of the not-yet-priced
purchase commitment at the market price and we will et the option expire, taking advantage of the declining market.

We also use coffee futures options to hedge anticipated coffee purchases. When the current New Y ork "C" market price is above our threshold,
we may purchase coffee futuresoptions to limit therisk that coffee prices will continueto 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 andthe option will expire resulting in no further liability or obligation.

The extent of our coffee futures and coffee futures options positions 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 for the foreseeable future.

We held no coffee futures options as of December 29, 2002 and wedid not enter into any coffee futures options during 2002 or 2001.
Our hedging positions are only placed by the Chief Financial Officer through onebrokerage firmthat we believe to be reputable.

The following table reflects the outstanding coffee futures hedging positions as of December 29, 2002 and December 30, 2001.

CONTRACT TRADE  SETTLEMENT

NUVBER OF CONTRACTS MONTH PRI CE PRI CE GAl N/ (LGCsS)

25 May- 03 $60. 50 63.85 $ 31, 410
Unrealized Gain as of Decenber 29, 2002 $ 31, 410

25 May- 02 $60.10 $ 48.15 $ (112,031)
Unreal i zed (Loss) as of Decenmber 30, 2001 $ (112,031)

These derivative instrumentsqualify for hedge accounting. The effective portion of the gainsand losses are accounted for as inventory costs
and are recorded as expense or incomewhen the related coffee is sold. The ineffective portion isrecorded asan expense or income
immediately. We do not hold or issue derivative instruments for trading purposes.
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RECENT ACCOUNTING PRONOUNCEMENTS

In October 2001, the Financial Accounting Standards Board, (FASB), issued SFAS No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets. This statement supercedes SFAS No. 121, Accounting for the Impairment of Long-Lived Assetsand for Long-Lived Assets
to be Disposed Of, andthe accounting and reporting provision of APB Opinion No. 30, Reporting the Results of Operations - Reporting the
Effects of Disposal of Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions, for the disposal
of asegment of business. SFAS No. 144 becameeffective for the Company on December 31, 2001. Adoption of this standard did not havea
materia effect on the Company's financial position or results of operations.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit of Disposal Activities, which addresses accounting
for restructuring and similar costs. SFAS No. 146 supersedes previous accounting guidance, principally Emerging I ssues Task Force Issue No.
94-3. The Company will adopt the provision of SFAS No. 146 for restructuring activitiesinitiated after December 31, 2002. SFAS No. 146
requires that liability for costs associated withan exit or disposal activity be recognized when theliability isincurred. Under Issue94-3, a
liability for an exit cost isrecognized at the date of a company's commitment to an exit plan. SFAS No. 146 also establishesthat theliability
should initially be measured and recorded at fair value. Accordingly, SFAS No. 146 may affect thetiming of recognizing future restructuring
costs as well asthe amounts recognized.

In November 2002, the FASB issued FASB Interpretation ("FIN") No. 45, Guarantor's Accounting and Disclosure Requirementsfor
Guarantees, Including Indirect Guarantees of Indebtedness of Others. FIN 45 elaborates on the disclosures to be made by the guarantor inits
interim and annual financial statements about its obligationsunder certain guarantees that it hasissued. It aso requires that a guarantor
recognize, at the inception of a guarantee, aliability for the fair value of the obligation undertaken inissuing the guarantee. The initial
recognition and measurement provisions of thisinterpretation are applicable on aprospective basis to guarantees issued or modified after
December 31, 2002; while, the provisions of the disclosure requirements are effective for financial statements of interim or annual periods
ending after December 15, 2002. The adoption of the measurement provisions of FIN 45 is not expected to have a material impact on our
financial position or results of operations.

RISK FACTORS

WE MAY NOT BE SUCCESSFUL IN THE IMPLEMENTATION OF OUR BUSINESS STRATEGY OR OUR BUSINESS STRATEGY
MAY NOT BE SUCCESSFUL, EITHER OF WHICH WILL IMPEDE OUR GROWTH AND OPERATING RESULTS.

Our business strategy emphasizes the expansion of our non-retail distribution channels - including grocery stores, online and mail order, and
office, restaurant and food service accounts. This business strategy represents a shift from our historic business strategy, whichlargely
emphasized opening and operating retail stores. Despite the changein our strategy, our retail stores, which generated nearly 75% of our 2002
net revenue, continue to be an important element of our business. 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 anationa or international scale and over the internet;

- Enter into distribution and other strategic arrangements with third party retailers and other potential distributors of our coffee; - Increase our
brand recognition on a national and international scale; - Identify and lease strategic locations suitable for new stores; and - Manage growthin
administrative overhead and distribution costslikely to result from the planned expansion of our retail and non-retail distribution channels.

Our revenue may be adversely affected if we fail to implement our business strategy or if wedivert resourcesto abusiness strategy that
ultimately proves unsuccessful.
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BECAUSE OUR BUSINESS ISCENTERED ON A SINGLE PRODUCT, SPECIALTY COFFEE, IFTHE DEMAND FOR
SPECIALTY COFFEE DECREASES, OUR BUSINESSCOULD SUFFER.

Sales of specialty coffee congtituted nearly 83% of our 2002 net revenue. Demand for speciaty coffee is affected by many factors, including:
- Consumer tastes and preferences; - National, regional and local economic conditions; and - Demographic trends.

Because we are highly dependent on consumer demand for specialty coffee, a shift in consumer preferences away from specialty coffee would
harm our business more than if wehad more diversified product offerings. If customer demand for specialty coffee decreases, our saleswould
decrease accordingly.

IFWE FAIL TO CONTINUE TO DEVELOP AND MAINTAIN OUR BRAND, OUR BUSINESSCOULD 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 ours. Becausethe majority of our retail stores arelocated on the west coast, primarily in
California, our brand recognition remains largely regional. Our brand building initiative involves increasing the availability of our products,
increasing marketing expenditures and opening new stores in flagship locations to increase awareness of our brand and create and maintain
brand loyalty. If our brand building initiative is unsuccessful, we may never recover the expensesincurred in connection with these efforts and
we may be unable to increase our future revenueor implement our business strategy.

Our success in 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 or 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 inconsistent with our standards, store our whole bean coffee for long periods of time or resell
our wholebean coffee without our consent, whichin each case, potentially affects 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 OURBUSINESS ISBASED PRIMARILY 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 OURABILITY TO IMPLEMENT OUR BUSINESS STRATEGY.

Our Californiaretail stores generated 67% of our 2002 net revenue and a substantial portion of therevenue from our other distribution channels
isgenerated in California. We expect that our California operations will continueto generate a substantial portion of our revenue. In addition,
our California retail storesprovide uswith meansfor increasing brand awareness, building customer loyalty and creating a premium speciaty
coffee brand. As aresult, 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.

IFWE 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 68 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 operations. Because we compete withother 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 adversely impact our revenue growth and brand building initiatives.
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THE DIRECT STORE DELIVERY SYSTEM HASSIGNIFICANT START UP COSTS AND ONGOING OPERATING EXPENSES AND
OUR PROFIT MARGIN COULD BEADVERSELY IMPACTED IF CORRESPONDING NET REVENUE DOES NOT MATERIALIZE.

Weimplemented a direct store delivery sales and distribution system during the fourth quarter of 2002 to support growthin the grocery area
and to ensure store level execution is being managed to our standards. ThisDSD system requires our route sales representatives to make weekly
deliveriesto storesin our own trucks, properly shelve the product, work to resolve pricing discrepancies, rotate to ensure freshness, sell and
erect free-standing displays, and forge store-level selling relationships. The deployment of the DSD system has substantial startup and
continuing fixed costs which weexpect to be offset by significant revenue increase over time. If we are not able to increase the expected
number of grocery accounts and/or related net revenue to support the expenses we have incurred andwill continue to incur, this could adversely
impact our profit margin.

BECAUSE WE RELY HEAVILY ON COMMON CARRIERS TO SHIP OUR COFFEE ON A DAILY BASIS, ANY DISRUPTION IN
THEIR SERVICES OR 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 or 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 an adverse impact on the quality of the coffee shipped, andthereby adversely affect our brand and reputation; - Result in thedisposal of
an amount of coffeethat could not be shipped in atimely manner; and
- Require usto contract with alternative, 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.

WE DEPEND ON THE EXPERTISE OF KEY PERSONNEL. IF THESE INDIVIDUALS LEAVE OR CHANGE THEIR ROLE WITHIN
OUR COMPANY WITHOUT EFFECTIVE REPLACEMENTS, OUR OPERATIONS MAY SUFFER.

The success of our businessis dependent to alarge degree on our management and our coffee roasters and purchasers. If members of our
management leave without effective replacements, our ability to implement our business strategy could be impaired. If we lost the services of

our coffee roasters and purchasers, our ability to source and purchase a sufficient supply of high quality coffee beans and roast coffee beans
consistent with our quality standards could suffer. In either case, our business and operations could be adversely affected.

WE MAY NOT BE ABLE TO HIREOR RETAIN ADDITIONAL MANAGEMENT AND OTHER PERSONNEL AND OUR
RECRUITING AND TRAINING COSTSMAY INCREASE ASA RESULT OF TURNOVER, BOTH OF WHICH MAY INCREASE OUR
COSTS AND REDUCE OUR PROFITS AND 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 the recruitment of qualified employees. Our ability to
execute our business strategy may suffer if:

- Weare unable to recruit or retain a sufficient number of qualified employees;
- The costs of employee compensation or benefits increase substantially; or - The costs of outsourcing certain tasksto third party providers
increase substantially.

We expend 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.
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BECAUSE WE HAVE ONLY ONE ROASTING FACILITY, A SIGNIFICANT INTERRUPTION IN THE OPERATION OF THIS
FACILITY COULD POTENTIALLY DISRUPT OUR OPERATIONS.

We have only one coffee roasting and distribution facility. A significant interruption in the operation of this facility, whether as aresult of a
natural disaster or other causes, could significantly impair our ability to operate our business on a day-to-day basis. Moreover, our roasting and
distribution facility and most of our stores are located near several major earthquake faults. The impact of a major earthquake on our facilities,
infrastructure and overall operations is difficult to predict and an earthquake could serioudly disrupt our entire business process.

Our earthquake insurance covers net income, continuing normal operating expenses and extra expensesincurred during the period of
restoration. However, in the event of a catastrophic earthquake, our coverageislimited and we would incur additional expenses.

INCREASESIN THE COST OF HIGH QUALITY ARABICA COFFEE BEANS COULD REDUCE OUR GROSSMARGIN AND
PROFIT.

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

- Weather patterns in 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.

Coffee prices are currently near historical lows and we believe they arelikely to increase in the future. If the cost of our green coffee beans
increases due to any of these or other factors, we may not be able to passaong those costs to our customers because of the competitive nature
of the speciaty coffee industry. If we are unable to pass along increased coffee costs, our marginswill decrease and our profitability will suffer
accordingly. In addition, our hedging policy may not be effective in controlling our coffee costs and the brokers withwhom we have fixed price
coffee purchase commitments may not deliver under those commitments. In either case, our coffee costs may increase and our profitability may
suffer.

DECREASED AVAILABILITY OF HIGH QUALITY ARABICA COFFEE BEANS COULD RESULT INA DECREASEIN
REVENUE AND JEOPARDIZE OURABILITY TO EXPAND OUR BUSINESS.

Arabica coffee beans of thequality we purchase are not readily available on the commaodity markets. We depend on our relationships with
coffee brokers, exporters and growersfor the supply of our primary raw materia, high quality Arabica coffee beans. In both 2002 and 2001, we
purchased over half of our green coffee beans through one broker. 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, wemay not be able to fulfill the demand of our
existing customers, supply new retail storesor expand other channels of distribution. A raw material shortage could result in decreased revenue
or could impair our ability to expand our business.

POLITICAL INSTABILITY IN COFFEE GROWING REGIONS COULD RESULT IN A DECREASE IN THE AVAILABILITY OF HIGH

QUALITY ARABICA COFFEE BEANSNEEDED FOR THE CONTINUED OPERATION AND GROWTH OF OUR BUSINESSAND AN
INCREASE IN OUR OPERATING COSTS.

Weroast Arabica coffee beans from many different regionsto produce 32 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 aregion 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.
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OUR ROASTING METHODS ARE NOT PROPRIETARY, SO COMPETITORS MAY BE ABLE TODUPLICATE THEM,
WHICH COULD 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. If our competitors copy our roasting methods, the value of our brand may be diminished, and we may lose customers to our
competitors. In addition, competitors may be able to devel op roasting methods that are more advanced than our roasting methods, which may
also harmour competitive position.

COMPETITION INTHE SPECIALTY COFFEE MARKET ISINTENSE AND COULD AFFECT OUR PROFITABILITY.

The specialty coffee market is highly fragmented. Our primary competitorsin whole bean specialty coffee salesinclude Gevalia (Kraft Foods),
Green Mountain Coffee, Illy Caffe , Millstone (Procter & Gamble), Seattle's Best (AFC Enterprises) and Starbucks. There are numerous
smaller, regional brands that also compete in this category. Inaddition, we compete indirectly against all 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 wholebean coffee. Inaddition to competing with other distributors
of wholebean coffee, we compete with retailers of prepared beverages, including coffee house chains, particularly Starbucks, numerous
convenience stores, restaurants, coffee shops and street vendors. 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, whole bean specialty coffee brands are being established across multiple distribution
channels. Several competitors are aggressive in obtaining distribution in specialty grocery and gourmet food stores, through online and mail
order and in office, restaurant and food servicelocations. We have only recently begun to penetrate these channels. Other competitors may have
an advantage over usbased 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 humber 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.

ADVERSE PUBLICITY REGARDING CUSTOMER COMPLAINTS MAY HARM OUR BUSINESS.

We may be the subject of complaints or litigation from customers alleging beverage and food-related illnesses, injuries suffered on the premises
or other quality, health or operational concerns. Adverse publicity resulting from such allegations may materially adversely affect us, regardless
of whether such allegations are true or whether we are ultimately held liable.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

All information required by thisitem isincluded on pages F-1to F-7 in Item 15 of this Report and isincorporated in thisitem by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
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PART I

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERSOF THE REGISTRANT

Information respecting continuing directors and nominees of the Company is set forth under the caption "Election of Directors' inthe
Company'sProxy Statement relating to its 2003 Annua Meeting of Stockholders and isincorporated by reference into this Form 10-K Report.
The Proxy Statement will be filed with the Securities and Exchange Commission in accordance with Rule 14a-6(c) promulgated under the
Securities Exchange Act of 1934, as amended (the "Exchange Act."). With the exception of the foregoing information and other information
specifically incorporated by referenceinto this Form 10-K Report, the Proxy Statement is not being filed as a part hereof. Information
respecting executive officers of the Company is set forth at Part | of thisReport.

Information respecting compliance with Section 16(a) of the Exchange Actis set forth under the caption " Section 16(a) Beneficial Ownership
Reporting Compliance” in the Proxy Statement and isincorporated by referenceinto this Form 10-K Report.

ITEM 11. EXECUTIVE COMPENSATION

Information concerning executive compensation required by Item 11 is set forth under the captions "Executive Compensation,” " Stock Option
Grants and Exercises,” "Employment Agreements’ and "Compensation Committee Interlocks® in the Proxy Statement and is incorporated by
reference into thisForm 10-K Report.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Information concerning security ownership of certain beneficial owners and management required by Item 12 is set forth under the caption
"Security Ownership of Certain Beneficial Owners and Management” and "Our Equity Incentive Plans® inthe Proxy Statement and is
incorporated by referenceinto this Form 10-K Report.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information concerning certain relationships and related transactions required by Item 13 is set forth under the captions"Employment
Agreements’ and "Certain Transactions' in the Proxy Statement and is incorporated by referenceinto this Form 10-K Report.

ITEM 14. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures

Based upon their evaluation of our disclosure controlsand procedures conducted within 90 days of thedate of filing this report on Form 10-K,
our Chief Executive Officer and Chief Financial Officer have concluded that our disclosure controls and procedures (as defined in Rules
13a-14(c) and 15d-14(c) of the Securities Exchange Act of 1934, as amended) are effective.

(b) Changes in Internal Controls

There were no significant changes in theinternal controls of Peet's or in other factors that could significantly affect these controls subsequent to
the date of their evaluation.

Limitationson the Effectiveness of Controls.

Despite the periodic review of our disclosure controls and procedures, such controls and procedures may not prevent all error and all fraud.
Inherent limitationsinclude the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of simple
error or mistake. Because of the inherent limitations in any control system, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, within the company have been detected. Additionally, controls can be circumvented by the
individual acts of some persons, by collusion of two or more people, or by management override of the controls.
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PART IV
ITEM 15. 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 itssubsidiaries are filed aspart of this Form 10-K:

PAGE
| ndependent Auditors' Report F-2
Consol i dat ed Bal ance Sheets as of Decenber 30, 2001 and Decenber 29, 2002 F-3
Consol i dated Statenents of Operations for the Years Ended Decenber 31, 2000, Decenber 30, 2001,
and Decenber 29, 2002 F-4
Consol i dated Statenents of Sharehol ders' Equity for the Years Ended Decenber 31, 2000, Decenber
30, 2001, and Decenber 29, 2002 F-5
Consol i dated Statenments of Cash Flows for the Years Ended Decenber 31, 2000, Decenber 30, 2001,
and Decenber 29, 2002 F-6
Notes to Consolidated Financial Statenents F-7

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

Schedules are omitted because they are not applicable, not required or because the required information is included in the Consolidated
Financia Statements or Notes thereto.

(a)(3) Listing of Exhibits
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EXH BI T DESCRI PTI ON

3.1 Anended and Restated Articles of Incorporation.*
3.2 Anended and Restated Bylaws.*
4.1 Form of commobn stock certificate.?*
10.1 Credit Agreenent, dated as of Septenber 1, 2000, anong Peet's
Cof f ee
and Tea, Inc., Peet's Conpanies, Inc., Peet's Trademark Conpany and
General Electric Capital Corporation.*
10. 2 Letter Agreenment dated Cctober 11, 2000 anong Peet's Coffee and
Tea,
Inc., Peet's Conpanies, Inc., Peet's Trademark Conpany and General
El ectric Capital Corporation.*
10. 3 First Anmendnment to Credit Agreenent dated as of January 19, 2001
anong

Peet's Qperating Conpany, Inc. (formerly Peet's Coffee and Tea, Inc.),
Peet's Coffee & Tea, Inc. (formerly Peet's Companies, Inc.), Peet's
Trademark Conmpany and General Electric Capital Corporation.*

10. 4 Loan Agreenent, dated as of Decenber 1, 1995, by and between
California
St at ewi de Comuniti es Devel opnent Authority and Peet's Coffee and Tea,
I nc.*

10.5 Amended and Restated 1993 Stock Option Plan. (1)*
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10.
10.

6
7

(1)*

10.

8

(1)*

10.

9

(1)*

10.

10.
10.

10.
10.

10.
10.
10.
10.
10.
10.
10.

10.

10.

10.

10.

10

11
12

13
14

15
16
17
18
19
20
21

22

23

24

25

1994 California Stock Option Plan. (1)*
1997 Equity Incentive Plan and form of Stock Option Agreenent.

Peet's Operating Conpany, Inc. Savings and Retirerment Plan.
2000 Equity Incentive Plan and formof Stock Option Agreenent.

2000 Non-Enployee Director Plan and form of Stock Option Agreenent.
l *

(20%)0 Empl oyee Stock Purchase Plan and form of Ofering. (1)*
(Pe;et' s Qperating Conpany, Inc. Key Enpl oyee Severance Benefit Plan.
2 *

Change of Control Option Acceleration Plan. (1)

Advi sory Engagenent Letter dated Decenber 9, 1996, between Peet's
Qperating Conpany, |Inc. and Jesse.Hansen&Co.*

Peet's Operating Conpany, Inc. Key Enploynent Agreenent for Chairnman
dated as of January 4, 1999. (2)*

Peet's Operating Conpany, Inc. Key Enploynment Agreenment for Chief
Executive Oficer dated as of My 9, 2000. (2)*

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

Peet's Operating Conpany, Inc. Key Enmploynment Agreenent for Chief
Financial Oficer dated as of January 4, 1999. (2)*

Peet's Operating Conpany, Inc. Key Enploynent Agreenent for Vice
President, Mrketing dated as of January 4, 1999. (2)*

Form of Indemity Agreenment between the registrant and each of its
directors and officers. (2)

Second Amendnent to Credit Agreenent, dated as of June 29, 2001, anopng
Peet's Operating Conpany, Inc., Peet's Trademark Conpany, Peet's
Coffee & Tea, Inc. and GCeneral Electric Capital Corporation.
Incorporated by reference to Exhibit 10.23 to the Conpany's quarterly
report on Form 10-Q for the quarter ended July 1, 2001.
Third Anendnent to Credit Agreenent, dated as of March 1, 2002, anobng
Peet's (Operating Conpany, Inc., Peet's Trademark Conpany, Peet's
Coffee & Tea, Inc. and GCeneral Electric Capital Corporation.
Incorporated by reference to Exhibit 10.24 to the Conpany's annual
filing on Form 10-K for the year ended Decenber 30, 2001.
Fourth Amendrment to Credit Agreement dated as of April 23, 2002 anpng
Peet's (Operating Conpany, Inc., Peet's Trademark Conpany, Peet's
Coffee & Tea, Inc. and General Electric Capital Corporation.
Incorporated by reference to Exhibit 10.24 to the Conpany's quarterly
report on Form 10-Q for the quarter ended March 31, 2002.
Peet's Coffee & Tea, Inc. Key Enployment Agreenment for Chief Executive
O ficer dated as of May 6, 2002. Incorporated by reference to Exhibit
10.17 to the Conpany's quarterly report on Form 10-Q for the quarter
ended June 30, 2002. (1)

Peet's Coffee & Tea, Inc. Amended and Restated 2000 Non- Enpl oyee
Director Stock Option Plan and Form of Stock Option Agreenent.
Incorporated by reference to Exhibit 10.10 to the Conpany's quarterly

*

report on Form 10-Q for the quarter ended September 29, 2002. (1)
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10. 26 Fifth Anmendment to Credit Agreenent dated as of Decenber 31, 2002
anong Peet's QOperating Conpany, Inc., Peet's Trademark Conpany, Peet's
Coffee & Tea, |Inc. and GCeneral Electric Capital Corporation.

10. 27 Sixth Amendnent to Credit Agreenment dated as of February 21, 2003
anong Peet's (perating Conpany, Inc., Peet's Trademark Conpany, Peet's
Coffee & Tea, Inc. and GCeneral Electric Capital Corporation.

21.1 Subsidiaries of the registrant.*
23.1 Consent of Deloitte & Touche LLP.
99.1 Certification of the Conmpany's Chief Executive Oficer, Patrick
O Dea,
pursuant to Section 906 of Sarbanes-Oxley Act of 2002.
99. 2 Certification of the Conpany's Chief Financial Oficer, Mrk
N.

Rudolph, pursuant to Section 906 of Sarbanes-Oxley Act of 2002. * Incorporated by reference to Exhibit 10.18 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 29, 2002.
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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.

Date: March 28, 2003 PEET'S COFFEE & TEA, INC
By: [/s/ Patrick J. O Dea

Patrick J. O Dea
President and Chief Executive

O ficer

POWER OF ATTORNEY

KNOW ALL PERSONSBY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Patrick J. O'Dea
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 all amendmentsto this report andto filethe same, with all
granting unto said attorneys-in-fact and agents, and each of them, full power and authority to do and perform each and every act andthing
requisite and necessary to be done in connection therewith, asfully to al 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
cause to 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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S| GNATURE TI TLE
DATE
/sl PATRICK J. O DEA Presi dent, Chief Executive Oficer March 28,
2003
Patrick J. O Dea and Director (Principal Executive
Oficer)
/s/  MARK N RUDOLPH Vice President, Chief Financial March 28,
2003
Mark N Rudol ph Oficer, Secretary and Treasurer
(Principal Financial and Accounting
O ficer)
/s/ CHRI STOPHER P. MOTTERN Chai r man March 28,
2003
Chri stopher P. Mttern
/sl GERALD BALDWN D rector March 28,
2003
Cerald Baldw n
/sl H LARY BILLINGS D rector March 28,
2003
Hilary Billings
/sl  GORDON A. BOWKER D rector March 28,
2003
Gordon A. Bowker
/sl H WLLI AMJESSE, JR Director March 28,
2003
H WIIliam Jesse, Jr.
/sl JEAN-M CHEL VALETTE D rector March 28,
2003
Jean-M chel Valette
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CERTIFICATIONS
I, Patrick J. O'Dea, certify that:
1. | have reviewed this annual report on Form 10-K of Peet's Coffee & Tea, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by thisannual report;

3. Based on my knowledge, thefinancia statements, and other financia information included in thisannual report, fairly present in all material
respects thefinancial condition, results of operations and cash flows of theregistrant as of, and for, the periods presentedin thisannual report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

(a) Designed such disclosure controls and procedures to ensure that material information relatingto theregistrant, including itsconsolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the filing date of this
annual report (the "Evaluation Date"); and

(c) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as
of theEvaluation Date;

5. Theregistrant's other certifying officer and | have disclosed, based on our most recent evaluation, to theregistrant's auditors and the audit
committee of registrant's board of directors (or persons performing the equivalent functions):

(&) All significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's ability to record,
process, summarize and report financial data and have identified for theregistrant's auditors any material wesknesses in interna controls; and

(b) Any fraud, whether or not material, that involves management or other employeeswho have a significant role in the registrant's internal
controls; and

6. The registrant's other certifying officer and | have indicated in this annual report whether or not there weresignificant changesin internal
controls or in other factorsthat could significantly affect internal controls subseguent to the date of our most recent evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.

Dat e: March 28, 2003 /sl Patrick J. O Dea

Patrick J. O Dea
President and Chief Executive
O ficer
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I, Mark N. Rudolph, certify that:
1. | have reviewed this annual report on Form 10-K of Peet's Coffee & Tea, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by thisannual report;

3. Based on my knowledge, thefinancia statements, and other financia information included in thisannual report, fairly present in all material
respects thefinancial condition, results of operations and cash flows of theregistrant as of, and for, the periods presentedin thisannual report;

4. The registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

(a) Designed such disclosure controls and procedures to ensure that material information relatingto theregistrant, including itsconsolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the filing date of this
annual report (the "Evaluation Date"); and

(c) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as
of theEvaluation Date;

5. Theregistrant's other certifying officer and | have disclosed, based on our most recent evaluation, to theregistrant's auditors and the audit
committee of registrant's board of directors (or persons performing the equivalent functions):

(&) All significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's ability to record,
process, summarize and report financial data and have identified for theregistrant's auditors any material weaknesses ininternal controls; and

(b) Any fraud, whether or not material, that involves management or other employeeswho have a significant role in the registrant's internal
controls; and

6. The registrant's other certifying officer and | have indicated in this annual report whether or not there were significant changesin internal
controls or in other factorsthat could significantly affect internal controls subseguent to the date of our most recent evaluation, including any
corrective actions with regard to significant deficiencies and material weaknesses.

Dat e: March 28, 2003 /sl Mark N Rudol ph

Mark N.  Rudol ph
Vice President, Chief Financial

Oficer,
Treasurer and Secretary
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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 December 30, 2001 and
December 29, 2002, and therelated consolidated statements of operations, shareholders equity and cash flowsfor each of thethree yearsinthe
period ended December 29, 2002. 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 December 30, 2001 and December 29, 2002 and the results of their operations and their cash flowsfor each of thethree
yearsin the period ended December 29, 2002, in conformity with accounting principles generally accepted in the United States of America.

Asdiscussed in Note 12 to the financial statements, effective January 1, 2001, the Company changed itsmethod of accounting for derivative
financial instruments to conform to Statement of Financial Accounting Standards No. 133.

/'s/ DELOTTE & TOUCHE
LLP

San Francisco, California
February 13, 2003
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PEET' S COFFEE & TEA, | NC.
CONSOLI DATED BALANCE SHEETS
(I'N THOUSANDS, EXCEPT SHARE AMOUNTS)

DECEMBER 30, DECEMBER 29,
2001 2002
ASSETS
Current assets:
Cash and cash equival ents $ 2,718 $ 19, 672
Accounts receivable (net of allowance of $58 and $75) 1,371 2,210
I ncome tax receivable 1, 117
I nventori es 8, 945 11, 007
Def erred i ncone taxes 288 461
Prepai d expenses 1, 100 1, 342
Total current assets 14, 422 35, 809
Property and equi pment, net 23,629 27,929
Def erred i ncone taxes 1, 305
I ntangi bl e and other assets, net 2,053 3, 305
Long-term U. S. Governnent & Agency securities 28,102
Total assets $ 41, 409 $ 95, 145
LI ABI LI TIES AND SHAREHOLDERS' EQUI TY
Current liabilities:
Borrowi ngs under line of credit $ 1, 968
Account s payabl e 4,166  $ 6, 463
Accrued compensation and benefits 2, 355 3,741
Q her accrued liabilities 2,105 2,638
Current portion of |ong-term borrow ngs 513 468
Total current liabilities 11, 107 13, 310
Long-term borrow ngs, |ess current portion 895 424
Def erred i ncone taxes 181
Deferred | ease credits 637 726
Total liabilities 12, 639 14, 641
Commitments and conti ngenci es
Shar ehol ders' equity:
Common stock, no par val ue; authorized 50,000,000 shares; issued and
out standi ng: 8,272,000 shares and 12,103, 000 shares 31, 609 78,014
Accumul at ed ot her conprehensive inconme (loss), net of tax (407) 265
Ret ai ned earnings (accunul ated deficit) (2,432) 2,225
Total sharehol ders' equity 28,770 80, 504
Total liabilities and sharehol ders' equity $ 41,409 $ 95, 145
AP
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See notesto consolidated financial statements.
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PEET' S COFFEE & TEA, | NC
CONSOLI DATED STATEMENTS OF OPERATI ONS
(1IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

2000 2001 2002
Net revenue $84,302  $94,400  $104, 073
Oper ati ng expenses:
Cost of sales and rel ated occupancy expenses 40, 655 45, 357 48, 146
Oper ati ng expenses 28,073 30, 617 33, 221
Mar keting and adverti sing 6, 069 4,812 4,554
Depreci ation and anortization 4,576 5,038 4,568
General and administrative expenses 5,893 6, 243 6, 732
Total operating costs and expenses 85, 266 92, 067 97, 221
Income (loss) from operations (964) 2,333 6, 852
I nterest incone 25 47 660
I nterest expense (1,933) (476) (120)
I ncome (loss) before incone taxes (2,872) 1,904 7,392
I ncome tax provision (benefit) (596) 749 2,735
Net income (I oss) $(2,276) $ 1,155 $ 4,657
Net incone (loss) per share:
Basi c $(0.50) $ 0.15 $ 0.43
Diluted $(0.50) $ 0.14 $ 0.40
Shares used in cal culation of net income (loss) per share:
Basi ¢ 4,515 7,941 10, 919
Diluted 4,515 8,212 11, 627

See notesto consolidated financial statements.

swneest ox B asim 2003, EDGAR Online, I nc.




swneest ox B asim 2003, EDGAR Online, I nc.




Bal ance at January 2, 2000

St ock options exercised,

including tax benefit

Anortization of
stock conpensation

Net | oss

Bal ance at Decenber 31,

Conversion of preferred shares

Stock sold in

Initial Public Ofering,

net of expenses

St ock options exercised,

including tax benefit

Stock sold in Enpl oyee
St ock Purchase Program

Anortization of
stock conpensation
Cunul ative effect of
accounti ng change

(FAS 133), net of tax of $519

Unreal i zed | osses
on cash flow hedges,
net of tax of $195
Recl assification of
net | osses on cash
fl ow hedges to

to cost of goods sold,

net of tax of $445

Q her conprehensive |oss

Net incone

Bal ance at Decenber 30, 2001

Stock sold in public offering,

net of expenses

St ock options and
warrants exerci sed,
including tax benefit

Stock sold in Enpl oyee
St ock Purchase Program

Anortization of
stock conpensation
Unreal i zed gai ns on
cash fl ow hedges,
net of tax of $38
Recl assi fication of
net | osses on cash
fl ow hedges to

cost of goods sold,
net of tax of $252
Net unrealized gain
on investnents,

net of tax of $133

O her conprehensive inconme

Net income

Bal ance at Decenber 29, 2002

Bal ance at January 2, 2000

St ock options exercised,

including tax benefit

Anortization of
stock conpensation

Net | oss

Bal ance at Decenber 31,

Conversion of preferred shares

Stock sold in

Initial Public O fering,

net of expenses

St ock options exercised,

including tax benefit

Stock sold in Enpl oyee
St ock Purchase Program

Anorti zation of
st ock compensati on

PEET' S COFFEE & TEA, |INC
CONSOLI DATED STATEMENTS OF SHAREHOLDERS' EQUI TY

(I'N THOUSANDS)

SERI ES A RETAI NED ACCUMULATED
PREFERRED STOCK COVMON STOCK EARNI NGS/ OTHER TOTAL
SHARES SHARES ACCUMULATED COVPREHENSI VE SHAREHOLDERS'
QUTSTANDI NG AMOUNT QUTSTANDI NG  AMOUNT DEFICI T | NCOVE/ ( LOSS) EQUI TY
471 $ 4,537 4,514 $ 7,966 $ (1,312) $ 11, 191
2 13 13
238 238
(2, 275) (2, 275)
471 $ 4,537 4,516 $ 8,217 $ (3,587) $ 9, 167
(471)  (4,537) 943 4,537 .
2,682 17,793 17, 793
94 507 507
37 250 250
305 305
$ (785)
(295)
673
(407) (407)
1, 155 1, 155
; ; 8,272 $31,609 $ (2,432) $ (407) $ 28, 770
3,138 41, 030 41, 030
610 4,517 4,517
83 568 568
290 290
66
379
227
672 672
4, 657 4, 657
- $ - 12,103 $78,014 $ 2,225 $ 265 $ 80, 504
COMPREHENSI VE
| NCOVE/ ( LOSS)
$ (144)
$ (2, 275)
$ (2, 275)
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See notesto consolidated financial statements.
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PEET' S COFFEE & TEA, | NC

CONSOLI DATED STATEMENTS OF
(I'N THOUSANDS)

Cash flows from operating activities:
Net incone (I|oss)

CASH FLOWS

Adj ustnments to reconcile net inconme (loss) to net cash provided by

operating activities:
Depreci ation and anortization

Tax benefit from exercise of stock options and anortization of discounted

stock options
Deferred income taxes
Recl assi fication of hedging | osses in OC
I neffective portion of hedges
Loss on disposition of assets
Changes in other assets and liabilities:
Accounts receivabl e
I nventories
Prepai d expenses and ot her
O her assets
Accounts payable, accrued liabilities and other liabilities

Net cash provided by operating activities

Cash flows frominvesting activities:
Pur chases of property and equi pnent
Proceeds from sal es of property and equi pment
Additions to intangible assets
Purchase of long term U S. Covernnent & Agency securities, net

Net cash used in investing activities

Cash flows fromfinancing activities:
Proceeds from borrow ngs
Repaynments of debt
Paynments of stock offering costs (conpleted in January 2001)
Net proceeds fromissuance of common stock

Net cash provided by financing activities

Change in cash and cash equival ents

Cash and cash equival ents, beginning of period

Cash and cash equivalents, end of period

Suppl enental cash fl ow di scl osures:
Cash paid for:
I nterest
I ncone taxes

NON CASH | NVESTI NG AND FI NANCI NG ACTI VI TIES -
Property acquired under capital |ease
Conversion of preferred stock to comon stock upon | PO

I PO fees accrued at Decenber 31, 2000 applied to proceeds in 2001

FAS 133 coffee hedging activities:
I nventory
Def erred taxes

G her conprehensive |oss
Gther liabilities

See notesto consolidated financial statements.
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2000 2001 2002
$(2,275) $ 1,155 $ 4,657
5,210 5, 693 5,251
238 305 1,543
(472) 718 1,274
673 379
169 27
188 6 11
(214) 309) (1, 956)
(1, 730) (1, 309) (2,062)
115 (217) (211)
(207) 22 (1, 530)
1,816 (1,123) 4,419
2,669 5,783 11, 802
(5, 518) (6,511) (9, 316)
4 17
(276) (350) (35)
(27, 875)
(5, 790) (6,844)  (37,226)
46, 258
(41,544) (17, 451) (2, 484)
(1, 082)
13 19, 632 44, 862
3,645 2,181 42,378
524 1,120 16, 954
1,074 1,598 2,718
$ 1,598 $ 2,718 $ 19,672
$ 1,668 $ 478  $ 48
108 29 2, 050
$ 476
$ 4,537
1,082
(1,304)
269 % (39)
407 (65)
628 104

I nc.




PEET'S COFFEE & TEA, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

1. HISTORY AND ORGANIZATION

Peet's Coffee & Teag, Inc., (the "Company") sells fresh roasted coffee, hand selected teaand related itemsin several distribution channels,
including specialty grocery and gourmet food stores, online and mail order, office and restaurant accounts and company-operated retail stores.
At December 30, 2001 and December 29, 2002, the Company operated 60 and 65 retail stores, respectively, in California, 1llinois, Oregon, and
Massachusetts.

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.

USE OF ESTIMATES - The preparation of financial statementsin conformity with accounting principlesgenerally accepted in the United
States of America requires management to make estimates and assumptionsthat affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilitiesat the date of the financial statements and the reported amounts of revenuesand expenses during
the reporting period. Actual results could differ from those estimates.

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

YEAR END - The Company's year end is the Sunday closest to December 31. The years 2002, 2001, and 2000 included 52 weeks.

CASH AND CASH EQUIVALENTS - The Company considers all liquid investmentswith original maturities of three monthsor less to be
cash equivaents.

INVENTORIES - Raw materials consist primarily of green bean coffee. Finished goods includeroasted coffee, tea, accessory products, spices,
and packaged foods. All products are valued at thelower 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 rangefrom 3 to 10 years. Leasehold improvements are amortized using the straight-line
method over thelesser of the estimated useful life or the term of the related lease, which range from 3 to 10 years.

INTANGIBLES AND OTHER ASSETS include lease rights, contract acquisition costs, deposits, and restricted cash. Lease rights represent
payments made to lessors and others to secure retail locations and areamortized on the straight-line method over thelife of therelated lease
from 5to 15 years. Intangibles, net of amortization, were $1,251,000 and $1,040,000 at December 30, 2001 and December 29, 2002,
respectively. The related accumulated amortization was $1,636,000 and $1,882,000 at December 30, 2001 and December 29, 2002,
respectively. Amortization expense for 2000, 2001, and 2002 was $220,000, $238,000 and $246,000, respectively. Future amortization expense
for 2003 through 2007 is estimated at $153,000, $168,000, $148,000, $123,000, and $114,000, respectively. Contract acquisition costs
represents a payment made to aretailer to obtain distribution for a specified period of time and is being amortized as a reduction of revenue
over the contract period.

INVESTMENT POLICY - Investmentsare classified as available for sale and are recorded at fair market value. Any unrealized gains and
losses are recorded in other comprehensive income/loss.
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IMPAIRMENT OF LONG-LIVED ASSETS - The Company evaluates the recoverahility of itslong-lived assets whenever events or changesin
circumstances have indicated that the carrying amount of its assets might not be recoverable. If the fair value isless than the carrying amount of
the asset, aloss is recognized for the difference. In 2000, an impairment loss of $129,000 was recorded as general and administrative expense.
No impairment loss was recorded in 2001 or in 2002.

ACCRUED COMPENSATION AND BENEFITS - Beginningin March 2002, the Company modified its workers' compensation insurance
policy to a high deductible program with an overall program ceiling to minimizeexposure. We began recording an estimated liability for the
self-insured portion of theworkers compensation claims. The liability is determined actuarially, based on claims paid, filed and reserved for,
and projected using an industry loss development factor, aswell as using historical experience ratings. Asof December 29, 2002, thefirst 10
months of the policy period, we had $703,000 accrued for workers compensation.

STORE CLOSURE - The Company accrues an estimatefor the costs associated with closing under-performing stores in the period in which the
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 terminate alease or sublease a property
and the difference between thebook value and estimated recovery of fixed assets. Significant changes to the plan are unlikely. The operating
costs, including depreciation, of stores or other facilitiesto be sold or closed are expensed during the period they remain in use.

The Company recorded expenses of $456,000 representing the writeoff of leasehold improvements, fixed assets and estimated future rental
paymentsfor store closures during 2000. No expense was recorded in 2001 or 2002. Asof December 30, 2001, the Company had an accrual of
$59,000, representing estimated future rental payments.

In August 2001, the Company assigned, withthe consent of thelandlord, theexisting lease for the Naperville location to another entity. The
Company remains liablefor rent and other charges under the lease, which expires December 31, 2008. However, the assignee's parent company
has guaranteed the payment by the assignee of rent and other chargesunder thelease assignment up to $313,000 (equivalent to approximately
four yearsof rent due under the lease). The Company expects that the assignee will make all future rent paymentsrequired under the lease and
during 2001 reduced the accrual for estimated future payments under the lease by $134,000. The remaining accrua at year end 2001 represents
the Company'sremaining obligation for rental payments of seven monthsduring the assignee's construction and rent abatement period. All
rental obligations had been paid and no accrual relatingto store closures remained at December 29, 2002. See Note 11.

A summary of the accrual activity is as follows (excluding write-off of assets) (in thousands):

BALANCE AT ADDI Tl ONS BALANCE
BEGQ NNI NG CHARGED TO AT END OF
OF PERI OD EXPENSE DEDUCTI ONS PERI CD
Accrual related to store closures:
Year ended Decenber 31, 2000 $ 48 % 327 ($74) $ 301
Year ended Decenber 30, 2001 301 - (242) 59
Year ended Decenber 29, 2002 59 - (59) -

REVENUE RECOGNITION - Net revenue is recorded upon purchaseshby customersat retail locations or when merchandise is received by
customers in the specialty sales channel. Salesreturns are insignificant. The Company establishesan allowance for estimated doubtful accounts
based on historical experience and current trends, which management believes are appropriate.

The Company records shipping revenue in net revenue. The Company recorded shipping revenue of $1,371,000, $1,522,000, and $1,617,000
related to online and mail order and specialty sales in 2000, 2001, and 2002, respectively.
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A summary of the allowance for doubtful accountsis as follows (in thousands):

BALANCE AT ADDI TI ONS BALANCE
BEG NNI NG CHARGES TO AT END OF
OF PERI OD EXPENSE VRl TECFFS PERI OD
Al l owance for doubtful accounts:
Year ended Decenber 31, 2000 $ 61 $ 23 ($15) $ 69
Year ended Decenber 30, 2001 69 30 (41) 58
Year ended Decenber 29, 2002 58 162 (145) 75

COST OF SALES AND RELATED OCCUPANCY EXPENSES consist primarily of coffee and other product costs. It aso includes plant
manufacturing (including depreciation), freight and distribution costs. Occupancy expenses include rent and related expenses such as utilities.

PREOPENING COSTS or costs associated with the opening or remodeling of stores, such aspayroll and rent, are expensed 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 under SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities. See Note12. Prior to theadoption of SFAS No. 133 on January 1, 2001, the contracts also
qualified for hedge accounting and the gains and |osses were accounted for as inventory costs and wererecorded as expense or income as the
related coffee was sold. The Company does not hold or issue derivative instruments for trading purposes.

FAIR VALUE OF FINANCIAL INSTRUMENTS - The carrying value of cash and equivalents, receivables and accounts payable
approximates fair value. Investments are recorded at fair value. The carrying value of debt approximates the estimated fair value due to floating
interest rates on thedebt. The fair value of futures contractsisthe amount at which they could be settled, based on estimates obtained from
dedlers. At December 30, 2001 and December 29, 2002, the net unrealized gain/(loss) on such contracts was ($112,000) and $31,000,
respectively. See Note 12.

ADVERTISING COSTS are expensed as incurred. Advertising expense was $5,158,000, $3,860,000, and $3,856,000 in 2000, 2001, and 2002,
respectively.

DEFERRED LEASE CREDITS - Certain of the Company's lease 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 -Incometaxes are accounted for using the 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 employeesusing the intrinsic value method in
accordance with Accounting Principle Board, (APB), No. 25, Accounting for Stock Issued to Employees. Accordingly, no compensation cost
has been recognized for the stock option awardsgranted at fair market value. Through 2001, the Company granted options at 85% of fair value
and recorded compensation expense equal to the intrinsic value over the vesting period. The Company has recorded compensation expense of
$238,000 in 2000, $305,000 in 2001, and $290,000 in 2002. Statement of Financial Accounting Standards, (SFAS), No. 123, Accounting for
Stock-Based Compensation, requires the disclosure of pro formanet income and earning per share asif the Company had adopted thefair value
method. Had compensation cost for the Company'sstock option plans and ESPP been determined based on the fair value at thegrant date
consistent with the provisions of SFAS No. 123, the Company's net incomewould have been reduced to the pro forma amounts indicated below
(in thousands):
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2000 2001 2002

Net incone (loss) - as reported ($2,275) $1, 155 $ 4,657
St ock-based enpl oyee conpensation included in

reported net income (loss), net of tax effects $ 143 $ 183 % 174
St ock- based conpensati on expense determ ned

under fair value based nmethod, net of tax effects ($833) ($511)
($2, 295)
Net inconme (loss) - pro formm ($2,965) $ 827 $ 2,536
Basic net income (loss) per share - as reported ($0.50) $ 0.15 $ 0.43
Basi ¢ net incone (loss) per share - pro forma ($0.66) $ 0.10 $ 0.23
Diluted net income (loss) per share - as reported ($0.50) $0.14 $ 0.40
Diluted net income (loss) per share - pro forma ($0.66) $ 0.10 $ 0.22

The Company uses the Black-Scholes option-pricing model for determining the fair value of options, which requires theinput of certain
estimates that may affect what is deemed fair value. The existing model may not necessarily provide areliable single measure of the value of its
stock options. Management will continueto evaluate aternative methodol ogies that may more appropriately reflect pro forma compensation
expense.

Additional disclosure requirements of SFAS No. 123, Accounting for Stock-Based Compensation, are set forth in Note 10.

NET INCOME (LOSS) PER SHARE - Basic netincome per share is computed asnet income (loss) divided by the weighted average number of
common shares outstanding for the period. Diluted net income (loss) per share reflects the potential dilution that could occur from common
sharesissued through stock options, warrantsand the conversion of preferred stock. Diluted net [oss per share for the year ended December 31,
2000 does not include the common shares issued through stock options, warrants and the conversion of preferred stock because they are
anti-dilutive. Anti-dilutive shares of 110,750 and 630,621 have been excluded from diluted weighted average shares outstanding in 2001 and
2002, respectively.

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):

2000 2001 2002

Basi ¢ wei ght ed average shares outstanding 4,515 7,941

10, 919
I ncrenental shares from assunmed exerci se of

stock options and warrants 0 271
708

11, 627
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The number of incremental sharesfrom the assumed exercise of stock optionsand warrants was calculated applying thetreasury stock method.

RECENTLY ISSUED ACCOUNTING STANDARDS - In October 2001, the Financial Accounting Standards Board, (FASB), issued SFAS
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. This statement supercedes SFAS No. 121, Accounting for the
Impairment of Long-Lived Assets andfor Long-Lived Assets to be Disposed Of, and the accounting and reporting provision of APB Opinion
No. 30, Reporting the Results of Operations - Reporting the Effectsof Disposal of Segment of a Business, and Extraordinary, Unusua and
Infrequently Occurring Events and Transactions, for thedisposal of a segment of business. SFAS No. 144 became
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effective for the Company on December 31, 2001. Adoption of this standard did not have a material effect onthe Company'sfinancia position
or results of operations.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit of Disposal Activities, which addresses accounting
for restructuring and similar costs. SFAS No. 146 supersedes previous accounting guidance, principally Emerging I ssues Task Force |ssue No.
94-3. The Company will adopt the provision of SFAS No. 146 for restructuring activitiesinitiated after December 31, 2002. SFAS No. 146
requires that liability for costs associated withan exit or disposal activity be recognized when theliability isincurred. Under Issue94-3, a
liability for an exit cost isrecognized at the date of a company's commitment to an exit plan. SFAS No. 146 also establishesthat theliability
should initially be measured and recorded at fair value. Accordingly, SFAS No. 146 may affect thetiming of recognizing future store closure
and restructuring costs aswell as the amounts recognized.

In November 2002, the FASB issued FASB Interpretation ("FIN") No. 45, Guarantor's Accounting and Disclosure Requirementsfor
Guarantees, Including Indirect Guarantees of Indebtedness of Others. FIN 45 elaborates on the disclosures to be made by the guarantor inits
interim and annual financial statements about its obligationsunder certain guarantees that it hasissued. It aso requires that a guarantor
recognize, at the inception of a guarantee, aliability for the fair value of the obligation undertaken inissuing the guarantee. The initial
recognition and measurement provisions of thisinterpretation are applicable on aprospective basis to guarantees issued or modified after
December 31, 2002; while, the provisions of the disclosure requirements are effective for financial statements of interim or annual periods
ending after December 15, 2002. The adoption of the measurement of provisions of FIN 45 is not expected to have a material impact on our
financial position or results of operations.

3. INVENTORIES

The Company's inventories consist of the following at year end 2001 and 2002 (in thousands):

2001 2002

Raw materi al s $5,722 %

7,130

Fi ni shed goods 3,223
3,877

Tot al $8, 945
$11, 007

4. PROPERTY AND EQUIPMENT

Property and equipment consists of the followingat year end 2001 and 2002 (in thousands):
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2001 2002

Leasehol d i nprovenents $ 22,007 $ 23,518
Furniture, fixtures, and equi pnent 23, 609 25, 158
Pl ant equi pnent 4,244 7,442
Construction in progress 514 3,216
Tot al 50, 374 59, 334
Less accumul ated depreciation (26, 745)

(31, 405)

Tot al $ 23,629 $ 27,929

Depreciation expense was$4,990,000 in 2000, $5,455,000 in 2001, and $5,005,000 in 2002, respectively. Construction in progress includes
manufacturing plant equipment, new store fixtures and other capital projects not yet placed in service.
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5. INVESTMENTS

The Company invested the proceeds of the secondary public offering in April 2002 in investment grade securities. At December 29, 2002, the
Company maintained long terminvestments classified as available for sale of $28,100,000. The long term investments are comprised of United
States Treasury Notes and Bonds, and Federal Agency notes and bonds, maturing within five years. Grossunrealized holding gainswere
$360,000 for the period ended December 29, 2002, of which $223,000 related to U.S. Treasury Notes and Bonds and $137,000 related to
Federal Agency notesand bonds.

The company sold securities for net proceeds of $18,144,000 and realized a gain of $27,000. For the periods ended December 29, 2002, net
unrealized gains of $227,000 (net of $133,000 tax), were recorded in accumulated other comprehensive income (10ss).

6. BORROWINGS

In September 2000, the Company entered into a credit facility with General Electric Capital Corporation. The facility expiresin September
2005 and provides for arevolving line of credit up to $15,000,000, theissuance of up to $3,000,000 in letters of credit, and $15,000,000 in
term loans. The term loans were repaid during 2001 upon the closing of the Company'sinitial public offering. Total availability under the
revolving line of credit is determined by subtracting our funded debt from our trailing twelvemonth 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 2.5 thereafter. Asof December 29, 2002, there was no outstanding balance and $14,057,000 was available
under the Company'sline of credit.

Borrowings under the credit facility are secured by alien on substantially all of the Company's assets. The credit facility contains covenants
restricting the Company's ability to make capital expenditures, incur additional indebtedness and lease obligations, open retail stores, make

restricted payments, merge into or withother companies and sell al or substantially all of its assetsand requiring the Company to meet certain
financial tests.

Long term borrowings consist of thefollowing at year end 2001 and 2002 (in thousands):

2001 2002

I ndustrial devel opnent revenue bond, interest at a weekly floating
rate of 1.65% at Decenber 29, 2002, until maturity in 2006. 1, 300 860
Capital |ease obligations 108 32

Tot al 1, 408 892
Less current portion (513)
(468)
Tot al $ 895 $ 424

Scheduled maturities of the Company's borrowings at December 29, 2002 (excluding capital lease obligations, see Note 11) are as follows (in
thousands):
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7. INCOME TAXES

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

2000 2001 2002

Current:

Federal $ (66) $ 467
$1, 470

State (58) 9
377

Tot al (124) 476
1, 847
Deferred

Feder al (569) 133
827

State 97 140
61

Tot al (472) 273
888

Tot al $(596) $ 749
$2,735

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

2000 2001 2002

Statutory Federal rate 34.0% 34.0%
34. 0%
State income taxes |ess federal benefit 5.8 5.8 5.8
Change in valuation all owance (14.8) 3.7
(3.0)
Non- deductible itens (0.6) 0.8 1.4
California net operating loss limtation (3.6) (2.1 0.0
California Manufacturer |nvestnment Credit 0.0 (2.9)
(1.2)
Tot al 20.8% 39.3%
37. 0%
o
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Deferred tax assets (liabilities) consist of thefollowing at year end 2001 and 2002 (in thousands):

2001 2002

Net operating |oss carryforwards $ 153 $ 165
Charitable contribution carryforwards 439 269
Credit carryforwards 861 382
Schedul ed rent 273 311
Accrued reserves 329 436
Accrued conpensation 267 319
State taxes 43 68

G oss deferred tax assets 2, 365 1, 950
Property and equi prent (238)
(1, 207)
O her
(214)

Gross deferred tax liabilities (238)
(1, 421)
Val uation al |l owance (534)
(249)

Net deferred tax assets $1,593 $ 280
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The Company has state net operating loss carryforwards of $1,867,000, which expire between 2004 and 2007. A valuation alowance is
provided when it is more likely than not that some portion or all of thedeferred tax assets will not be realized.

8. EMPLOYEE BENEFIT PLAN

The Company's 401(k) plan covers substantially al employees. Employees may contribute up to 60% of their annual salary up to a maximum of
$11,000. The Company matches 50% of amounts contributed by its employees. The Company contribution was $347,000, $413,000, and
$438,000 in 2000, 2001, and 2002 respectively. The plan does not offer investments in Company stock.

9. SHAREHOLDERS EQUITY

In April 2002, the Company issued 3,137,500 shares of common stock at $14.00 per share of its common stock. The Company received net
proceeds of $41,030,000.

During 2001, the Company issued 2,682,623 shares of stock at $8.00 per share in an initial public offering of its common stock and received
net proceeds of $17,790,000. Upon theclosing of the initial public offering, each of the outstanding shares of preferred stock converted into
shares of common stock at a conversion rate of one to two. On January 30, 2001, the Company amended and restated its articles of
incorporation, pursuant to which the Company'sauthorized 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 December 29, 2002.

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 shareswere designated for issuance as Series A and Series B preferred stock (preferred
stock), respectively.

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,
whichwere exercisable at the option of the holder, were exercised on the first day of fiscal year 2002.

10. STOCK OPTION AND EMPLOY EE PURCHASE PLANS

In 1994, the Company established two stock option plans, of which one includes only California residents, 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 a reduction of 208,914 shares available under these plans. Incentive stock options may be granted to employees of the Company.
Nonqualified stock optionsmay be granted only to employees, directors, officers, agents, consultants or advisors of the Company. The purchase
price of the common stock issuable under the stock option plans 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 incentive stock options and not lessthan 85% of the fair market value of the common
stock at the grant date for nonquaified stock options. The term of a granted stock option is 10 yearsfrom thegrant 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 years of employment. Stock optionsgranted subsequent to December 30, 1994 generally vest over threeto 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 1,280,000 shares of common stock for issuance pursuant to the plan. The purchase
price of the common stock issuable under this plan is determined by the Board of Directors, however may not be lessthan 85% of thefair
market value of common stock at the grant date. The term of a granted stock option is 10 years fromthe grant date. Stock optionsgenerally vest
over three to four years.

In 2000, the Company adopted a new stock option plan (effective January 24, 2001). The Company had reserved 700,000 shares of common
stock for issuance pursuant to theplan. As of each annual meeting of the
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Company'sshareholders, beginning in 2002, and continuing through and including the annual meeting of the Company's shareholders in 2010,
the number of shares of common stock reserved for issuance under the 2000 plan will be increased automatically by the lesser of (i) three
percent (3%) of the total number of shares of common stock outstanding on such date, (ii) fivehundred 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. AttheMay 2002 annual
meeting, the shareholders approved an amendment to the plan to increase the aggregate number of shares of common stock authorized for
issuance by 800,000 sharesand to increase the annual increase of sharesreserved for issuance from 3%to 5%. The purchase price of the
common stock issuable under this plan is determined by the Board of Directors, however may not be less than 85% of thefair market value of
common stock at the grant date. The term of a granted stock option is 10 years from the grant date. All stock options vest at a minimum rate of
20% per year.

The Company also adopted a 2000 Non-Employee Director Plan that provides for the automatic grant of nonstatutory stock options to purchase
shares of common stock to non-employee directors whichis administered by the Board of Directors (effective January 24, 2001). The aggregate
number of sharesof common stock that may be issued pursuant to these options under the planis 330,000. As of each annual meeting of the
Company'sshareholders, beginning in 2002, and continuing through and including the annual meeting of the Company's sharehol ders in 2020,
the number of shares of common stock reserved for issuance under the 2000 plan will be increased automatically by the lesser of (i) three
guarters of one percent (0.75%) of the total number of shares of common stock outstanding on such date, (ii) sixty thousand (60,000) shares, or
(iif) anumber of shares determined by the Board prior to such date, which number shall be lessthan (i) and (ii) above. The exercise price of
options granted will be equa to the fair market value of the common stock on thedate of grant and have aterm no more than ten years fromthe
date granted. Option grants vest over a period of three yearsfrom the date of grant. In 2001 and 2002, the Company granted non-employee
director options to purchase an aggregate of 120,000 and 110,000 shares of common stock, respectively.

Asof December 29, 2002, there were no shares available for grant under 1997 stock option plan, 350,593 shares available for grant under the
2000 stock option plan, and 160,000 shares available for grant under the 2000 Non-Employee Director stock option plan. Changesin stock
options were asfollows:
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WVEI GHTED- AVERAGE

OPTI ONS EXERCI SE PRI CE
QUTSTANDI NG PER SHARE

Qutstandi ng at January 2, 2000 1,347,930 $

5.68

G anted 280, 750

7.27

Cancel ed (37, 600)

5.75

Exer ci sed (2,872)

4.64

Qut st andi ng at Decenber 31, 2000 1, 588, 208
5. 96
G ant ed 729, 326
7.69
Cancel ed (52, 601)
6. 96
Exerci sed (94, 081)
5.39

Qut st andi ng at Decenber 30, 2001 2,170, 852
6. 54

G ant ed 1,344,719
14. 97

Cancel ed (48, 637)
9.81

Exerci sed (541, 162)
6.03

Qut st andi ng at Decenber 29, 2002 2,925,772 %
10. 47
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At December 31, 2000, December 30, 2001, and December 29, 2002, 1,202,493, 1,392,087, and 1,428,323 options, respectively, were
exercisable with a weighted-average exercise price of $5.54, $5.93, and $7.05, respectively.

The following table summarizes stock option information at year end 2002:

OPTI ONS OUTSTANDI NG OPTI ONS EXERCI SABLE
RANGE OF NUMBER OF \EI GHTED- AVERAGE WEI GHTED- AVERAGE NUMBER COF WEI GHTED- AVERAGE

EXERCI SE PRI CES OPTIONS  REMAI NI NG CONTRACTUAL LI FE EXERCI SE PRI CE OPTI ONS EXERCI SE PRI CE

$ 3.85 to $6.38 962, 739 5.16 years $ 5.93 953,668 $ 5.93
$ 7.23 to $10.20 633, 779 8.24 7.90 402, 851 8. 04
$11.11 to $14.90 269, 518 9.21 12. 07 7,639 11.11
$15.49 to $15.49 854, 736 9.42 15. 49 - 0. 00
$16.41 to $17.00 205, 000 9. 47 16. 65 64, 165 17.00
$ 3.85 to $17.00 2,925,772 7.74 10.47 1,428, 323 7.05

During 2001, the Company adopted a 2000 Employee Stock Purchase Plan ("ESPP"), wheredligible employees can choose to have up to 15%
of their annual base earnings withheld to purchase the Company's common stock. The purchase price of stock is85% of thelower of the
beginning of theoffering period or end of the offering period market price. The Company authorized 200,000 shares of common stock available
for issuance under the plan, which will be increased asof each annual meeting of the Company's shareholders, beginning 2002 until 2020, by
the lesser of 200,000 shares or 1.5% of the number of shares of common stock outstanding on that date. However, the Board of Directors has
the authority to designate a smaller number of shares by which the authorized number of shares of common stock will be increased on that date.
During 2002 and 2001, employees purchased 82,865 and 36,789 shares, respectively, of the Company's common stock under the planat a
weighted-average per share price of $6.86 and $6.80, respectively. At December 29, 2002, 259,171 shares remain available for future issuance.

The weighted averagefair value of the stock options granted during 2000, 2001, and 2002 was $2.91, $6.56, and $9.42, respectively. The
weighted average fair value of each 2001 and 2002 ESPP award was $3.91 and $3.84, respectively, per share. The fair value of each option
grant and ESPP award is estimated on the date of grant using the Black-Scholes option-pricing model withthe following assumptions:

2000 2001 2002

Expected dividend rate 0% 0%
0%
Expected volatility
Opti ons 0% 77.6%
68. 1%
ESPP awar ds 77. 6%
68. 1%
Ri sk-free interest rate
Opti ons 6.33% 4.88%
3. 79%
ESPP awar ds 4. 24%
1.87%
Expected |ives (years)
Opt i ons 5 5 5
ESPP awar ds 0.5 0.5

See Note 2 for thepro forma effect of accounting for stock options using thefair value method.
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11. COMMITMENTS AND CONTINGENCIES

LEASES - The Company leasesits Emeryville, Californiacoffee roasting plant, distribution center and administrative offices, warehouse, its
retail stores and certain equipment under operating leasesthat expire from 2003 through 2012. Certain |eases 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 29, 2002 are as follows
(amountsin thousands):

CAPI TAL OPERATI NG
LEASES LEASES

2,529
Thereafter -
3,781

Total m ninum | ease paynents 33 $
24, 002

Less anmobunts representing interest (1)

Present value of net mninmmlease paynents 32
| ess current obligations (28)

Long-term obligations $ 4

Rent expense was $4,329,000, $4,738,000 and $5,077,000 for 2000, 2001, and 2002 respectively, including contingent rents of $129,000,
$146,000, and $139,000.

In August 1998, the Company entered into an occupancy lease agreementin Naperville, lllinoisfor aterm of 10 years beginning January 1,
1999. The Company assigned the leasein August 2001 and isliablefor lease paymentsin the event the assignee or itsguarantor defaults
through the end of thefirst lease term, expiring on December 31, 2008. Asof December 29, 2002, the Company may be liable for $542,000 of
remaining lease payments, offset by the assignee's security deposit of $6,000 and its guarantor's maximum liability of $313,000. See Note 2.

PURCHASE COMMITMENTS - Asof December 29, 2002, the Company had approximately $18,149,000 of outstanding coffee purchase
commitments from 2003 to 2006 withfixed prices.

EMPLOYMENT AGREEMENTS - The Company has agreements with certain officers to provide severance benefits in the event their
employment is terminated under certain defined circumstances resulting in a contingent liability at December 29, 2002.
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LEGAL PROCEEDINGS - The Company is party to various legal proceedings arising from normal business activities. In February and March
2003, aformer and a current store manager have each filed a lawsuit with potential class action certification, against the Company. They allege
misclassification of employment job classification. The Company isinvestigating and intendsto vigorously defend this litigation, but because
the casesare in the early stages, the financial impact to the Company, if any, cannot be predicted.
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12. HEDGING ACTIVITIES

The Company is exposed to pricerisk related to price-to-be-fixed coffee purchase commitments and anticipated coffee purchases. The
Company uses coffee futures and options to manage price increases and designatesthese derivative instrumentsas cash-flow hedges of its
price-to-be-fixed coffee purchase commitments and anticipated coffee purchases. The Company does not hold or issue derivative instruments

for trading purposes.

On January 1, 2001, the Company adopted Statement of Financial Accounting Standards ("SFAS") No. 133, Accounting for Derivative
Instruments and Hedging Activities. SFAS No. 133, asamended, 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, are required to be recorded on the balance sheet at fair value. If the derivative is designated in afair-value hedge, the
changesin thefair value of the derivative and the hedged item will be recognized in earnings. If thederivative is designated in a cash-flow
hedge, the effective portions of changesin the fair value of the derivative will be recorded in other comprehensive income and will be
recognized in earnings whenthe hedged item affects earnings. Ineffective portions of changes inthefair value of cash-flow hedges are
recognized immediately in earnings.

The adoption of SFAS No. 133 on January 1, 2001 resulted in aliability of $1,304,000 representing thefair value of the open futures at January
1, 2001, a deferred tax asset of $519,000 and accumulated other comprehensive loss of $785,000 net of tax.

During 2001 and 2002, the effective portion of the cash-flow hedges amounted to a loss of $295,000 (net of $195,000 tax) and a gain of
$66,000 (net of $38,000 of tax), respectively, and wasrecorded in other comprehensive income

(loss). The ineffective portion of the hedges of $169,000 and $27,000 was recorded as cost of sales during 2001 and 2002, respectively. Other
comprehensive income (10ss), net of tax, was ($407,000) and $38,000 as of December 30, 2001 and December 29, 2002, respectively, al of
whichis expected to be reclassified into cost of sales over the next twelve months asthe related inventory is sold. For the yearsended
December 30, 2001 and December 29, 2002, $673,000 and $379,000 of coffee futureslossesincluded in other comprehensive loss were
reclassified into cost of goods sold. The fair value of the open futures contracts asof December 30, 2001 and December 29, 2002 wasa net
liability of $112,000, and a net asset $31,000 respectively, andis reflected in other liabilities and prepaid assets.
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13. SEGMENT INFORMATION

Beginning in 2002, the Company operatesin two reportable segments: retail and specialty sales. Retail store operations consist of sales of
whole bean coffee, beverages, tea and related productsthrough Company-operated retail stores. Specialty sales consist of whole bean coffee
sales through online, mail order, grocery, wholesale and office 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 incomebefore
taxes excludes unallocated marketing expenses and general and administrative expenses. Unallocated assets include cash, coffeeinventory in
the warehouse, corporate headquarter assets and intangibles and other assets. Prior to 2002, the Company reported three segments, which have
been restated to reflect the current presentation.

RETAI L SPECI ALTY UNALLOCATED TOTAL
2000
Net revenue $68,322 $ 15,980 $ 84, 302
Depreci ati on and anortization 3,556 497 % 523 4,576
Segnment operating incone (loss) 6, 782 4,565 (12, 311)
964
( In%erest expense, net 1, 907 1, 907
Loss before incone taxes
(2,871)
Total assets 18, 547 1,631 19, 543 39,721
Capi tal expenditures 3,578 974 966 5,518
2001
Net revenue $75,055 % 19, 345 $ 94, 400
Depreci ation and anortization 3, 659 737 % 642 5,038
Segnment operating income (Iloss) 8,963 4,904 (11, 534) 2,333
I nterest expense, net 429 429
I ncome before inconme taxes 1,904
Total assets 17,676 3, 886 19, 847 41, 409
Capi tal expenditures 1, 882 1,321 3,308 6, 511
2002
Net revenue $78,300 $ 25,773 $104, 073
Depreci ati on and anortization 3,193 878 $ 497 4,568
Segment operating inconme (loss) 11, 618 6, 829 (11, 595) 6, 852
Interest incone, net 540 540
I ncome before incone taxes 7,392
Total assets 20, 753 4,330 70, 062 95, 145
Capi tal expenditures 4,930 1, 332 3,090 9, 352

Net revenue from external customers for thetwo major product lines are asfollows:
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2000 2001 2002

Whol e bean coffee, tea, and rel ated products $50,290 $55,944 $
62, 583

Beverages and pastries 34,012 38, 456
41, 490

Total $84,302 $94, 400

F-19

meres o SO irssss 2003, EDGAR Online, I nc.




14. RELATED PARTY TRANSACTIONS

A member of the Board of Directors isthe 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 2000 and 2001, and $30,000 in 2002 for advisory services. This advisory relationship was terminated in June
2002.

15. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

QUARTER ENDED

MARCH 31, JUNE 30, SEPTEMBER 29, DECEMBER 29,
2002 2002 2002 2002
Net revenue $ 24,456 $ 24,889 % 25,366 $ 29, 362
I ncone from operations 805 1, 024 1, 809 3,214
Net i ncone 488 718 1,279 2,172
Basi ¢ i nconme per share $ 0.06 $ 0.06 $ 0.11 $ 0.18
Diluted i nconme per share $ 0.05 $ 0.06 $ 0.10 $ 0. 17

QUARTER ENDED

APRIL 1, JULY 1, SEPTEMBER 30, DECEMBER 30,
2001 2001 2001 2001
Net revenue $ 22,568 $ 22,727 % 22,715 $ 26, 390
I ncone (loss) from operations (308) 158 822 1, 661
Net incone (I o0ss) (304) 64 430 965
Basi c income (loss) per share $ (0.04) % 0.01 $ 0.05 $ 0.12
Diluted income (loss) per share $ (0.04) $ 0.01 % 0.05 $ 0.11
F-20
—

— RalELTE 2003. EDGAR Online, Inc.




FIFTH AMENDMENT TO CREDIT AGREEMENT

THIS FIFTH AMENDMENT TO CREDIT AGREEMENT (this"Fifth Amendment") is entered into by and among PEET'S OPERATING
COMPANY, INC. (formerly known asPeet's Coffeeand Tea, Inc.) ("Borrower"), PEET'S TRADEMARK COMPANY, and PEET'S COFFEE
& TEA, INC. (formerly known as Peet's Companies, Inc.), each aWashington corporation (each a"Credit Party" and collectively, the "Credit
Parties"), and GENERAL ELECTRIC CAPITAL CORPORATION, a Delaware corporation ("Lender"), asof December 31, 2002, with
reference to the followingfacts:

RECITALS

A. Pursuant to that certain Credit Agreement dated as of September 1, 2000, asamended by that certain First Amendment to Credit Agreement
dated as of January 19, 2001, that certain Second Amendment to Credit Agreement dated as of June29, 2001, that certain Third Amendment to
Credit Agreement dated as of March 1, 2002, andthat certain Fourth Amendment to Credit Agreement dated as of April 23, 2002, each by and
among Credit Parties and Lender (as the same may have been further amended, supplemented, or otherwise modified from timeto time prior to
the date of thisFifth Amendment, the"Credit Agreement"), Lender agreed to provide certain financial accommodations to or for the benefit of
Borrower and the other Credit Partiesupon theterms and conditions contained therein. Unless otherwise defined in thisFifth Amendment, (i)
capitalized termsor matters of construction defined or established in Annex A to the Credit Agreement shall be applied as defined or
established therein, and (ii) referencesto Sections, Schedules, and Annexes shall refer, respectively, to Sections, Schedules, and Annexes of the
Credit Agreement.

B. Credit Parties have requested certain modifications to the Credit Agreement, and Lender has agreed to such request on the termsand
conditions set forthin thisFifth Amendment.

NOW, THEREFORE, in consideration of Credit Parties' performance of their promises and obligations hereunder, the continued performance
by Credit Parties of their promises and obligations under the Credit Agreement and the other Loan Documents, and for other good and valuable
consideration, thereceipt and sufficiency of which arehereby acknowledged, Credit Partiesand Lender hereby agree asfollows:

AGREEMENT
1. AMENDMENTS. The Credit Agreement is hereby amended as follows:
1.1 Clause (d) of Section 6.2 is hereby deleted and the following is substituted in lieu thereof:

(d) so long as no Default or Event of Default shall have occurred and be continuing and so long as proceeds of the Revolving Loans are not
applied, directly or indirectly, to the purchase of such investments, Borrower may make investmentsup to $50,000,000 in the aggregate, subject
to Control Lettersin favor of Lender or otherwise subject to a perfected security interest in favor of Lender, in thefollowing: (i) if the
Revolving Loan balance does not exceed $5,000,000, investments consistent with the guidelines set forth on Exhibit

6.2(d); and (ii) if the Revolving Loan balance exceeds $5,000,000, (A)

marketable direct obligations issued or unconditionally guaranteed by the United

States of America or any agency thereof maturing within one year from the date of acquisition thereof, (B) commercial paper maturing no more
than oneyear from thedate of creation thereof and currently having the highest rating obtainable from either Standard & Poor's Rating Group
or Moody's Investors Service, Inc.,

(C) certificates of deposit maturing no more than one year fromthe date of creation thereof issued by commercia banks incorporated under the
laws of the United States of America, each having combined capital, surplus and undivided profits of not lessthan $300,000,000 and having a
senior unsecured rating of "A" or better by a nationally recognized rating agency (an"A Rated Bank™), (D) time deposits maturing no more than
30 daysfrom the date of creation thereof with A Rated Banks, and (E) mutual fundsthat invest solely in one or more of theinvestments
described in clauses (A) through (D) above.

1.2 Section 6.19(b)(ii) is hereby deleted in its entirety and the following is substituted therefor:

(if) From and after the Term Loan B Repayment Date, Borrower may engagein transactions and enter into agreements with respect to the
opening of up to ten

(10) new retail locations during any Fiscal Y ear; provided, that Credit Parties shall not make any Capital Expenditures in connection with such
new retail locations exceeding, $800,000, individually, or $5,000,000, in the aggregate, during any such Fiscal Y ear.

1.3 The definition of "Change of Control" in Annex A to the Credit Agreement is hereby amended by deleting the referenceto "25%" set forth
in clause (@) thereof and substituting "40%" in lieu thereof.
1.4 Annex C to the Credit Agreement is hereby amended by deleting thefollowing from clause (d) thereof: "The Concentration Blocked
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Account Agreement shall further provide that fromand after the Closing Date, the Concentration Account Bank shall immediately forward all
amounts received in the Concentration Account to the Collection Account through daily sweeps fromthe Concentration Account into the
Collection Account"; and substituting thefollowing in lieu thereof:

"The Concentration Blocked Account Agreement shall further provide that fromand after the Closing Date, the Concentration Account Bank
shall, fromthe after the date that Lender hasdelivered a notice, in its sole discretion, to such Concentration Account Bank, the Concentration
Account Bank shall immediately forward all amounts received in the Concentration Account to the Collection Account through daily sweeps
from the Concentration Account into the Collection Account."

1.5 Annex G is hereby amended by deleting paragraph () inits entirety and substituting thefollowing in lieu thereof:

(8) Maximum Capital Expenditures. Credit Parties shall not make Capital Expenditures on a consolidated basis (i) during the period from
August 1, 2000, through December 31, 2000, in excess of $3,000,000, (ii) during the period from January 1, 2001, through December 31, 2001,
in excess of $6,500,000 (excluding $2.84 million applied in satisfaction of Borrower's obligations under the Heller Loan Documents), or (iii)
during any Fiscal Year of Borrower commencing during or after January 2002, in excess of $12,000,000.

1.6 A new Exhibit 6.2(d) is hereby added to the Credit Agreement is attached hereto as Exhibit A.
1.7 An updated version of Disclosure Schedule (3.19) to the Credit Agreement is attached hereto as Exhibit B.

2. EFFECTIVENESS. This Fifth Amendment shall be effective asof October 31, 2002, upon Lender'sreceipt of an original of thisFifth
Amendment duly executed by the Credit Partiesand Lender.

3. REPRESENTATIONS AND WARRANTIES. Each Credit Party hereby represents and warrants that (a) as of the date of this Fifth
Amendment, it hasno Commercial Tort Claims, (b) at al timesfrom the Closing Date through and until the date of thisFifth Amendment WBG
has remained inactive and (c) the representations and warranties contained in the Credit Agreement weretrue and correct in al material respects
when made and, after giving effect to this Fifth Amendment, shall remain true and correct in all material respects asof the date hereof and
thereof, except to the extent that a particular representation or warranty by its termsexpressly applies only to anearlier date, or isthe subject of
an updated disclosure schedul e attached hereto. The Credit Agreement and the other Loan Documents, as modified and amended by this Fifth
Amendment, constitute legal, valid and binding obligations of each Credit Party that is a party thereto, enforceable against such Credit Party in
accordance withtheir respective terms.

4. RATIFICATION. Except as specifically modified by this Fifth Amendment, the parties acknowledge that the Credit Agreement shall remain
binding upon Credit Partiesand Lender and all provisions of the Credit Agreement shall remain in full force and effect. Credit Parties expressly
ratify and affirm their respective obligationsto Lender under the Credit Agreement and the other Loan Documents.

5. MISCELLANEOQOUS.

5.1 Entire Agreement; Amendment. This Fifth Amendment, together with the Credit Agreement and the other Loan Documents, isthe entire
agreement between the parties hereto with respect to the subject matter hereof. This Fifth Amendment supersedes all prior and
contemporaneous oral and written agreements and discussionswith respect to the subject matter hereof or thereof. No amendment,
modification, or waiver of any of the provisions of thisFifth Amendment shall be valid or enforceable unless set forthin awritingsigned by
Credit Parties and Lender.

5.2 Recitals. Therecitals set forth at the beginning of this Fifth Amendment aretrue and correct, and such recitals are incorporated into and are
apart of this Fifth Amendment.

5.3 Headings. Section headings used herein are for convenience of reference only, are not part of thisFifth Amendment, and are not to be taken
into consideration in interpreting this Fifth Amendment.

5.4 Counterparts. This Fifth Amendment may be executed inidentical counterpart copies, each of which shall be anoriginal, but al of which
shall constitute one and the same agreement. Delivery of an executed counterpart of a signature page to thisFifth Amendment by facsimile
transmission shall be effective as delivery of amanually executed counterpart of this Fifth Amendment. Any party delivering this Fifth
Amendment by facsimileshall sendthe original manually executed counterpart of this Fifth Amendment to the other party promptly after such
facsimile transmission.

5.5 GOVERNING LAW. THIS FIFTH AMENDMENT SHALL BE GOVERNED BY, AND CONSTRUED AND ENFORCED IN
ACCORDANCE WITH, THE LAWS OF THE STATE OF CALIFORNIA APPLICABLE TO CONTRACTS MADE AND PERFORMED IN
SUCH STATE, WITHOUT REGARD TO THE PRINCIPLES THEREOF REGARDING CONFLICT OF LAWS.

5.6 No Waiver. Except as specifically set forth in this Fifth Amendment, the execution, delivery and effectiveness of this Fifth Amendment
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shall not (a) limit, impair, constitute awaiver of or otherwise affect any right, power or remedy by Lender under the Credit Agreement or any
other Loan Document, (b) constitute awaiver of any provision in the Credit Agreement or any other Loan Document, or () ater, modify,
amend or in any way affect any of theterms, conditions, obligations, covenants or agreements contained in the Credit Agreement or any other
Loan Document, al of which are ratified and affirmedin all respects and shall continuein full force and effect.

5.7 Conflict of Terms. In the event of any inconsistency between the provisions of this Fifth Amendment and any provision of the Credit
Agreement, the termsand provisions of thisFifth Amendment shall govern and control.

[Remainder of Page Intentionally Left Blank]
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IN WITNESS WHEREOF, this Fifth Amendment to Credit Agreement has been duly executed as of the date first written above.
"CREDIT PARTIES"

PEET'S COFFEE & TEA, INC.

By: /sl Mark N

Rudol ph

Nane: Mark N Rudol ph
Title: CFO

PEET'SOPERATING COMPANY, INC.

By: /sl Mark N

Rudol ph

Nane: Mark N.  Rudol ph
Title: CFO

PEET'S TRADEMARK COMPANY

By: /sl Mark N
Rudol ph
Nane: Mark N.  Rudol ph
Title: CFO
"LENDER"

GENERAL ELECTRIC CAPITAL
CORPORATION

By: /sl Todd G onski
Narre: Todd G onski
Duly Authorized

Si gnatory
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Exhibit A
EXHIBIT 6.2(D) TO THE CREDIT AGREEMENT

Peet's Coffee & Tea, Inc.
Investment Guidelines

I. STATEMENT OF PURPOSE
The purpose of this policy isto ingtitute proper guidelines for the ongoing management of the Company's short-term investments.

[I. INVESTMENT OBJECTIVES
The assets represent the liquid and working funds for the present and future operations of the Company. These assets are to be invested in a

manner that preserves capital, provides liquidity, maintains appropriate diversification and generates returns relative to theseguidelines and
prevailing market conditions.

[1l. RESPONSIBILITIES

A. It istheresponsibility of the Investment Committee/Board of Directors of the Company to adopt the Investment Policy.

B. Itisthe responsibility of the President or the Chief Financial Officer to implement the Investment Policy of the Company including the
direction of purchases and sales of securities.

C. The approval of either the President or the Chief Financial Officer shall be required to transfer Company funds to Company banksor
investment accounts. All other transferswill require theapprova of both the President and the Chief Financial Officer.

D. The President and Chief Financial Officer may employ the services of a Registered Investment Advisor to direct a portion or all of the
investment activities of the Company consistent withthe guidelines set forth in the Investment Policy.

E. The Chief Financia Officer will monitor ongoing investment activitiesto insure that proper liquidity isbeing maintained and that the
investment strategy is consistent with Company objectives.

F. The Chief Financia Officer will report to the Board of Directors quarterly concerning the investment performance during the most recent
guarter. G. The assigned Investment Manager will communicate with the President or Chief Financial Officer before investing the portfolio
within the guidelines of this Corporate Investment Policy.
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| nvest ment  Qui del i nes

A Appropriate Investnents and Concentration Limts
MAXI MUM MAXI MUM % SI NGLE
| SSUER
TYPE MATURI TY OF PORTFOLIO % OF
PORTFQLI O
US. Treasury Securities 5 year 100% N A

U.S. Federal Agency Securities 3year 75% N/A

U.S. Government only Money Market
Funds N/A 25% 100%

Guaranteed Student Loan Obligations,
Fully Collateralized to Principal and Interest 1 year 35% 10%

B. Maturity Limitsand Benchmarks The Chief Financial Officer will establish, fromtimeto time, the maximum allowable maturity and the
average maturity of the portfolio. The initial maximum allowable maturity for any investment isfive (5) years. The weighted
average maturity of the portfolio should not exceed two (2) year, or such

shorter period, as determined by the Chief Financial Officer based on current
business environment and expected future cash flows.

Appropriate benchmarkswill be established for the respective portfolio classes.

C. Credit Quality

In al categories described above, the emphasiswill be on securities of high credit quality.

All short-term investments(or applicable underlying collateral) shall bear, from at |east two of the following securities, arating of at least: A-1
from Standard & Poor's, P-1 from Moody's, and/or F-1 from Fitch. Long-terminvestments shall bear from at least two of the following services,
arating of at least: A from Standard & Poor's, A2 from Moody's, and/or A from Fitch.

Municipa Obligations - Investments shall bear from at least one of the following servicesarating of: short term SP-1/MIG1, A-UVMIG1,
A-1/P-1, long term AA/AA2 or better, Money Market Mutual funds - AAA

D. Marketahility
Investments should be of sufficient size (minimum $1 million block preferred) and be held inissuesthat aretraded actively to facilitate
transactions at a minimum cost and accurate market valuation.

E. Classification of Portfolio

Investmentswill generally be made with the intention of holding to maturity/ keeping them availablefor sale. Investments may be sold prior to
maturity in the event of unanticipated cash needs, deterioration of thefinancial situation of theissuer, or for other general portfolio
considerations (i.e. decision to shorten or lengthen average portfolio maturity, etc.)

V.COMMUNICATION

The Fund Managers will contact the CFO immediately upon the occurrence of any of the following:

1. Any significant adverse unfavorable event or shiftsin the market place.

2. Anissuer is placed on negative credit watch whereby any action taken would result in theinvestment's credit rating being below the minimum
acceptable credit rating stated in thispolicy.

3. A declinein the issuer's credit rating below the minimum credit quality standards stated in this Investment policy.
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Exhibit B

DISCLOSURE SCHEDULE (3.19) TO THE CREDIT AGREEMENT
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SIXTH AMENDMENT TO CREDIT AGREEMENT

THIS SIXTH AMENDMENT TO CREDIT AGREEMENT (this"Sixth Amendment") is entered into by and among PEET'S OPERATING
COMPANY, INC. (formerly known asPeet's Coffeeand Tea, Inc.) ("Borrower"), PEET'S TRADEMARK COMPANY, and PEET'S COFFEE
& TEA, INC. (formerly known as Peet's Companies, Inc.), each aWashington corporation (each a"Credit Party" and collectively, the "Credit
Parties"), and GENERAL ELECTRIC CAPITAL CORPORATION, a Delaware corporation ("Lender"), asof February 21, 2003, with
reference to the followingfacts:

RECITALS

A. Pursuant to that certain Credit Agreement dated as of September 1, 2000, asamended by that certain First Amendment to Credit Agreement
dated as of January 19, 2001, that certain Second Amendment to Credit Agreement dated as of June29, 2001, that certain Third Amendment to
Credit Agreement dated as of March 1, 2002, that certain Fourth Amendment to Credit Agreement dated as of April 23, 2002, and that certain
Fifth Amendment to Credit Agreement dated as of December 31, 2002, each by and among Credit Parties and Lender (asthe samemay have
been further amended, supplemented, or otherwise modified from timeto time prior to thedate of this Sixth Amendment, the " Credit
Agreement"), Lender agreed to provide certain financial accommodations to or for the benefit of Borrower and the other Credit Parties upon the
termsand conditions contained therein. Unless otherwise defined in this Sixth Amendment, (i) capitalized termsor matters of construction
defined or established in Annex A to the Credit Agreement shall be applied asdefined or established therein, and (ii) referencesto Sections,
Schedules, and Annexes shall refer, respectively, to Sections, Schedules, and Annexes of the Credit Agreement.

B. Credit Parties have requested certain modifications to the Credit Agreement, and Lender has agreed to such request on the termsand
conditions set forthin thisSixth Amendment.

NOW, THEREFORE, in consideration of Credit Parties' performance of their promises and obligations hereunder, the continued performance
by Credit Parties of their promises and obligations under the Credit Agreement and the other Loan Documents, and for other good and valuable
consideration, thereceipt and sufficiency of which arehereby acknowledged, Credit Partiesand Lender hereby agree asfollows:

AGREEMENT

1. AMENDMENTS. Annex G to the Credit Agreement is hereby amended by deleting in its entirety paragraph (b) thereof that setsforth the
Minimum Fixed Charge Ratio and substituting thefollowing in lieu thereof: "[Intentionally Omitted]"

2. EFFECTIVENESS. This Sixth Amendment shall be effective as of December 1, 2002, upon Lender'sreceipt of an original of this Sixth
Amendment duly executed by the Credit Partiesand Lender.
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3. REPRESENTATIONS AND WARRANTIES. Each Credit Party hereby represents and warrants that (a) as of the date of this Sixth
Amendment, it hasno Commercial Tort Claims, (b) at all timesfrom the Closing Date through and until the date of this Sixth Amendment
WBG has remained inactive and (¢) the representations and warranties contained in the Credit Agreement were true and correct in al material
respects whenmade and, after giving effect to thisSixth Amendment, shall remaintrue and correct in al material respects as of the date hereof
and thereof, except to the extent that a particular representation or warranty by its terms expressly applies only to an earlier date, or isthe
subject of an updated disclosure schedule attached hereto. The Credit Agreement and the other Loan Documents, as modified and amended by
this Sixth Amendment, constitute legal, valid and binding obligations of each Credit Party that is a party thereto, enforceable against such
Credit Party in accordance with their respective terms.

4. RATIFICATION. Except as specifically modified by this Sixth Amendment, the parties acknowledge that the Credit Agreement shall remain
binding upon Credit Partiesand Lender and all provisions of the Credit Agreement shall remain in full force and effect. Credit Parties expressly
ratify and affirm their respective obligationsto Lender under the Credit Agreement and the other Loan Documents.

5. MISCELLANEQOUS.

5.1 Entire Agreement; Amendment. This Sixth Amendment, together with the Credit Agreement and the other Loan Documents, isthe entire
agreement between the parties hereto with respect to the subject matter hereof. This Sixth Amendment supersedes all prior and
contemporaneous oral and written agreements and discussionswith respect to the subject matter hereof or thereof. No amendment,
modification, or waiver of any of the provisions of thisSixth Amendment shall be valid or enforceable unless set forth in awriting signed by
Credit Parties and Lender.

5.2 Recitals. Therecitals set forth at the beginning of this Sixth Amendment are true and correct, and such recitals areincorporated into and are
apart of this Sixth Amendment.

5.3 Headings. Section headings used herein are for convenience of reference only, are not part of thisSixth Amendment, and are not to be taken
into consideration in interpreting this Sixth Amendment.

5.4 Counterparts. This Sixth Amendment may be executed in identical counterpart copies, each of which shall be an original, but al of which
shall constitute one and the same agreement. Delivery of an executed counterpart of a signature page to this Sixth Amendment by facsimile
transmission shall be effective as delivery of amanually executed counterpart of this Sixth Amendment. Any party delivering this Sixth
Amendment by facsimileshall sendthe original manually executed counterpart of this Sixth Amendment to the other party promptly after such
facsimile transmission.

5.5 GOVERNING LAW. THIS SIXTH AMENDMENT SHALL BE GOVERNED BY, AND CONSTRUED AND ENFORCED IN
ACCORDANCE WITH, THE
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LAWS OF THE STATE OF CALIFORNIA APPLICABLE TO CONTRACTS MADE AND PERFORMED IN SUCH STATE,
WITHOUT REGARD TO THE PRINCIPLES THEREOF REGARDING CONFLICT OF LAWS.

5.6 No Waiver. Except as specifically set forth in this Sixth Amendment, the execution, delivery and effectiveness of this Sixth Amendment
shall not (a) limit, impair, constitute awaiver of or otherwise affect any right, power or remedy by Lender under the Credit Agreement or any
other Loan Document, (b) constitute awaiver of any provision in the Credit Agreement or any other Loan Document, or (c) ater, modify,
amend or in any way affect any of theterms, conditions, obligations, covenants or agreements contained in the Credit Agreement or any other
Loan Document, all of which are ratified and affirmedin all respects and shall continuein full force and effect.

5.7 Conflict of Terms. In the event of any inconsistency between the provisions of this Sixth Amendment and any provision of the Credit
Agreement, the termsand provisions of thisSixth Amendment shall govern and control.

[Remainder of Page Intentionally Left Blank]
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IN WITNESS WHEREOF, this Sixth Amendment to Credit Agreement hasbeen duly executed asof the date first written above.
"CREDIT PARTIES"

PEET'S COFFEE & TEA, INC.

By: /sl Mark N

Rudol ph

Nane: Mark N Rudol ph
Title: CFO

PEET'SOPERATING COMPANY, INC.

By: /sl Mark N

Rudol ph

Nane: Mark N.  Rudol ph
Title: CFO

PEET'S TRADEMARK COMPANY

By: /sl Mark N
Rudol ph
Nane: Mark N.  Rudol ph
Title: CFO
"LENDER"

GENERAL ELECTRIC CAPITAL
CORPORATION

By: /sl Todd G onski
Narre: Todd G onski
Duly Authorized

Si gnatory
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EXHIBIT 23.1
INDEPENDENT AUDITORS CONSENT
We consent to theincorporation by reference in Registration Statement No. 333-55290 on Form S-8 of our report dated February 13, 2003
(which report expresses an unqualified opinion andincludes an explanatory paragraph relating to a changein accounting method), includedin
the Annual Report on Form 10-K of Peet's Coffee & Tea, Inc. for the year ended December 29, 2002.

/sl Deloitte & Touche
LLP

San Francisco, California
March 28, 2003
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EXHIBIT 99.1

CEO CERTIFICATION*
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Sec. 1350, as adopted), Patrick O'Dea, the Chief Executive Officer of
Peet's Coffee & Tea, Inc. (the "COMPANY") hereby certifiesthat, to the best of his knowledge:
1. The Company's Annual Report on Form 10-K for the period ended December 29, 2002, to whichthis Certification is attached asExhibit 99.1
(the "PERIODIC REPORT") fully complies withthe requirements of section 13(a) or section 15(d) of the Securities Exchange Act of 1934, and
2. The information contained in the Periodic Report fairly presents, in al material respects, the financial condition and results of operations of
the Company. IN WITNESS WHEREOF, the undersigned has set his hand hereto as of the 28th day of March, 2003.

/sl  Patrick O Dea

Patrick O Dea
Chi ef Executive
O ficer

A signed origina of this written statement required by Section 906 has been provided to Peet's Coffee & Tea, Inc. and will be retained by Peet's
Coffee & Tea, Inc. and furnishedto the Securities and Exchange Commission or its staff upon request.

*This certification "accompanies' the annual report on Form 10-K to whichit relates, is not deemed filed with the Securities and Exchange
Commission and is not to be incorporated by reference into any filing of Peet's Coffee & Tea, Inc. under the Securities Act of 1933, as
amended, or the Securities Exchange Act of 1934, as amended (whether made before or after the date of the annual report on Form 10-K),
irrespective of any general incorporation language contained in such filing.
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EXHIBIT 99.2

CFO CERTIFICATION*
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Sec. 1350, as adopted), Mark N. Rudolph, Chief Financial Officer of
Peet's Coffee & Tea, Inc. (the"COMPANY"), hereby certifies that, to the best of his knowledge:
1. The Company's Annual Report on Form 10-K for the period ended December 29, 2002, to whichthis Certification is attached asExhibit 99.2
(the "PERIODIC REPORT") fully complies withthe requirements of section 13(a) or section 15(d) of the Securities Exchange Act of 1934, and
2. The information contained in the Periodic Report fairly presents, in al material respects, the financial condition and results of operations of
the Company. IN WITNESS WHEREOF, the undersigned has set his hand hereto as of the 28th day of March, 2003.

/sl NMark N.  Rudol ph

Mark N Rudol ph
Chi ef Fi nanci al
O ficer

A signed origina of this written statement required by Section 906 has been provided to Peet's Coffee & Tea, Inc. and will be retained by Peet's
Coffee & Tea, Inc. and furnishedto the Securities and Exchange Commission or its staff upon request.

*This certification "accompanies' the annual report on Form 10-K to whichit relates, is not deemed filed with the Securities and Exchange
Commission and is not to be incorporated by reference into any filing of Peet's Coffee & Tea, Inc. under the Securities Act of 1933, as
amended, or the Securities Exchange Act of 1934, as amended (whether made before or after the date of the annual report on Form 10-K),
irrespective of any general incorporation language contained in such filing.
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End of Filing
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