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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-K

(Mark One)

[ X ] Annual Report Pursuant To Section 13 or 15(fihe Securities
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OR

[ ] Transition Report Pursuant To Section 13 ord)5f the Securities
Exchange Act of 1934 For the transition period from to

GREEN MOUNTAIN COFFEE, INC.
(Exact name of registrant as specified in its @rart

Delaware 03-0339228

(State or other jurisdiction (IRS employer identification no.)
of incorporation or organization)

33 Coffee Lane, Waterbury, Vermont 05676
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Registrant's telephone number: (802) 244-5621

Securities registered pursuant to Section 12(b) d¢fie Exchange Act: None
Securities registered pursuant to
Section 12(g) of the Exchange Act:

Common Stock, $.10 par value per share
(Title of class)

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sextl3 or 15 (d) of the Securities Exchange
Act of 1934 during the past 12 months (or for sslbrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past 90 days]|

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is contained herein, and will not be
contained, to the best of registrant's knowledgeefinitive proxy or information statements incorated by reference in Part Il of this Form
10-K or any amendment to this Form 10-K. [ X ]

The aggregate market value of the voting stockefregistrant held by non-affiliates of the regiatron December 10, 1998 was
approximately $8,675,000 based upon the closingemf such stock on that date.

As of December 10, 1998, 3,499,743 shares of constamk of the registrant were outstanding. See Kelaior Common Equity and Related
Stockholder Matters."

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive Proxy Statement for thgistrant's Annual Meeting of Shareholders to &ld bn March 26, 1999 have been
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Certain statements contained herein are not basédstorical fact and are "forward-looking states&nvithin the meaning of the applicable
securities laws and regulations. In addition, tleenPany's representatives may from time to time noakkforward-looking statements.
Forward-looking statements provide current expamtatof future events based on certain assumpéndsnclude any statements that do not
directly relate to any historical or current fadtords such as "anticipates", "believes", "expec®stimates”, "intends", "plans”, "projects",
and similar expressions, may identify such forwimaking statements. Owing to the uncertainties i@hein forward-looking statements,
actual results could differ materially from thost ®orth in forward-looking statements. Factord t@uld cause actual results to differ
materially from those in the forward-looking stamts include, but are not limited to, business @@ in the coffee industry and food
industry in general, the impact of the loss of ganeustomer, fluctuations in availability and co$igreen coffee, economic conditions,
prevailing interest rates, competition, the managi@nechallenges of rapid growth, variances from letiel) sales mix and growth rate,
consumer acceptance of the Company's new prodhetsnpact of a tighter job market, Year 2000 issweeather and special or unusual
events, as well as other risk factors describdtkin 1 of this report on Form 10-K for the year ed&eptember 26, 1998 and other factors
described from time to time in the Company's fiinmgith the Securities and Exchange Commission. Baivooking statements reflect
management's analysis as of the date of this dattufiee Company does not undertake to revise thtasements to reflect subsequent
developments



PART I
Iltem 1. Business
The Company

Green Mountain Coffee, Inc. ("the Company" or "Gré&éountain”) roasts over 25 high-quality arabicéfees to produce over 60 varieties of
coffee which it sells through a coordinated duasahel distribution network consisting of wholesatel direct mail operations. This
distribution network is designed to maximize braadognition and product availability. The Compasyne of the leading specialty coffee
companies in its established markets.

The majority of Green Mountain's revenue is derifreth over 5,000 wholesale customer accounts ldgatenarily in the northeastern
United States. The wholesale operation serves swgrket, specialty food store, convenience stoieq &ervice, hotel, restaurant, university,
travel and office coffee service customers. Whaéesastomers resell the coffee in whole bean oumgdiorm for home consumption and/or
brew and sell coffee beverages at their place siness.

The Company is a Delaware holding company formetlin 1993, whose only asset is the stock of GMeunntain Coffee Roasters, Inc.
("Roasters"), a Vermont corporation formed in 1984 used herein, unless the context otherwise regjuieferences to "the Company" or
"Green Mountain" include the Company, RoastersRoasters' inactive subsidiary, Green Mountain GoReasters Franchising Corporat
a Delaware corporation formed in 1990.

The Company's fiscal year ends on the last Saturdagptember. The Company's fiscal year normalhsists of 13 four-week periods with
the first, second and third "quarters" ending 1@kee 28 weeks and 40 weeks, respectively, intdishal year. As used herein, unless the
context otherwise requires, references to "fis@8I8L, "fiscal 1997" or "fiscal 1996" represent &week periods ended September 26, 1
September 27, 1997 and September 28, 1996, regggcti

The Company's corporate offices are located at®&€ Lane, Waterbury, Vermont 05676. The Compateyphone number is (802) 244-
5621, its fax number is (802) 244-5436, and itsieathdress for investor information is investongees@gmcr.com. The address of the
Company's Internet web site is www.GreenMountaifi€motom.

The Product

Green Mountain is committed to providing the highmpsality arabica coffees available from aroundwheld. To achieve this goal, Green
Mountain carefully selects the finest coffees dreht"appropriate roasts" the coffees to maximiedr tiaste and flavor differences.

The Company roasts its coffee in small batchesisniie consistency. Green Mountain varies both dyeest of roast and the roasting profile
(i.e., roast time and temperature) to maximizersiqdar coffee's taste characteristics. The Corgpaitizes state-of-the-art roasting software
which enables it to more exactly duplicate specifi@sts, ensuring Green Mountain's ability to off@nsistent taste profiles.

Green Mountain's roasting process is designed tomize the flavors inherent in the coffee itselfflvout letting the flavor of roasting
overshadow a particular coffee's taste subtlefiee. Company believes that its distinctive roastmethods enable it to provide the same
coffees at different roasting degrees to maxintieér tflavors and thereby satisfy varying consunrefgrences.

The Company uses convection air roasters, whibhlieves offer a higher degree of flexibility thatiher commercially available roasters. In
addition, the Company has developed specific nmggtrograms for each bean type to establish a Gvieemtain "signature" for that bean
type, which the Company calls its "appropriate t@as1). The Company believes that this roastinggess distinguishes it from other
specialty coffee companies and has resulted imgtcastomer brand loyalty.

Green Mountain, unlike some of its competitorso aiffers flavored coffees. The Company believesfihgoring its coffee during the
production process, rather than providing flavatitides after brewing, provides its customers viétste consistency, convenience and
economy.

The Company nitrogen flushes its packaged coffeleemnploys onevay valve bag packaging technology which providesirimum shelf life
of six months for the Company's coffees. This tedbgy enables the Company to expand its distriloutibile maintaining its high standards
for quality and freshness.

Growth Strategy

In recent years, the primary growth in the coffeduistry has come from the specialty coffee segnaeivien by the wider availability of high
quality coffee, the emergence of upscale coffe@sltioroughout the country, and the general levebosumer education. Green Mountain
has been benefiting from the overall market trelud pome distinctive advantages over its compstitor

The presence of the Green Mountain Coffee RoaRes@ind crosses over many different distributibarmels and customer categories i



primary geographic market, the northeastern Uritiades, thereby providing widespread exposureetdthnd in a variety of settings, ease of
access to the products, and many tasting oppassridr consumer trial. Green Mountain's coffewigely available throughout the day: at
home in the morning, in hotels, on airplanes aabhg; at convenience stores on the way to wortheabffice, in restaurants, in supermarkets,
at the movie theatre, and at home again at theetig day.

The Company believes that its coffee's convenieail@bility for consumer trial through conveniersteres, restaurants and office coffee
services is a significant advantage and a key compioof its growth strategy. The Company belietxas potential customers who sample its
products by the cup are likely to develop a tasteSreen Mountain coffee and seek it out throudifeoavailable distribution channels. It has
been the Company's experience that consumer friateen Mountain coffee at one level of distribatiften leads to a subsequent purchase
at another level of distribution.

As brand awareness increases through trial by eoesiof the Company's coffee by the cup, demandifmie bean sales of the Company's
coffee for home consumption also increases. TheohatCoffee Association of USA, Inc. in its Coff@@nsumption Trends and Outlook,
1997 Winter Coffee Study, states that "76% of affee is consumed at home." It further stated &b of all coffee consumed at home is
purchased at supermarkets. As brand equity is, builblesale expansion typically continues througst@emers such as supermarkets and
specialty food stores, who in turn, sell the Conymwhole bean coffee to consumers. This exparmiocess capitalizes upon this cup/whole
bean inter-relationship and is designed to furtherease Green Mountain's market share in geograhas in which it already operates in
order to increase sales density and drive opeltiomd brand-equity efficiencies.

The Company also seeks to introduce Green Mount#fee in selected new markets across the UnitatéSand internationally, principally
utilizing the Company's wholesale distribution cheln In recent years, Green Mountain has geneeallgred new territories and begun to
develop brand awareness through customers whissetiffee by the cup.

The Company will continue to focus on increasinglebale sales of its products to retailers of wiaan coffee to facilitate its expansion.
Similarly, the Company will strive to identify othpotential wholesale customers in each of its m@ksuch as office coffee services, hotel
chains, food distributors and both chain and indepat convenience stores and restaurants whicBdhgany believes not only provide an
additional source of revenues, but also facilitatesumer trial of Green Mountain Coffee. In additithe Company will evaluate other
potential marketing channels for both its estalelisand new territories.

In the direct mail area, the Company focuses gations on catalog customers who buy regularly ftbenCompany, in the corporate gift-
giving, bed-and-breakfast and small office marlkegfrsents, and from members of the Company's "C@ifab", a continuity program with
customized standing orders for automatic re-shigmen

Recent Developments

Customers

During fiscal 1998, the Company continued to exptreddistribution of Green Mountain Coffee amonuuanber of existing and new
customers that provided the Company with an ineré@asales volume as well as excellent brand expodine growth was particularly stro
in the convenience store, supermarket, and offifkee distributor categories, as illustrated in fiblllowing examples:

As of December 1998, over 1,100 Mobil Corporationwenience stores were selling cups of Green Mautaffee. During the fall of 1998,
Mobil introduced Green Mountain's Organic Housenllén a national promotional effort for its Mobih@he Run(TM) convenience stores.
This is believed to be the first certified orgaoaffee marketed and sold by a national convenistar® company. In addition, in August 1¢
Convenience Store Decisions magazine awarded é@st"Boffee Presentation" concept award to Mobitl@nRun convenience stores
featuring Green Mountain Coffee.

During fiscal 1998, the Company substantially stbened its position as the supermarket speciaffge leader in the Northeast. In May
1998, Shaw's Supermarkets, Inc. substantially &asezé the distribution of Green Mountain Coffeengirg the total to over 100 stores. In
December of 1997, Hannaford Brothers Company sigrntdeeyear agreement to continue its distribution of Grmuntain Coffee, placin
Green Mountain Coffee in 21 additional stores, laridging the total distribution of Green Mountaiof@e to approximately 120 Hannaford
Food & Drug and Shop’n Save supermarkets.

In January of 1998, Stop & Shop Supermarkets exgiite serving of cups of Green Mountain Coffebakery department customers. The
expansion of the in-store coffee beverage progfeom 20 supermarkets to approximately 150 by eBdgember 1998, includes a display in
each participating Stop & Shop location that feasua selection of one-pot, ready-to-brew-at-hontkages of Green Mountain Coffee in the
same varieties offered by the cup.

In August of 1998, Green Mountain entered intova fiear exclusive agreement with American Skiingn@any to provide all nine alpine
resorts with Green Mountain Coffee. During thetfirsar, Green Mountain will supply American Skiil@gmpany's six eastern resorts, with
distribution to all nine resorts beginning in tleesnd half of fiscal 1999. Resorts include SugdilidA and Sunday River in Maine; Attitash
Bear Peak in New Hampshire; Killington, Mount Snamd Sugarbush in Vermont; Steamboat in Coloradaykelely in California/Nevada;
and The Canyons in Park City, Utah.

During fiscal 1998, the Company continued to depéls relationship with Poland Springs Natural 8grivater Company ("Poland Spring



a subsidiary of The Perrier Group of America. Hid®98 was the first full year of a five year agremt with Poland Springs. This
relationship is a significant contributor to Grédountain's continuing growth in the office coffesndce category. At September 26, 1998,
Poland Springs was Green Mountain's third largestommer in pounds sold, after Mobil and HannafordtBers, respectively. In addition,
Poland Springs has become an important marketiriggrefor Green Mountain. As an example, by the efndecember 1998, over 200
Perrier trucks that deliver Poland Springs water @neen Mountain Coffee to offices throughout tr@tNeast are expected to be carrying
full-size Green Mountain Coffee imagery on the batkhe truck, further promoting the Green Mount@ioffee brand.

Although Green Mountain increased its coffee powsald in continuing operations by approximately miflion in fiscal 1998 to over 7.7
million pounds, one notable lost customer neatetine of fiscal 1998 was The Coffee Station, Inc.clhordered approximately 109,000
pounds of coffee during the 1998 fiscal year.

Products

In the spring of 1998, Green Mountain expandedrisof certified organic coffees to five coffe8he Company believes that the growing
interest in organic food products provides a paddigitsignificant market opportunity for the salehigh quality certified organic coffees. In
addition, the production and marketing of thesdems is consistent with the Company's environmarnisabn.

In response to growing consumer demand for spgaiaffee, Green Mountain has developed a compréeirsroom coffee service
program for the hospitality industry. The prograrim@s added value to hotel guest stays by providingemorable, higljuality amenity. Th
program includes Green Mountain's Hospitality Fgtecks, which feature freshly roasted, ready-tovti@Been Mountain Coffee, within a
filter. In addition, to enhance the overall coffegerience, specially designed ceramic HospitMitygs and Condiment Packs are available,
along with an easy-to-use four-cup Hamilton Beacfffé2 Brewer.

During fiscal 1998, Green Mountain began distribgtihe new single cup Keurig(R) Premium Coffee &ysto Office Coffee Service and
Food Service providers. Green Mountain and Keunig, are selling the system through select distidlouchannels. The System features the
single cup Keurig brewer and eight varieties of@brélountain coffee including blends, flavored, decand estate coffees. The coffees have
been specially packaged by Green Mountain, in pateikieurig K-Cups(TM) to guarantee that each cupadfee is as fresh as "the first cup
of every pot." Green Mountain holds a minority ietraent of less than 5% in Keurig, Inc.

World Wide Web

In November of 1998, Green Mountain introducedfmeel web site location (www.GreenMountainCoffe@nddo provide Internet users wi
secure on-line ordering and up-to-date informatibaut the Company. www.GreenMountainCoffee.comnpa@tes the look of the
Company's new packaging, as it provides an invisitg to browse, "Sip and Relax... on Green Mountamne"(TM). The site features a
history of the Company, the Company's current guigrhewsletter Fresh From the Roaster, presssesedinancial reports, catalog
highlights, employment opportunities, environmeimnélatives, and an e-mail link to Green Mountdimaddition, the Company has secure
ondine ordering available, enabling customers to emently place catalog orders for themselves @gifés This Web site has already proy
to be an effective channel for the acquisition @fvrcustomers to Green Mountain's direct mail oj@mat

Discontinued Operations

On May 29, 1998, the Company announced that, demsiwith its long-term growth strategy, it wasmpéng to sell or close its remaining
eleven company-owned retail stores, to focus gsueces on developing its rapidly growing specialhplesale business. In fiscal 1997, the
Company was operating twelve company-owned ret@aiés in Vermont, Connecticut, lllinois, Maine, Mashusetts, New Hampshire and
New York, which made up approximately 10% of tatalenues. However, for the first twe-eight weeks ended April 11, 1998, sales had
fallen to 6% of total net sales. Reasons for tratese included the elimination of the Plattsbubgwy York store (for which the lease had
expired in the first half of fiscal 1998), the teongry closing of two stores due to relocation, &l as overall flat sales in the other company-
owned retail stores. Furthermore, the stores didjanerate positive cash flows, nor did they conte positively to the Company's net
income.

Since 1981, the company-owned stores had beengortamt part of the Company's strategy of gettimgscimers to sample Green Mountain
Coffee by the cup. However, in fiscal 1998, witteo4,500 wholesale customers serving Green Mouaffee by the cup, the strategic
value of the company-owned stores was greatly dghéd. Green Mountain wholesale customers incled&urants, convenience stores,
office coffee distributors, travel industry compasiairlines, trains, hotels), as well as superetaskkery and/or deli departments, all of
which provide Green Mountain Coffee by the cup.sTdlows consumers an opportunity to develop & tiastthe Company's coffee, which
subsequently supports the demand for the Compautigle bean coffees in supermarkets, specialty &tores, or through direct mail.

At December 18, 1998, the Company had sold or dlog®e of its retail stores and is planning to elds remaining two stores in the first half
of fiscal 1999.

Internal systems and infrastructure

In early fiscal 1997, the Company began a compmleeghaul of its business information systems whthimplementation of an enterprise-
system from PeopleSoft, Inc. ("PeopleSoft"). Onompletely deployed, this new software is expeateldelp Green Mountain better serve its
customers, and grow more efficiently and effectivéit September 26, 1998, the Company had impleetemtost of the key software
modules: General Ledger, Purchasing, Accounts RayRboduction Management, Bills & Routings, Cosirldgement, Inventory, Accounts
Receivable, Order Management, Billing, and ProducRlanning, in order of completion. The Human Rieses Management, Assets
Management, Budgeting and Enterprise Planning nesdale all scheduled to be implemented in fiscAB18esides the functionality
enhancements that this new system provides, thelésdt enterprise system is also expected tod¢ake of most Year 2000 issues. There



be no assurance, however, that the implementatilbbevcompleted on time.

In the first half of fiscal 1998, the Company coetpd a 45,000 square foot expansion of its ceptoaluction and distribution facility in
Waterbury, Vermont. This addition, which doubled 8pace available, is currently used primarilywfarehousing and distribution. The
Company believes that this expansion was necessanpport its growth rate, and that the curreaiifees will be adequate through fiscal
1999.

Corporate Philosophy

Green Mountain's objective is to be the leading gty coffee company by providing the highest gyatoffee and having the largest market
share in its targeted markets while maximizing campvalue. The Company intends to achieve thisotilvgethrough a corporate philosophy
designed to differentiate and reinforce the Gre@uMain brand and to engender a high degree obrgstioyalty. The essential elements of
this philosophy include:

Highest Quality Coffee

Green Mountain buys the highest quality arabicanbeavailable from the world's coffee-producing oegi and uses a roasting process that
maximizes each coffee's individual taste and arddnaen Mountain believes that its coffees are antbadighest quality coffees sold in the
world.

Customer Service

To ensure a high level of customer contact, the @om has established regional distribution ceritessipply coffee to its wholesale
customers and from which customer service callslmatched. The Company has an on-line inventgstem for its central and regional
distribution centers which helps to better senee@ompany's customers and to improve the Compdirgst-store-delivery process and
capability. In addition, the Company's wholesaleaasales managers are equipped with laptop conspotepeed new customer setup,
enhance the Company's telemarketing efforts aidl d@mmunications, and help provide customers wétlles history, forecasting and
merchandising data.

Green Mountain views the quality of customer intéican by its employees as a major long-term sucfader. Employees throughout Green
Mountain are trained and encouraged to exceedmastexpectations. The Company also believes tHdects a convenience purchase and
utilizes its multi-channel, multi-category distriimn network to make its coffee widely and easiigitable to consumers for home or away-

from-home consumption.

Customer Coffee Education

The Company educates its wholesale customers apbbgees about the origin and preparation of coffieeugh a course comprised of a
series of on-site training, tours, manuals, andikaom learning experiences known as "Coffee Collefjais one to two-day intensive training
covers growing and harvesting; coffee tasting ampeg; grinding, filtering, and brewing; roastiagd packaging; and preparing coffee
beverages. Approximately one thousand employe€se#n Mountain's customers attended coffee colteiscal 1998. In fiscal 1997, Gre
Mountain Coffee Roasters also began hosting Spe&alffee Association of America ("SCAA") Espredsab training sessions. The
Company's direct mail catalog and Web site provatesverview of the differences between the varamffees from around the world, the
various degrees of roast, as well as proper grindird brewing guidelines. The Company believesdtatational activities such as these
help to create advocates for its coffee and theeslggender a loyal customer base.

Employee Development

Through a variety of educational workshops, sensiaad other programs, the Company provides empsoyéh educational opportunities
that enhance their ability to offer Green Mountaistomers a level of service and quality that fesieng-term relationships. The Company
believes that its dedication to employee trainitigaats and retains highly qualified and motivadeaployees.

Community Involvement

Green Mountain contributes coffee and coffee eqeipinto support noprofit organizations in local communities. Thesgaorizations includ
the United Way, the Salvation Army, The Hole in Weall Gang, as well as libraries, religious orgartians, schools, counseling centers and
soup kitchens in markets where the Company oper@bese 1993, the Company has allowed employeesltmteer on company time for up
to 2.5% of their total hours worked at Green Moimtto encourage and support volunteer work for-pafit and community-based
organizations.

Through its support of Coffee Kids(R), the Compaegks to improve the quality of life of childrerdaiamilies in coffee-growing
communities around the world. In January of 1988,dompany sponsored a Coffee Kids micro-lendingmam in Huatusco, Mexico, to
encourage the development of small family busiresBg September of 1998, over 270 women in the kbgauarea were participating in the
program. In early December, the Company agreedavige Coffee Kids with additional funds to suppamsimilar project in mountain
villages of Oaxaca, Mexico which is the region whre Company's Organic Mexican Select(TM) coffegrown. In addition, through
customer and employee contributions, the Compasyuraled two Coffee Kids village banks located ia@mala and Mexico which have
made low interest rate loans available for womestant small businesses to broaden their famibysces of income. In the fall of 1997 the
Company provided funding to assist 100 small fasmeindonesia become certified as organic coffedyrcers. This coffee is marketed as
Green Mountain's Organic Sumatran Reserve(TM)dtiten, the Company has funded the constructioa cdffee processing facility and
hydroelectric plant in Villa Rica, Peru, which wa®posed and completed by 16 farmers to help psatesCompany's Organic Peruvian
Select(TM) coffee. The Company believes that thgpsut of local and global organizations furthems tauses the Company believes in



generates goodwill.

Environmental Leadership

Green Mountain is dedicated to both the presemaifdhe environment and minimization of its enwincental impact, and seeks to achieve
these objectives in various ways. The Company eages sustainability through its Stewardship (R)gPam, through which a portion of its
coffee is purchased from farms and cooperativegsavherbicide and pesticide use is limited andemision controls are in place. In fiscal
1997, Green Mountain introduced its first orgardffee, a farm-direct coffee from Peru, and the Canys roasting and packaging facility
was certified as organic by Quality Assurance Imgional of San Diego, California. Green Mountaittaduced four additional certified
organic coffees in fiscal 1998. Since 1990, GreemuMain has sold, under the licensed name Eartnéfiy Coffee Filters(TM), a line of
dioxin- and chlorine- free paper coffee filtersrtfer, the Company provides financial support teimmental organizations such as
Conservation International ("CI") and the Rainfar&liance, which work to preserve the world's rédnests. In 1998, the relationship with
was strengthened. The Company is providing findstipport to Cl for its efforts in sourcing and erging coffees used by the Company that
have been grown in an environmentally sound manner.

Green Mountain also seeks to minimize its envirom@lampact through responsible operational prastiérom purchasing to waste
management. Since 1989, the Company has had ateefuemployee Environmental Committee, which inigedes a broad range of issues.
In 1994, Green Mountain joined the national BuyRéey! Alliance, pledging to document and incredasgurchases of recycled goods
annually. The Company's corporate letterhead csnsi25% post- and 25% pre-consumer recycled oobiesheet weight. Green Mountain
uses chemical-free cornstarch-based foam peanhish wecompose in water, to protect products dushigping. It also stores and ships
products in either reusable or recyclable totescmdainers. The Company makes every attempt &rtitg manufacturing waste out of the
landfill. For example, the burlap bags which comtgiieen coffee beans are given away after thegrapied, for use in gardens, as animal
beds, or for craft supplies. Chaff, a highly contpbte coating on the coffee bean which separatasglthe roasting process, is made
available to local farmers and gardeners. The Compéso has an active on-site recycling programaidished in 1989, which the Company
believes has enabled it to reduce its landfill sefuolumes by approximately 38%. In 1997, the Campeon a 3M Scotchban(TM)
Innovation Award for the development of a biodegizld coffee bag used by wholesale customers wh@bagn Mountain Coffee on their
premises.

Wholesale Operations

During fiscal 1998, 1997 and 1996, approximatel6993% and 91%, respectively, of Green Mountaialessfrom continuing operations
were derived from its wholesale operation whiclvieess accounts located primarily in the northeastémited States. Wholesale customers
resell the coffee in whole bean or ground formifome consumption and/or brew and sell coffee bgesrat their place of business. Unlike
most of its competitors, Green Mountain's wholesgleration services a large variety of establishmérhis strategy enables a deeper
penetration in a given geographic market, exposorgsumers to the brand throughout the day in @tyaof contexts. This strategy also has
the advantage of limiting the dependency of the @amy on a single distribution channel. The distitiuof wholesale coffee pounds sold
during fiscal 1998 by wholesale customer categaxg approximately: 28% to supermarkets, 27% to auewee stores, 17% to restaurants,
14% to office coffee service distributors, 11% they food service establishments such as hotelgensities, and airlines, and 3% to other
retail establishments such as specialty food stores

Notable accounts includ

Supermarkets
Hannaford Brothers - 120 stores

Shaw's - 100 stores
Stop & Shop - 150 stores (coffee by the cup progmaocthe Brothers - 13 stores

Restaurants

Aureole Restaurant, NYC
The Harvard Club, NYC

New England Culinary Institut
Culinary Institute of America

Other Food Services

Amtrak - northeast corridor
Delta Express and Delta Shuttle
American Skiing Company
Smuggler's Notch Resort
Stowe Mountain Resort

Office Coffee Services
Perrier's Poland Springs
Vermont Pure Springs
Bunn Coffee Service

Convenience Stores
Mobil convenience store- over 1,100 stores Orloski Quik Ma- over 35 store




Other Retail
L.L. Bean

By geographic region, the Company's wholesale egifeund sales in fiscal 1998 were approximatefpkswvs: 38% in northern New
England states, 23% in southern New England st2@8s,in mid-Atlantic states, 5% in South Atlantiates, 2% in the Midwest, 2% in
western states, 1% internationally, and 9% whictold through customers which sell across one aerregions.

Through the wholesale operation, Green Mountainitiiiated an international sales effort, princlgahrough distributors, initially targeting
nations where there exists either a tradition dfe@consumption or a recent trend indicating thraciation of specialty coffee. In fiscal
1998, approximately 1% of wholesale pounds weréd stérnationally.

Wholesale operations are coordinated from the Cogipdeadquarters in Waterbury, Vermont and, irggegghies in which the density of
customer accounts so warrants, regional distrinutenters in Biddeford, Maine; Latham, New Yorlsuburb of Albany; Woburn,
Massachusetts; and Southington, Connecticut. Digtan facilities are located within a two-hour i@lof most customers to expedite
delivery. The Company uses third party carrierhsagFederal Express and the United States Pastdats for shipping to customers not
supported by a regional distribution center.

The wholesale operation primarily uses in-housessptople. However, in certain markets, such aeftfee coffee service and food service
sectors, the Company utilizes the services of inddpnt distributors who purchase coffee from them@any for resale to wholesale
customers. The Company believes that the use bfdistributors provides access to certain wholesagomers whose size or geographic
location makes it economically inefficient for tA@mpany to service directly.

The Company generally provides wholesale customihsbrewing, grinding and related equipment anadpict displays ("loaner
equipment") at no charge, which are usually insthéin the customer's premises by the Companymaiter contracted service personnel. A
customer is also assigned a service techniciansghadces, repairs and provides preventive maintsnand emergency service on such
equipment. Additionally, for supermarket custom&szen Mountain employs a team of stockers whorertbat supermarket displays are
clean, appropriately stocked, and have promotiiteals to maximize sales. Most large, consumer gongl§nationals who own coffee
companies do not provide such on-site specialiaBgbsupport to their supermarket customers.

The wholesale operation has over 30 area salesgeemnassigned to geographic territories, repottrgnational sales manager. The
wholesale area sales territories are concentratdteinortheastern corner of the United State$), antadditional presence in lllinois, Florida,
Michigan and Arizona. In addition to geographicesgbeople, the Company has a national supermalest manager, a national office coffee
service sales manager, a national convenience satee manager, and an international/food serailes snanager, to help provide more
focused category management.

The Company's sales process includes: the usemgintasoftware to identify desirable customer pextp and potential new expansion
territories; tradeshows; outbound telemarketintatget and qualify prospects for the Company's saées managers; and the use of laptop
computers by area sales managers to speed newnaustetup, enhance the Company's telemarketings#od field communications, anc
help provide customers with sales history, foréangsind merchandising data. In addition to the abttve Company actively pursues refer
from existing customers to shorten the sales peoicethe acquisition of new business. The Compdsty lzas an active "VIP" free coffee
sampling program targeted to prospects.

Direct Mail Operations

The Company publishes catalogs that market ovenf@es, coffee-related equipment and accessasesgll as gift assortments and
gourmet food items covering a wide range of prices. Sales from direct mail accounted for apprately 6%, 7% and 9% of total sales
from continuing operations in fiscal 1998, 1997d 4996, respectively. Green Mountain's telemarkesigrvice representatives fulfill the
individual coffee needs of direct mail customerseblycating and consulting with customers about#®us attributes of different coffee
varieties. Representatives also suggest custondgléandle special delivery requests, offer spec@ducts in an "upsell" program and
contact customers via outbound telephone to offedycts and special items targeted to their presviawying patterns.

In fiscal 1998, approximately 37% of the Compamljfect mail revenue was derived from over 4,000 imers of its "Coffee Club", a
continuity program with customized standing orderse-shipment. In the same period, catalog sates non-Coffee Club individual
consumers accounted for approximately 42% of dimeait revenue.

In addition to its direct mail program targetedts individual consumer, Green Mountain also utedirect mail channel to cater to small
businesses, such as bed and breakfast establishraeratll retail stores and offices. These "busibebsisiness” sales contributed
approximately 19% of total direct mail revenueéiscal 1998.

The balance of the direct mail sales in fiscal 18@8e derived from Corporate Gifting and World Widkeb efforts. The Green Mountain
Web site (www.GreenMountainCoffee.com) has beetufgay products sold through the direct mail chdmivece the beginning of fiscal
1998. Starting in November 1998, secure onlinerimgavas made available at this Web addr



The Company's direct mail operations also provjgker®l promotional direct mail offers and produdpsnents to wholesale "VIP" customers
and prospects. Moreover, the Company's cataloglmadt marketing efforts provide market testing ogtpnities, build brand awareness, and
support the entry of the wholesale operation irge geographic markets through targeted mailings.

Green Coffee Cost and Supply

The Company utilizes a combination of outside brskand direct relationships with estates for ifgpy of green coffees, with outside
brokers providing the larger amount. Coffee isuloeld's second largest traded commodity and itplsugnd price are subject to high
volatility. Although most coffee trades in the cowaiity market, coffee of the quality sought by then@pany tends to trade on a negotiated
basis at a substantial premium or "differentialbwed commodity coffee pricing, depending upon thegpdpiand demand at the time of
purchase. Supply and price can be affected by pheittactors, such as weather, politics and econ®mithe producing countries.

Cyclical swings in commodity markets, based upgrpguand demand, are not at all uncommon. In 188¥yariations in the "C" price of
coffee (the price per pound quoted by the Coffegyadand Cocoa Exchange) were particularly largét, rimse from $1.17 in January 1997 to
a record high of $3.14 on May 29, 1997. This wassed by a variety of factors including reports ofre:stic coffee supplies at twenty-year
lows, forecasts of smaller crops in Central Ameeind the fear of frost in Brazil.

Since May 1997, the "C" price has been decreasiegall, and at December 15, 1998 the "C" price $480. It is largely expected that
coffee prices and differentials will remain volatih the coming years. In addition, a number ofdes; such as pest damage and weather-
related crop failure could cause coffee priceditolz Furthermore, the Company believes that thedoffee price ranges experienced during
the early 1990s are not high enough to supportesrfgsming and processing practices, impactingtreall supply of the top grade coffees.
With the growth of the specialty coffee segmenit important that prices remain high enough tgpsupthe world consumption of the top
grades of coffees.

The Company generally fixes the price of its coffeatracts two to six months prior to delivery Battit can adjust its sales prices to the
market. Green Mountain believes that this is th&t &y to provide its customers with a fair prioe its coffee. The Company believes that
there is significant risk in fixing prices furthierthe future, since the true available supply efeq coffee from around the world is not readily
known. At September 26, 1998, the Company had appedely $5.1 million (for 3.4 million pounds) ixed-price purchase commitments.
These commitments represent approximately 38%e€Cihmpany's estimated coffee requirements throeghegber 25, 1999, the end of its
1999 fiscal year.

In addition, the Company does from time to timechase coffee futures contracts and coffee optiopsdvide additional protection when it
is not able to enter into coffee purchase commitsierhe gains from such contracts realized in fi$688 were not material.

The Company generally tried to pass on coffee priceeases and decreases to its customers. Siffee b@as come down from its 1997 hig

the Company has decreased prices three timesg(ifirsh quarter of fiscal 1998, fourth quarter 808 and first quarter of fiscal 1999), the
cumulative decrease being on average $0.70 perdptugeneral, there can be no assurance thatdhg@ny will be successful in passing
green coffee price increases to the customers utiflosses in sales volume or gross margin. Siryilagpid sharp decreases in the cost of
green coffee could also force the Company to lavedes prices before realizing cost reductionssigiieen coffee inventory and purchase
commitments. Because Green Mountain roasts ovdifZBent types of green coffee beans to produenidre than 60 different varieties of
coffee, if one type of green coffee bean were tmbee unavailable or prohibitively expensive, mamaget believes Green Mountain could
substitute another type of coffee of equal or beftality meeting a similar taste profile, in ardeor temporarily remove that particular cof
from its product line. However, a worldwide supphyortage of the high-quality arabica coffees thenany purchases could have an adverse
impact on the Company.

Green Mountain increased the percentage of theedtfbuys from specifically identified farms isdial 1998 to approximately 15%. The
Company believes its "farm direct" strategy wiluét in improved product quality, product differition, long-term supply and pricing
stability. In addition, the Company believes thatafforts will have a positive impact on the ligiand working environment of farm workers
and their families.

Significant Customers

Hannaford Brothers Company, a supermarket chagoueated for approximately 9.9% of sales from caritig operations in fiscal 1998. In
December 1997, the Company renewed its contrabtiainnaford for three years.

The extensive network of Mobil convenience stoosed by Mobil Corporation or by independent fraseks, accounted for approximately
14.4% of sales from continuing operations in fist@®8, and is a key component of the Company's tirstvategy as it provides sampling
opportunities for a large number of potential n@msumers throughout the country. Mobil conveniestoees owned and operated by Mobil
Corporation, rather than by franchisees, make sptlean 10% of the Company's revenues. It is ctlyraat known whether or not the
planned acquisition of Mobil Corporation by Exxoonr@oration will have an impact on the Mobil coffe@gram.

Although the Company believes that it has stronguily-beneficial business relationships with Haflond Brothers Company and Mobil
Corporation, there can be no assurance that itefitinue to have such relationships, and thedbssich accounts would likely have a
material adverse effect on the Company's res



Competition

The specialty coffee market is highly competitimed Green Mountain competes against all sellespetialty coffee. Additionally, the
Company also competes with "commercial” coffee terasto the extent that it is also trying to "Upjssonsumers to the specialty coffee
segment. A number of large, consumer goods muiltinats have divisions or subsidiaries selling spiégicoffees, a significant portion of
them having been developed through the acquisitiondependent brands. Procter & Gamble and Ndsdteibute the premium coffee
products Millstone and Sarks, respectively, in mamgermarkets nationwide, which may serve as altimes to Green Mountain's coffee. In
the office coffee, convenience store and food serarena, General Foods, Sara Lee and Procter &IBare large competitors. In the direct
mail area, the Company competes with establishppligus such as Gevalia, a division of General Bd@drporation, as well as with other
direct mail companies. Another well-established petitor is Starbucks, a leading independent spgaiaffee retailer with a growing
wholesale operation. In September 1998, Starbugked a distribution agreement with Phillip Morrigfaft Foods that will place Starbucks
coffee in supermarkets across the United Statesgadide of Maxwell House coffee. This is Starbuttis] attempt at entering the
supermarket category.

The Company expects intense competition, both witki primary geographic territory, the northeasiteld States, and in other regions of the
United States, as it expands from its currentttaigs. The specialty coffee market is expecteoeimome even more competitive as regional
companies expand and attempt to build brand awssdnenew markets.

The Company competes primarily by providing higlaliy coffee, easy access to its products and supeustomer service. The Company
believes that its ability to provide a convenieatwork of outlets from which to purchase coffearsimportant factor in its ability to compe
Through its multi-channel, multi-category distrilmut network of wholesale and direct mail operatiand its dual cup/whole bean strategy,
the Company believes it differentiates itself fromany of its larger competitors, who specialize myamne of the wholesale, retail and direct
mail channels of distribution. The Company alsddwas that one of the distinctive features of iisibess is that it is one of the few coffee
companies that roasts its coffees individuallyyirag both the degree and timing of the roast toim&e a coffee's particular taste
characteristics. Finally, the Company believes bging an independent roaster allows it to be b&tised and in tune with its customers'
needs than its larger diversified competitors. Wktile Company believes it currently competes fahlgraith respect to these factors, there
can be no assurance that it will be able to com@ateessfully in the future.

Seasonality

Historically, the Company has experienced signiftaariations in sales from quarter to quarter huthe peak November-December Holiday
Season and a variety of other factors, including,not limited to, general economic trends, the cbgreen coffee, competition, marketing
programs, weather and special or unusual events.

Intellectual Property

The Company holds federal registrations in the &thBtates for the trademarks Green Mountain Cdfg&green Mountain Coffee Roasters
(R), Green Mountain Filters(R), Stewardship CoffeStewardship(R), Nantucket Blend(R), Rain Fohast(R), Vermont Country Blend
(R), Tapestry Blend Dark(R), Autumn Harvest Bleng(Rocha Almond Chiller(R), and Cafe Vermont (R)daor the service marks Green
Mountain Coffee Roasters(R) and Stewardship(R),rateded design marks. Federal trademark and semark registrations must be
renewed every 10 years. Some of the Company'seegismarks, including Green Mountain Coffee(R) @nden Mountain Coffee Roasters
(R), will require renewal in 2001. The Company eedis it will obtain renewal of these marks. The @any also has several federal
applications pending for registration of additiotrademarks and service marks. The Company dodsofbany patents.

The Company has an irrevocable, perpetual, royediydicense to use the name Earth-Friendly Cdfiters(TM) in connection with coffee
filters. The Company also has a limited licensage the names Kona Mountain Coffee(TM) and Konamain Coffee Company(TM) in
connection with coffee worldwide (excluding Hawad)l subject to the terms of agreements under vlvenses are granted.

The Company believes that these trademarks, semécks and licenses will continue to be importaritg success.
Employees

As of September 26, 1998, the Company had appra&iynad21 full-time employees and 80 part-time empks. The Company supplements
its workforce with temporary workers from time tmée, especially in the first quarter of each fisgedr to service increased customer den
during the peak Novemk-December Holiday Season. The Company believesttimatintains good relations with its employe



Item 2. Properties

The Company leases one principal manufacturingel@rsing and distribution facility located at RiblgPark in Waterbury, Vermont. The
facility has in total approximately 90,000 squagetfof usable space which includes a 30,000 sdoatenezzanine area. This space also
includes 45,000 square feet that were added in idbee 1997 for the plant expansion which was corepleiuring the first half of fiscal
1998. The lease on this building expires in 200¥% Tompany's other facilities, all of which aresked, are as follows:

Approximate  Expiration

Type Location Square Feet of Lease
Warehouse/  Woburn, MA 10,580 2001
Distribution/ Southington, CT 11,200 2001
Service Space Waterbury, VT 3,000 month-to-month

Biddeford, ME 10,000 2001

Latham, NY 7,500 2002
Administrative Coffee Lane, Waterbury, VT 4,000 month-to-month
Offices Main Street, Waterbury, VT 8,680 1999

Pilgrim Park Il, Waterbury, VT 3,000 month-to-month

Pilgrim Park Il, Waterbury, VT 8,000 2001
Company-Owned Latham, NY(1) 2,300 2007
Retail Stores Naperville, IL 2,330 2004
(Discontinued Portland, ME(2) 2,300 2002
Operations)  Portsmouth, NH(2) 2,700 1999

So. Portland, ME 1,270 2007

Waitsfield, VT(2) 2,360 2000

Waterbury, VT (Factory Outlet)(1) 1,100  month-to-month

West Hartford, CT(2) 1,820 1999

(1) As of December 18, 1998, the Waterbury Fac@uylet and the Latham stores were the only twoestor operation.
(2)The Company has this entire space subleased=cember 18, 1998.

The Company believes that its facilities are geheaalequate for its current needs and that swetabditional production and administrative
space will be available as needed on favorablesefts indicated above, all but four of the retédres have been subleased or the lease has
been terminated. The Company is actively pursupmpaunities to sublease or terminate leases dtsalbmpany-owned retail stores.

Item 3. Legal Proceedings
The Company is not currently party to any mates&iding legal proceeding.
Item 4. Submission of Matters to a Vote of Securityolders

No matters were submitted to a vote of securitgéd during the fiscal quarter ended Septembet 288.



Executive Officers of the Registrant

Certain biographical information regarding eaclectior and executive officer of the Company is eghfbelow:

Executive
Name Age Pos ition Officer Since

Robert P. Stiller 55 Chairman of the Boa rd, President 1993

and Chief Executi ve Officer
Robert D. Britt 43  Director, Chief Fin ancial Officer, 1993

Vice President Tr easurer and Secretary
Stephen J. Sabol 37 Director and Vice P resident 1993
Jonathan C. Wettstein 50 Director and Vice P resident 1993
Paul Comey 48  Vice President 1993
Dean E. Haller 46  Vice President 1997
James K. Prevo 45  Vice President 1997
William L. Prost 44 Vice President 1997

Robert P. Stiller, founder of Roasters, has seageidls President and a director since its inceptialuly 1981. In September 1971, Mr. Stiller
co-founded Robert Burton Associates, a companygedja the development and sale of E-Z Wider citagapers and served as its
President and director until June 1980.

Robert D. Britt has served as Chief Financial @ifiof Roasters since May 1993. From July 1992 tdl AB93, Mr. Britt served as Chief
Financial Officer for Engineered Coatings, Inconanufacturer engaged in the design and applicafibigh temperature metallic and cera
coatings to metal parts. Mr. Britt is a Certifieddiic Accountant and holds a Master of Business iistration from the Wharton School at
the University of Pennsylvania.

Stephen J. Sabol has served as Vice Presidented &Roasters since September 1996. Mr. Sabe¢dexs Vice President of Branded Sales
of Roasters from August 1992 to September 1996nF3eptember 1986 to August 1992, Mr. Sabol wasemeral Manager of Roasters
responsible for overall performance of the wholestibision in Maine and New Hampshire.

Jonathan C. Wettstein has served as Vice Presidié@yerations of Roasters since April 1993. FromeJ1974 to April 1993, Mr. Wettstein
was employed by Digital Equipment Corporation wegiety of positions including Plant Manager, Ordeiministration Manager, Marketing
Manager, Business and Materials Manager and PradiuetController. Mr. Wettstein holds a Master aigthess Administration from the
Harvard Business School.

Paul Comey has served as Vice President of Fasilthd Process Engineering of Roasters since 3@3 Erom March 1986 to May 1993,
Mr. Comey was the owner and principal consultarBageline Solutions, a company engaged in providorgsulting services to the coffee
industry, including the Company.

Dean E. Haller has served as Vice President of Adnation of Roasters since November 1996. Froiolasr 1990 to November 1996, Mr.
Haller was employed by IDX Systems Corporation @sdor of Human Resources.

James K. Prevo has served as Chief Informatiorc@ffof Roasters since March 1993. Mr. Prevo wofkedigital Equipment Corporation
from November 1979 through March 1993. There hd pekitions as a Software Engineer, Project Man@idew Product Introduction),
Program Manager (Computer Products Manufacturimg\éXcluster Systems Engineering) and Business IgangSystems Integration
Services).

William L. Prost has served as Vice President ofRdting for Roasters since January 1997. Priohi®time, Mr. Prost was co-owner and co-
founder of Promark Professional Marketing Servieesiarketing consulting firm established in Sanohid, Texas in 1982. In addition, Mr.
Prost owned and operated Lucky Star Coffee, a Saanio coffee distributor. Mr. Prost holds a MagiéBusiness Administration from the
University of Texas.

Officers are elected annually and serve at theelisn of the Board of Directors. None of the Comya directors or officers has any family
relationship with any other director or officer,cept for Robert P. Stiller and one of the Compadiy&sctors, Jules A. del Vecchio, whose
wives are sister:



PART Il
Item 5. Market for the Registrant's Common Equity and Related Stockholder

Matters

(a) Price Range of Securities The Company's constak has been trading on the NASDAQ National Madkeler the symbol GMCR sin
March 19, 1997. Before that, the Company's Comnbacksvas traded on the Nasdagq SmallCap Market anleBoston Stock Exchange.
The following table sets forth the high and lowesaprices as reported by NASDAQ for the periodicated.

High Low

Fiscal 1997 16 weeks ended January 21, 1997..... ... $ 7.25 $ 5.875

12 weeks ended April 12, 1997....... ... $ 9.00 $ 6.00

12 weeks ended July 5, 1997......... ... $ 875 $ 550

12 weeks ended September 27, 1997... ... $ 1225 $ 7.625
Fiscal 1998 16 weeks ended January 17,1998..... ... $ 10.375 $ 6.625

12 weeks ended April 11, 1998....... ... $ 825 $ 7.00

12 weeks ended July 4, 1998........ .. $ 750 $ 575

12 weeks ended September 26, 1998... ... $ 6.875 $ 4.25
Fiscal 1999 September 27, 1998 to December 10, 1 998.... $ 6.375 $ 3.875

(b) Number of Equity Security Holders The Compaslidves that the number of record holders of comstook as of December 10, 1998
was 663.

(c) Dividends The Company has never paid a castetid on its common stock and anticipates thattferforeseeable future any earnings
will be retained for use in its business and, adioglly, does not anticipate the payment of casiddivds.

Under a current loan agreement the Company hasthétlyermont Economic Development Authority, thex@@any may not pay any
dividends with respect to its capital stock, whethecash or in stock, without the prior approvitie Vermont Economic Development
Authority.



Item 6. Selected Financial Data

Fiscal Years Ende d
Sept. 26, Sept. 27, Sept. 28, Sept.30, Sept. 24,
1998 1997 1996 1995(1) 1994
(In thousands, except per s hare data)

Coffee pounds sold(2)......cccoovvevvveevceenn 7,739 6,239 5,108 4,229 3,353
Net sales from continuing operations............... . ... $ 55,825 $ 42,908 $ 33,377 $28,918 $ 18,060
Income (loss) from continuing operations........... . ... $ 340 $ 1,539 $ 1,429 $ 30 $ (1,883)
Income (loss) per share from continuing operations- diluted... $ 0.10 $ 044 $ 042 $ 0.01 $ (0.56)
TOtal @SSEIS..uvviiiieiiiicciieee e e, $ 24563 $ 23,544 $ 17,243 $15,565 $ 13,918
Long-term obligationsS.......cccccevvvvvvvvvcenees $ 10,191 $ 5965 $ 3,563 $ 4,280 $ 3,022

(1) The fiscal year ended September 30, 1995 Bwaedek year. All other fiscal years representedb@raveek years.
(2) Excludes pounds sold through the Company'sodistued company-owned retail stores.

There were no cash dividends paid during the pestfiEcal years.
Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations

Certain statements contained herein are not basédstorical fact and are "forward-looking statesgnvithin the meaning of the applicable
securities laws and regulations. In addition, tleenany's representatives may from time to time nmakeforward-looking statements.
Forward-looking statements provide current expamtatof future events based on certain assumpéndsnclude any statements that do not
directly relate to any historical or current faatords such as "anticipates", "believes", "expecestimates”, "intends", "plans”, "projects",
and similar expressions, may identify such forwimaking statements. Owing to the uncertainties iehein forward-looking statements,
actual results could differ materially from thost forth in forward-looking statements. Factord t@uld cause actual results to differ
materially from those in the forward-looking stamts include, but are not limited to, business @@ in the coffee industry and food
industry in general, fluctuations in availabilitycacost of green coffee, the impact of the losa ofajor customer, economic conditions,
prevailing interest rates, the management challen§eapid growth, variances from budgeted salesand growth rate, consumer acceptance
of the Company's new products, the impact of adigjob market, Year 2000 issues, weather and apecunusual events, as well as other
risk factors described in Item 1 of this report ariger factors described from time to time in th@Pany's filings with the Securities and
Exchange Commission. Forward-looking statementeaemanagement's analysis as of the date of tdardent. The Company does not
undertake to revise these statements to reflesesuent developments.

Overview

Green Mountain Coffee, Inc., a leader in the spictffee industry, roasts over 25 high qualitglsica coffees to produce over 60 varieties
of coffee that it sells under the Green Mountaifif@Roasters(R) and Green Mountain Coffee(R) saRdr the year ended September 26,
1998, Green Mountain's wholesale operation cortitbapproximately 94.4% of its net sales from auritig operations. Green Mountain's
wholesale operation sells coffee to retailers anudifservice concerns including supermarkets, restég) convenience stores, specialty food
stores, office coffee distributors, and other feedvice providers such as hotels, universitiesaaricies. The Company also operates a direct
mail operation serving customers nationwide fragrVitaterbury, Vermont headquarters, which accouimiedpproximately 5.6% of net sales
from continuing operations in fiscal 1998.

On May 29, 1998, Green Mountain announced thadtddopted a plan to discontinue its company-owetl stores operations. As of
December 18, 1998, the Company had sold or closedatfi its retail stores and is planning to cldse@émaining two stores prior to the end of
the Company's second fiscal quarter of 1999.

Cost of sales consists of the cost of raw matem&lsiding coffee beans, flavorings and packagiragenals, a portion of the Company's rel
expense, the salaries and related expenses ofgtimtland distribution personnel, depreciation codpction equipment, freight and delivery
expenses. Selling and operating expenses conggpehses that directly support the sales of thagamy's wholesale and direct mail
channels, including media and advertising experspsytion of the Company's rental expense, anddlaies and related expenses of
employees directly supporting sales. General andrastrative expenses consist of expenses incdarecbrporate support and
administration, including a portion of the Compamgntal expense and the salaries and related sapef personnel not elsewhere
categorized.

The Company's fiscal year ends on the last Saturdagptember. The Company's fiscal year normalhststs of 13 four-week periods with
the first, second and third "quarters" ending 1@kee 28 weeks and 40 weeks, respectively, intdisbal year. Fiscal 1998, fiscal 1997 and
fiscal 1996 represent the 52 week-periods endeteBdyer 26, 1998, September 27, 1997 and SepterBb&B96, respectively.

Coffee Prices, Availability and General Risk Factos

Green coffee commodity prices are subject to sukistgrice fluctuations, generally caused by npidtifactors including weather, political
and economic conditions in certain coffee-produdagntries and other supply-related concerns. @uigtal 1997, worldwide green coffee
commodity prices increased significantly and reradihigh relative to historical levels through tlkeeand fiscal quarter of 1998. In respo



to these fluctuations, the Company increased caffes prices several times during 1997, and teeredsed prices in the first fiscal quarter
of fiscal 1998, in the fourth quarter of fiscal B3&nd in the first quarter of fiscal 1999. The Camyp believes that the "C" price of coffee (the
price per pound quoted by the Coffee, Sugar and&&xchange) will remain highly volatile in futuiiscal years. In addition to the "C"
price, coffee of the quality sought by Green Moumtdso tends to trade on a negotiated basis albstantial premium or "differential" above
the "C" price. These differentials are also subfedignificant variations. There can be no asstedhat the Company will be successful in
passing these fluctuations on to the customersowitlosses in sales volume or gross margin. Sitpjleaipid sharp decreases in the cost of
green coffee could also force the Company to lavedes prices before realizing cost reductionssigiieen coffee inventory. Because Green
Mountain roasts over 25 different types of greeffie@beans to produce its more than 60 varietienfiée, if one type of green coffee bean
were to become unavailable or prohibitively expessmanagement believes Green Mountain could sutesinother type of coffee of equal
or better quality, meeting a similar taste profitea blend or temporarily remove that particulaffee from its product line. However, frequ
substitutions could lead to cost increases andulions in gross margins. Furthermore, a worldveigigply shortage of the high-quality
arabica coffees the Company purchases could haaéwarse impact on the Company.

The Company enters into fixed coffee purchase cdamaerits in an attempt to secure an adequate supplyatity coffees. To further reduce
its exposure to rising coffee costs, the Compamynftime to time, enters into futures contracts buags options to hedge price-to-be-
established coffee purchase commitments. The $peisiks associated with these activities are dieedrbelow in Item 7A "Quantitative and
Quialitative Disclosures about Market Risk."

The Company expects to face increasing competitiatl its markets, as competitors improve the iyalf their coffees to make them more
comparable to Green Mountain's. In addition, spgctffee is now more widely available and a numisiecompetitors benefit from
substantially larger promotional budgets followiagyong other factors, the acquisition of speciedtifee companies by large, consumer
goods multinationals. The Company expects thattimtinued high quality and wide availability of #sffee across a large array of
distribution channels and the added-value of ist@mer service processes will enable Green Moutdasnccessfully compete in this
environment, although there can be no assuranté thiél be able to do so.

Results from Operations

The following table sets forth certain financiatalaf the Company expressed as a percentage sélestfor the periods denoted below:

Fiscal years ended

September 26, September 27, September 28,

1998 1997 1996
Net Sales:
Wholesale..........ccccoecvveeeiiiineeennne 94.4 % 93.3% 90.9 %
Direct mail........cccooeevvinieeeinnnnn. 5.6 % 6.7 % 9.1%
Net sales......oooviiiiiiiieeiieeciee 100.0 % 100.0 % 100.0 %
Costof sales.......cccceeevvcnieeiiiiiieeene 65.5 % 63.3 % 61.8 %
Gross Profite......cceeeevceeeeeiiiinenn. 34.5% 36.7 % 38.2%
Selling and operating expenses................... 247 % 24.1% 22.2%
General and administrative expenses.............. 7.5% 7.9 % 9.4 %
Loss on abandonment of equipment ................ - % 0.5 % - %
Operating INCOMEe..........ccevvuveeernnns 23% 42 % 6.6 %
Other income (EXPENSE).......cccvvvvvvcvnvnnnnne 0.1% 0.0 % (0.1)%
Interest eXpense......ccccvvveeeeveeeeeeenennnn. 1.4)% (1.2)% (1.3)%
Income from continuing operations
before income taxes.........ccccceeeuveeee. 1.0% 3.0% 52%
Income tax benefit (expense)...........cccoc..e. (0.4)% 0.6 % (0.9)%
Income from continuing operations .......... 0.6 % 3.6% 4.3 %
Discontinued operations:
Loss from discontinued operations, net of tax
benefits........cocviieiiii, (0.5)% (0.5)% (0.5)%
Loss on disposal, net of tax benefits............ (2.3)% - % - %
Net income (10SS)........coeeevvvvvrennnnns (2.2)% 3.1% 3.8%

Fiscal 1998 versus Fiscal 19




Net sales from continuing operations increased1;%.7,000 or 30.1% from $42,908,000 in fiscal 189%55,825,000 in fiscal 1998. Cof
pounds sold increased by approximately 1,500,0Q@¢@® or 24.0% from 6,239,000 pounds in fiscal 197,739,000 pounds in fiscal 1998.
The difference between the percentage increasetisates and the percentage increase in coffeedp@otd primarily relates to higher
average selling prices of Green Mountain's coffiedng fiscal 1998, following the increases in ti@&' ‘price of coffee in fiscal 1997.

The year-to-year increase in net sales from coimtinaperations occurred primarily in the wholesadea in which net sales increased by
$12,673,000 or 31.7% from $40,037,000 in fiscal7L89$52,710,000 in fiscal 1998. The wholesalesadts increase resulted primarily from
the growth of certain large accounts in the offioffee service, convenience store and supermasitegaories. Direct mail sales increased
$244,000 or 8.5% from $2,871,000 in fiscal 199%3¢115,000 in fiscal 1998.

Green Mountain's gross profit from continuing opierss increased by $3,540,000 or 22.5% from $1503¥in fiscal 1997 to $19,267,00C
fiscal 1998. Gross profit as a percentage of Nessdecreased 2.2 percentage points from 36.7%dalf1997 to 34.5% in fiscal 1998. The
decrease of gross profit as a percentage of salegprimarily attributable to the mathematical intpzfchigher green coffee costs and higher
sales prices. Expressed in dollars per coffee psoi gross profit remained relatively stable3260 in fiscal 1998 versus $2.52 in fiscal
1997. Green coffee prices have generally declinved the course of fiscal 1998. Consequently, themm@any decreased its selling prices in
first quarter of fiscal 1998, in the fourth quartdéfiscal 1998 and in the first quarter of fis@899. Although the last two cuts will impact
gross profit in the first fiscal quarter of 1999pgs profit in fiscal 1999 overall, expressed agr@entage of sales, is not expected to drop
below fiscal 1998 levels.

Selling and operating expenses from continuing atpers increased by $3,477,000 or 33.7% from $B)(BD in fiscal 1997 to $13,805,000
in fiscal 1998, and increased 0.6 percentage pamtspercentage of net sales from 24.1% in fls@@¥ to 24.7% in fiscal 1998. This was
primarily caused by increased sales and sales supgsonnel expenditures ($1,600,000), promotiexpkenses ($900,000) and a $406,000
yearover-year increase in the Company's bad debt expesiated to the Company's recent systems coowesi September 26, 1998, the
majority of the process problems that caused tbeeased write-offs had been resolved. The Compamermtly intends to continue ramping
up sales support and marketing efforts in fisc&8l9 &lthough, as a percentage of sales, sellingparhting expenses are not expected to
increase.

General and administrative expenses from continapegations increased by $778,000 or 22.9% froBH3000 in fiscal 1997 to $4,169,0
in fiscal 1998. As a percentage of net sales,dhinge represents a 0.4 percentage point decreasd 0% in fiscal 1997 to 7.5% in fiscal
1998. The dollar increase is primarily due to ilased systems depreciation, software maintenancpeasdnnel expenses related to the
implementation of the Company's new enterprisermégion system.

The total expenses related to the new enterpriseniation system, which impact selling and opeggrpenses, general and administrative
expenses, and to a lesser extent, cost of goodsaubunted to approximately $900,000 in fiscalg99

During the second quarter of fiscal 1997, Green Mam commenced the expansion of its central prisalu@nd distribution facility located
in Waterbury. The Company recorded a loss on abrandat of equipment of $218,000 during fiscal 198@ tb the demolition of an old,
adjacent office building and the redesign of thedpiction flow to be used in the expanded facilitye 45,000 square foot expansion, which
was completed in the first half of fiscal 1998, re&s additional occupancy costs of approximatel0@a00 annually.

For the reasons outlined above, operating incoreedsed by $497,000 or 27.8% from $1,790,000 @afi$997 to $1,293,000 in fiscal 19
As a percentage of sales, operating income declirf®edercentage points from 4.2% in fiscal 1992.8% in fiscal 1998.

Interest expense from continuing operations in@e&800,000 or 57.6% from $521,000 in fiscal 139$821,000 in fiscal 1998 due to the
increase in the Company's long-term debt.

Income tax expense from continuing operations emed $451,000 from a tax benefit of $253,000 itefid 997 to a tax expense of $198,000
in fiscal 1998. During fiscal 1997, based primatifyon estimates of future taxable income, the dedetax asset valuation allowance was
reduced by $1,112,000, resulting in a substargiabenefit. Although realization is not assurednagement believes that the net deferred tax
asset represents management's best estimate,Upgsethe weight of available evidence as prescrilye8FAS 109, of the amount which is
more likely than not to be realized. It is expedieat the Company's effective tax rate in futurequks will approximate 38% to 40%.

For the reasons outlined above, income from coimgaperations decreased $1,199,000 or 77.9% frb®3$,000 in fiscal 1997 to $340,0
in fiscal 1998.

During the third quarter of fiscal 1998, the Compaacorded a loss of $1,259,000 (net of a tax heaE$834,000) on disposal of its retail
stores. This loss includes provisions for estimdteade termination costs, write-off of leaseholgiovements and other fixed assets,
severance and employee benefits, as well as apnerdvision of $401,000 for anticipated lossesnfiday 29, 1998 (the measurement date)
through disposal date. As of December 18, 1998Ctivapany had sold or closed nine of its retailegand is planning to close the remaining
two prior to the end of the Company's second figoalrter.

Net income decreased $2,541,000 from a net incdrii&,825,000 in fiscal 1997 to a net loss of $1,200 in fiscal 1998

Fiscal 1997 versus Fiscal 19




Net sales from continuing operations increasedh$3L,000 or 28.6% from $33,377,000 in fiscal 189642,908,000 in fiscal 1997. Coff
pounds sold increased by approximately 1,131,0Q@¢@® or 22.1% from 5,108,000 pounds in fiscal 106,239,000 pounds in fiscal 1997.
The difference between the percentage increasetisates and the percentage increase in coffeedpaoid primarily relates to increases in
Green Mountain's selling prices for coffee durirsgdl 1997 as a result of higher green coffee costs

The year-to-year increase in net sales from coimtinaperations occurred primarily in the wholesadea in which net sales increased by
$9,697,000 or 32.0% from $30,340,000 in fiscal 189640,037,000 in fiscal 1997. This increase tesuprimarily from the year-over-year
growth in the number of wholesale accounts. Direall sales declined $166,000 or 5.5% from $3,037 jadiscal 1996 to $2,871,000 in
fiscal 1997.

Green Mountain's gross profit from continuing opierss increased by $2,987,000 or 23.4% from $12(@Min fiscal 1996 to $15,727,00C
fiscal 1997. As a percentage of net sales, thisesgmts a decline of 1.5 percentage points fror2988n fiscal 1996 to 36.7% in fiscal 1997.
The decrease of gross profit as a percentage ed sals primarily attributable to the mathematiogdact of higher green coffee costs and
higher sales prices. Total gross profit per powid sicreased by $0.03 per pound, from $2.49 icafid 996 to $2.52 in fiscal 1997.

Selling and operating expenses from continuing atms increased by $2,905,000 or 39.1% from $700¥Bin fiscal 1996 to $10,328,000
fiscal 1997, and increased 1.9 percentage poiraspascentage of net sales from 22.2% in fiscab18®4.1% in fiscal 1997. Approximately
$1,200,000 of the increase is related to the amdif a national supermarket sales manager, anatidfice coffee service and food service
sales manager, and 16 people to the Company's dakes force in the Greater Boston, Rhode Isl@atnecticut, New York, Michigan,
Florida, Arizona and the Greater Philadelphia mrki@ addition to this direct sales force incredlse Company also increased sales support
and marketing expenditures by a similar amountrdufiscal 1997.

General and administrative expenses from continapggations increased by $259,000 or 8.3% from330D0 in fiscal 1996 to $3,391,000
in fiscal 1997. As a percentage of net sales,dhisge represents a 1.5 percentage point decreas® 4% in fiscal 1996 to 7.9% in fiscal
1997.

Operating income decreased by $395,000 or 18.1f% 2,185,000 in fiscal 1998 to $1,790,000 in fist@97. As a percentage of sales,
operating income declined 2.4 percentage pointa 8% in fiscal 1996 to 4.2% in fiscal 1997.

Interest expense from continuing operations inae&99,000 or 23.5%, from $422,000 in fiscal 1396521,000 in fiscal 1997, as the
Company financed its growth through additional baings.

The income tax expense from continuing operatiessgnized under SFAS 109 was $313,000 in fiscab T@npared to an income tax
benefit of $253,000 in fiscal 1997. Based on regeofitability and estimates of future taxable inum, the deferred tax asset valuation
allowance was reduced by $1,112,000, resultingsutstantial tax benefit in fiscal 1997.

Income from continuing operations increased $11®®07.7% from $1,429,000 in fiscal 1996 to $1,589,in fiscal 1997. Net income
increased $63,000 or 5.0% from $1,262,000 in fi¢€Q6 to $1,325,000 in fiscal 1997.

Liquidity and Capital Resources

Net working capital amounted to $7,852,000 at Saptr 26, 1998 and $4,491,000 at September 27, T9@7increase is primarily the res

of lower current debt due to the Company's refiimanof its debt with Fleet Bank- NH ("Fleet") irsfial 1998 and lower accounts payable.
Accounts payable were high at September 27, 198#alhigh green coffee payables (both in termsoofpls and cost per pound) and
payables related to the expansion of the distidouséind production facility. Under the revised Fleeility, the Company increased the limi
the revolving line of credit from $6,000,000 to 30,000 (subject to a borrowing base formula) addreled its term to March 31, 2001.
Under the amended facility, the Company was al$e @bborrow up to $4,500,000 in term debt with atumity of March 31, 2003.
Borrowings under the term debt do not require ppalcrepayments until October 31, 1999, at whiatetimonthly principal payments of
$75,000 will commence. At September 26, 1998, theunt available under the line of credit was $1,800 and the amount outstanding on
the term debt was $4,500,000. The new credit fgddisubject to certain quarterly covenants, dmdGompany was in compliance with these
covenants at September 26, 1998.

In fiscal 1998, Green Mountain Coffee made camtqdenditures related to continuing operations ¢8%3,000, which primarily included
$1,458,000 for equipment on loan to customers; @8, @0 for leasehold improvements, production egeipt and fixtures; and $485,000 for
computer hardware and software.

During fiscal 1997, Green Mountain Coffee made @dixpenditures of $5,277,000 related to contigwperations, which included
$760,000 for equipment on loan to wholesale custen$d,341,000 for production equipment, and $2®007 for computer hardware and
software.

Green Mountain is presently implementing an enisegnformation system which it expects to useatilitate growth and improve operatic
and customer service. At September 26, 1998, tmep@ay had implemented eleven software modulessadriently planning to implement
another six modules in fiscal 1999. Managementlel that the substantial investment in computetvare and software in fiscal 1997 and
the expansion of its central production and distin center during fiscal years 1997 and 1998 mexessary for the Company to efficier



and effectively grow.

Cash used to fund capital expenditures in fisc8B81®as obtained from the amended Fleet creditifipchlet cash provided by operating
activities reflects a $2,893,000 decrease as cagdparfiscal 1997, which resulted primarily fronetGompany's lower net income and lower
accounts payable.

The Company currently plans to make capital exganes in fiscal 1999 of approximately $2,500,000weéver, management continuously
reviews capital expenditure needs and actual amaxgended may differ from these estimates.

Management believes that cash flow from operatieristing cash, and available borrowings undecriéglit facility will provide sufficient
liquidity to pay all liabilities in the normal cose of business, fund capital expenditures andsedeabt requirements for the next twelve
months.

Year 2000

The Year 2000 problem concerns the inability obinfation systems and systems with embedded cHimoémgy to properly recognize and
process date-sensitive information beyond Dece@bget999. The Company is in the continuing proodésssessing its Year 2000 readiness
and has identified its Year 2000 risk in three broategories: internal business software; manufiactufacilities and embedded chip
technology; and external noncompliance by custoraedssuppliers.

Company state of readiness

Internal business software

In early fiscal 1997, the Company began a Compaitg-wusiness systems replacement project with termise-system from PeopleSoft,
Inc. ("PeopleSoft"). The new system, which is expddo make approximately 90% of the Company'si@ssi computer systems Year 2000
compliant, is approximately 75% complete and oredake. Implementation is scheduled to be compleyetthe end of June 1999. The
primary motivation to implement PeopleSoft wasdap the benefits of its enhanced functionality feadures to improve operations and
customer service as the Company grows. Besidashlementation of Peoplesoft, there were no othggrificant information technology
projects (IT) planned. Therefore, the Year 200Qgmtohas not caused delays in other IT projects.

Besides the enterprise-wide information systentwsoe upgrades which take place in the normal eafdusiness are expected to tend to
the majority of the Year 2000 problems relatechterinal business software. The Company plans berreitpgrade the business software used
by its direct mail channel or migrate it to the Ple&oft system by the end of June 1999.

Manufacturing, facilities and embedded chip tecbgglThe Company has completed the inventory afdataputer hardware, manufacturing,
security and communication systems which are titéls daily operations and could present a Ye@02@sk. All PC hardware susceptible to
fail after the Year 2000 was replaced in the noroaairse of business over the past three years.rMajaors of manufacturing equipment,
security equipment, and communication systems baea contacted and the Company is presently corgpitformation on replacement
costs of non-compliant equipment. This informatimthering phase is expected to be completed bgrttief March 1999.

External noncompliance by customers and supplibBesQompany is in the process of identifying and@cting its critical suppliers and
service providers to determine the extent to wilithCompany is vulnerable to those third partigfiife to remedy their own Year 2000
issues. It is expected that all major supplier$ male been contacted by the end of April 1999thEoextent that responses to Year 2000
readiness are unsatisfactory, the Company intendsange suppliers to those who have demonstratad X000 readiness but cannot be
assured that it will be successful in finding saompliant suppliers and service providers. The Camygmloes not currently have any formal
information concerning the Year 2000 status ofriggor customers, although it has received indicatibhat major customers are working on
Year 2000 compliance. The Company will contact attempt to assess the Year 2000 readiness ofstsroers by the end of April 1999.

Actual and anticipated costs

The total cost associated with required modificadito become Year 2000 compliant is not expectdxd tmaterial to the Company's financial
position. The estimated total cost of the Year 2B0dject is approximately $125,000, excluding in&costs consisting primarily of payroll
and benefits of employees working on Year 2000dssiihis estimate does not include the conversidtebpleSoft, since those replacement
costs were not due to, or accelerated by, the 2@@® Project. Through September 26, 1998, the Coynpas not incurred expenses directly
related to the Year 2000 Project. The estimataaréutosts of the Year 2000 Project is $125,000hi€h approximately (1) $100,000 relates
to the replacement costs of manufacturing, secarity communication equipment and (2) $25,000 rekateeplacement costs of non-
compliant software.

Risks

The failure to correct a material Year 2000 probtaald result in an interruption in, or a failurg certain normal business activities or

operations. Such failures could materially and askly affect the Company's results of operatiagsjdity and financial condition. Due to t
general uncertainty inherent in the Year 2000 mohlresulting in part from the uncertainty of theay 2000 readiness of thipty supplier:
and customers, the Company is unable to deternbithésatime whether the consequences of Year 280rés will have a material impact



the Company's results of operations, liquidityinahcial condition. The Company's efforts are expeto significantly reduce the Company's
level of uncertainty about the Year 2000 probleime Tompany believes that, with the completion efithplementation of PeopleSoft and
the completion of the plan identified above, thegibility of significant interruptions of normal emations should be reduced. Readers are
cautioned that forward-looking statements containgtiis Year 2000 update should be read in conjonavith the Company's disclosures
under the heading:

"Management's Discussion and Analysis of Finar€@idition and Results of Operations" beginning agg?20.

Contingency plans

As of December 10, 1998, the Company has not dpedla contingency plan related to Year 2000. Thagamy is planning on developing
contingency plan by the end of June 1999.

Factors Affecting Quarterly Performance

Historically, the Company has experienced significariations in sales from quarter to quarter gughe holiday season and a variety of
other factors, including, but not limited to, geslexconomic trends, the cost of green coffee, caitigrg marketing programs, weather and
special or unusual events. Because of the seagoohthe Company's business, results for any quarte not necessarily indicative of the
results that may be achieved for the full fiscaryérear over year quarterly earnings comparisatsaiso show significant variations due to
the release in the second quarter of fiscal 199 lafge portion of the Company's deferred taxtasdaation allowance and the
discontinuation of the compa-owned retail stores in fiscal 19¢



Item 7A - Quantitative and Qualitative Disclosuresabout Market Risk

Market risks relating to the Company's operati@sult primarily from changes in interest rates eoghmodity prices (the "C" price of
coffee). To address these risks, the Company eimterfiedging transactions as described below.ddrmpany does not use financial
instruments for trading purposes.

For purposes of specific risk analysis, the Comp#sgs sensitivity analysis to determine the imptretsmarket risk exposures may have on
the Company's financial position or earnings.

Interest rate risks.

At September 26, 1998, the Company had $9,845,0hg-term debt subject to variable interest rgthe lower of Fleet Bank's prime rate
and LIBOR rates for maturities up to one year).Nhay 29, 1998, the Company entered into a standdedriational Swap Dealers
Association Inc. interest rate swap agreement Riitet National Bank in order to limit the effectin€reases in the interest rates on $6 mi
of its floating debt. The effect of this agreememitjch expires in May 2001, is to convert undertyirariable-rate debt based on LIBOR to
fixed rate debt with an interest rate of 5.84% m@usargin based on a performance price struct@v@en 250 and 275 basis points at
September 26, 1998). At September 26, 1998, thiseethe Company with $3,845,000 of variable-ratst,cbf which $650,000 varied with
the prime rate and the remainder with LIBOR. A hiyyatical 100 basis points increase in the LIBOR &atd prime rate would result in
additional interest expense of $38,000 on an airadibasis.

The fair value of the interest rate swap is therested amount that the Company would receive ortpdgrminate the agreement at the
reporting date, taking into account current interates and the credit worthiness of the countéypat September 26, 1998, the Company
estimates it would have paid $68,000 to terminiaeaigreement. A 10% decrease in interest ratesvlmdrease the fair value of the interest
rate swap by approximately $82,000.

Commaodity price risks.

Green coffee prices are subject to substantiaéghicctuations, generally caused by multiple fagtocluding weather, political and economic
conditions in certain coffee-producing countried ather supply-related concerns. The Company'sgrasits are significantly impacted by
changes in the price of green coffee. The Compatsreinto fixed coffee purchase commitments imt@mpt to secure an adequate supply
of coffee. These agreements are tied to specifiket@rices (defined by both the origin of the eeffand the time of delivery) but the
Company has significant flexibility in selectingetdate of the market price to be used in each aonffhe Company generally fixes the price
of its coffee contracts two to six months priodalivery so that it can adjust its sales priceshéomarket. At September 26, 1998, the
Company had approximately $5.1 million (for 3.4liait pounds) in fixed-price purchase commitmentse§e commitments represent
approximately 38% of the Company's estimated caeeirements through September 25, 1999, the kitsl 1999 fiscal year.

In addition, from time to time, the Company usesinwdity-based financial instruments to hedge pricbe-established coffee purchase
commitments with the objective of minimizing coistkrdue to market fluctuations. Gains and losskding to qualifying hedges of
anticipated inventory transactions or firm commitrtseare deferred in current assets and are includibe basis of the underlying
transactions. At September 26, 1998, the Compalaytdwth options and futures contracts, with mayuilates between December 1998 and
September 1999. The options held at Septemberd®®, dovered 1,312,500 pounds of green coffee adakercise prices from $1.75 to
$2.00 per pound. At September 26, 1998, the "CQepof coffee was $1.05. If the price of coffee remaainder $1.75 when these options
come to term, the loss incurred will be approxirha$74,000. In addition, at September 26, 1998 Gbepany had futures contracts
outstanding of approximately $714,000 covering 68@,pounds. A hypothetical decrease of ten centpqend in the price of green coffee
would result in additional cost of goods sold exgeenf approximately $64,000. However, such losséise fair value of these financial
instruments, if realized, would be offset by lowests of coffee purchased during 1999.

Item 8. Financial Statements and Supplementary Data
See Index to Consolidated Financial Statements oraBe F-1.
Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

None.



PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

Except for information regarding the Company's exige officers, the information called for by thtem is incorporated in this report by
reference to the Company's definitive Proxy Staterfer the Company's Annual Meeting of Stockholderbe held on March 26, 1999,
which will be filed with the Securities and Exchangommission not later than 120 days after theeabddthe Company's fiscal year ended
September 26, 1998 (the "Definitive Proxy Staterfjent

For information concerning the executive officefshe Company, see "Executive Officers of the Riegig" under Part | of this report.

Item 11. Executive Compensation

The information required by this item will be inporated herein by reference to the information @ioieid in the Definitive Proxy Statement.
Item 12. Security Ownership of Certain Beneficial @vners and Management

The information required by this item will be inporated herein by reference to the information @ioied in the Definitive Proxy Statement.
Item 13. Certain Relationships and Related Transa&ns

The information required by this item will be inporated herein by reference to the information @ioieid in the Definitive Proxy Stateme



PART IV

Item 14. Exhibits, Financial Statement Schedules @Reports on Form 8-K

(@) 1. Financial Statements

The following consolidated financial statementsfde& as part of this report:

Index to Consolidated Financial Statements....
Report of Independent Accountants.............
Consolidated Financial Statements:

Consolidated Balance Sheet at September 26, 19
Consolidated Statement of Operations for the t

Consolidated Statement of Changes in Stockhol
ended September 26, 1998..................

Consolidated Statement of Cash Flows for the t

Notes to Consolidated Financial Statements....

(&) 2. Financial Statement Schedules
The following financial statement schedule is

Schedule II: Valuation and Qualifying Accoun

Page
........................................ F1
........................................ F-2
98 and September 27, 1997............... F-3
hree years ended September 26, 1998..... F-4
ders' Equity for the three years
........................................ F-5
hree years ended September 26, 1998..... F-6
........................................ F-7
filed as part of this report:
IS F-22

All other schedules are omitted because they areeqaired or the required information is shownha financial statements or notes thereto.

(a) 3. Exhibits

The exhibits listed below are filed as part ofjrmorporated by reference into, this report. ThenPany shall furnish copies of exhibits for a
reasonable fee (covering the expense of furnisbapges) upon request in writing to: Green Mountaffee Inc., Investor Services, 33

Coffee Lane, Waterbury, VT 0567



Exhibit No.  Exhibit Title

3.1

3.2

10.1

10.2

10.10

10.14

10.15

10.19

10.20

10.21

Certificate of Incorporation of the
Bylaws of the Company(1)

Form of Underwriter's Warrant Agree
Coffee, Inc. and Gilford Securitie
warrant attached)(1)

(b) Term Loan Promissory Note,
Green Mountain Coffee Roaster

(f) Collateral Assignment of Lea
11, 1993, between Green Mount
Fleet Bank - NH(1)

(h) Landlord's Consent and Wai
executed by Pilgrim Partnersh

(i) Consent of Lessor executed by
Fleet Bank - NH(1)

(y) Seventh Amendment and First R
Loan Agreement, dated Ap
Mountain Coffee Roasters,
Bank - NH as lender(10)

(aa) Note Modification Agreement
modify Term Promissory Note
Green Mountain Coffee R
Bank - NH(10)

(bb) Eighth Amendment to Commer
February 19, 1997, among Gre
Inc., as borrower, and Fle

(ee) Ninth Amendment to Commercia
dated June 9, 1997 among Gre
Inc. as borrower, and Fleet B

(gg) Eleventh Amendmentto Comme
February 20, 1998, from Gree
Inc., to Fleet Bank - NH(17)

(hh) Replacement Revolving Line
dated February 20, 1998,
Roasters, Inc., to Fleet Bank

(i) Revolving Line of Credit/T
February 20, 1998, from Gree
Inc., to Fleet Bank - NH(17)

(g) First Restatement of Securi
1996, between Green Mountai
Fleet Bank - NH(10)

Collateral Assignment of Leasehold |
Coffee, Inc. to Fleet Bank - NH(1)

Assignment of Trademarks from Gre
connection with the Fleet Bank - NH

Financing Agreement executed 6
413165254 Master Agreement No. 4131-
Coffee, Inc., dba Green Mountain
Packard Company(1)

Financing Agreement executed 6
413165256 Master Agreement No. 4131-
Coffee, Inc., dba Green Mountain
Packard Company(1)

Resolution adopted by The Vermo
Authority ("VEDA") on June 25, 1993
$300,000 loan to Green Mountain Co
Letter dated 6/29/93 from VEDA to Gr
and Letter dated 7/2/93 from Green
VEDA relating thereto(1)

(@) Loan Agreement, dated Augus
Green Mountain Coffee Roaster
(b) Note, dated August 11, 1993,

Company(1)

ment between Green Mountain
s Incorporated (with form of

dated August 11, 1993, from
s, Inc. to Fleet Bank - NH(1)

sehold Interest, dated August
ain Coffee Roasters, Inc. and

ver, dated August4, 1993,
ip(1)

Pilgrim Partnership and

estatement of Commercial Loan
ril 12, 1996, among Green
Inc., as borrower, and Fleet

, dated April 12, 1996, to
dated August 11, 1993, from
oasters, Inc. to Fleet

cial Loan Agreement, dated
en Mountain Coffee Roasters,
et Bank - NH as lender(12)

| Loan Agreement, Fleet Bank,
en Mountain Coffee Roasters,
ank - NH, as lender(15)

rcial Loan Agreement, dated
n Mountain Coffee Roasters,

of Credit Promissory Note,
from Green Mountain Coffee
- NH(17)

erm Promissory Note, dated
n Mountain Coffee Roasters,

ty Agreement, dated April 12,
n Coffee Roasters, Inc. and

nterests by Green Mountain

en Mountain Coffee, Inc. in
financing(1)

/18/93 (Lease Agreement No.
65254) between Green Mountain
Coffee Roasters, and Hewlett

/18/93 (Lease Agreement No.
65254) between Green Mountain
Coffee Roasters, and Hewlett

nt Economic Development
with respect to proposed
ffee, Inc. together with
een Mountain Coffee, Inc.
Mountain Coffee, Inc. to

t 11, 1993, between VEDA and
s, Inc.(1)
from Green Mountain Coffee



10.22

Roasters, Inc.to VEDA1

(c) Security Agreement, dated A
and Green Mountain Coffee

(d) Guaranty Agreements, dated A
and (i) Robert Stiller and C
Mountain Coffee of Maine, |
Champlain, Inc., (iv) Gree
Franchising Corporation, Inc.
Inc. and (vi) Green Mo
Connecticut, Inc.(1)

(e) Subordination Agreement, da
VEDA and Robert Stiller(1)

(f) Form of Escrow Agreement amo
Green Mountain Coffee Roas

(g) Collateral Assignment of L
between VEDA and Green Mounta

(h) Agreement to Assignment, Con
August 4, 1993, executed by P

(i) Mortgage Deed, dated August
Mountain Coffee Roasters, Inc

(i) Mortgagee's Consent, Non-Di
August 11, 1993, between Howa

(k) Form of Intercreditor Agree
Bank - NH(1)

(i) Amendment to Loan Agreement,
VEDA, as lender, and Green
as borrower

U.S. Small Business Administratio
Debenture Guaranty relating to pr
Mountain Coffee, Inc. together with
7/19/93 from SBA to Central Ve
Corporation relating thereto(1)

(@) Small Business Administration
1993 from Robert P. Stiller
Development Corporation(4)

(b) Assignment, dated September
Economic Development Corpo
Administration of Small Busi
dated September 30, 1993 from
Vermont Economic Development

(c) Mortgage, dated September 30,
Coffee Roasters, Inc. and
Development Corporation(4)

(d) Assignment, dated September
Economic Development Corpo
Administration of Mortgage,
between Green Mountain Coffe
Vermont Economic Development

(e) "504" Note, dated September
$766,000, from Green Mounta
Central Vermont Economic
amended, including Servicing
Mountain Coffee Roasters,
Corp.(5)

(f) Assignment, dated September 3
Economic Development Corpo
Administration of "504" Not
in the amount of $766,000,
Roasters, Inc. to Central V
Corporation(4)

ugust 11, 1993, between VEDA
Roasters, Inc.(1)

ugust 11, 1993, between VEDA
hristine Stiller, (ii) Green

nc., (i) Green Mountain of

n Mountain Coffee Roasters

, (v) Green Mountain Filters,
untain Coffee Roasters of

ted August 11, 1993, between

ng VEDA, Fleet Bank - NH and
ters, Inc.(1)

ease, dated August 11, 1993,
in Coffee Roasters, Inc.(1)

sent and Disclaimer, dated
ilgrim Partnership(1)

11, 1993, executed by Green
.(1)

sturbance and Waiver, dated
rd Bank, N.A. and VEDA(1)
ment between VEDA and Fleet
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1. Incorporated by reference to the corresponditi@ number in the Registration Statement on F&B32 (Registration No. 33-66646)
filed on July 28, 1993 and declared effective optSmber 21, 1993

2. Incorporated by reference to the correspondiigoe number in the Quarterly Report on Form 10Bf8r the 12 weeks ended April 9,
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9. Incorporated by reference to the correspondxingoe number in the Annual Report on Form 10-KSB the fiscal year ended September
30, 1995

10. Incorporated by reference to the correspondiigbit number in the Quarterly Report on Form 18BJor the 12 weeks ended April 13,
1996

11. Incorporated by reference to the corresponédiigbit number in the Annual Report on Form 10-Kf8Bthe fiscal year ended September
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15. Incorporated by reference to the correspondiigbit number in the Quarterly Report on Form 1@e€the 12 weeks ended July 5, 1997

16. Incorporated by reference to the correspondiigbit number in the Annual Report on Form 10-Kttee fiscal year ended September 27,
1997

17. Incorporated by reference to the corresponédiigbit number in the Quarterly Report on Form 180the 16 weeks ended January 17,
1998
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Report of Independent Accountants
November 18, 199
To the Board of Directors and Stockholders of GreeiMountain Coffee, Inc.

In our opinion, the accompanying consolidated bzdasheets and the related consolidated statemiempei@tions, changes in stockholders'
equity and cash flows present fairly, in all magkrespects, the financial position of Green Moim€offee, Inc. and its subsidiary at
September 26, 1998 and September 27, 1997, amdghks of their operations and their cash flowsefach of the three years in the period
ended September 26, 1998, in conformity with gdheaacepted accounting principles. These finansiatements are the responsibility of
Company's management; our responsibility is to@sgean opinion on these financial statements basedr audits. We conducted our audits
of these statements in accordance with generatigmed auditing standards which require that we ptad perform the audit to obtain
reasonable assurance about whether the finanatehsénts are free of material misstatement. Antancudes examining, on a test basis,
evidence supporting the amounts and disclosuréigifinancial statements, assessing the accouptingiples used and significant estimates
made by management, and evaluating the overahdiaastatement presentation. We believe that adita provide a reasonable basis for the
opinion expressed above.

/sl PricewaterhouseCoopers LLP
Bost on, Massachusetts
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Green Mountain Coffee, Inc. Consolidated Balanceesh

(Dollars in thousands)

September 26, Se ptember 27,
1998 1997
Assets
Current assets:
Cash and cash equivalents....................... $ 777 $ 831
Receivables, less allowances of $378 at Septembe
and $116 at September 27, 1997.................. 4,789 4,119
INVeNtories.........ceevviiiiiiiiiecee e 5,636 5,224
Other current assets.. 489 319
Loans to officers........cccccevvrivreinnnns 185 57
Deferred income taxes, Net.......ccccceevveeeees s 880 865
Total current @ssets......ccccovccvveeneeee s 12,756 11,415
Fixed assets, Net........ccoceeeviiiieeeenninnnn. 10,800 11,258
Other long-term assets....... 270 385
Deferred income taxes, net............ccocceeenne 737 486
$ 24,563 $ 23,544
Liabilities and Stockholders' Equity
Current liabilities:
Current portion of long-term debt............... $ 249 $ 943
Current portion of obligation under capital leas 12 132
Accounts payable...........cccccooiiiiiinn 3,131 4,954
Accrued payroll . 827 616
Accrued eXpenses........cccooeuveeeeiiineeenns 507 279
Accrued losses and other costs of discontinued o perations, net.... 178 -
Total current liabilities........c........~— L 4,904 6,924
Long-termdebt.......ccocviiviiiiiiies 5,041 1,968
Obligation under capital lease...........ccccccce.. L - 12
Long-term line of credit.......cccccovveeeeee. s 5,150 3,985
Commitments and contingencies (Note 13)
Stockholders' equity:
Common stock, $0.10 par value:
Authorized - 10,000,000 shares; Issued - 3,545,8 41 shares and
3,530,818 shares at September 26, 1998 and Septe mber 27, 1997,
reSPeCtiVelY ..o e, 355 353
Additional paid-in capital.........ccccoeeeeeee. 13,018 12,954
Accumulated defiCit.........cocoveeeevvceeeeee. (3,868) (2,652)
Treasury shares, at cost, 7,350 shares at Septe mber 26, 1998..... 37) -
Total stockholders' equity......cccccccoveeeeee. e 9,468 10,655
$ 24,563 $ 23,544
The accompanying Notes to Consolidated Financial St atements are an integral part

of these financial statements.
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GREEN MOUNTAIN COFFEE, INC.
Consolidated Statement of Operations
(Dollars in thousands except per share data)

Septemb
199
Net sales......ccooeveeiiiieiiiens $ 558
Costof sales........ccccveevruneenn. 36,5
Gross profit......cccceeeenennee. 19,2
Selling and operating expenses......... 13,8
General and administrative expenses.... 4,1

Loss on abandonment of equipment.......

Operating income.................. 1,2

Other income (expense)
Interest expense.................. . (8

Income from continuing operations
before income taxes............... 5

Income from continuing operations. 3
Discontinued operations:

Loss from discontinued retail stores
operations, net of income tax benefits
of $196, $142 and $91 for the years
ended September 26, 1998, September
27, 1997 and September 28, 1996,
respectively.........cccoooiiiins (2

Loss on disposal of retail stores,

including provision on a pre-tax

basis of $401 for operating losses

during phase-out period and net of

income tax benefits of $834............ 1,2

Net income (10SS).......ccccvveeenneee. $ (1,2

Basic income (loss) per share:
Weighted average shares outstanding....  3,530,6

Income from continuing operations...... $ 0
Loss from discontinued operations...... $ (0.
Net income (10SS)........cccvvenee.. $ (0.

Diluted income (loss) per share:
Weighted average shares outstanding....  3,539,2
0.

Income from continuing operations...... $
Loss from discontinued operations...... $ (O
Net income (10SS)......cccevveeennnen. $ (O

The accompanying Notes to Consolidated Financial St
of these financial statements.

Year Ended
er 26, September 27, Sept
8 1997
25 $ 42,908 $ 3
58 27,181 2
67 15,727 1
05 10,328
69 3,391
- 218
93 1,790
66 17
21) (521)
38 1,286
98) 253
40 1,539
97) (214)
59) -
16) $ 1,325 $
57 3,433,929 3,39
10 $ 0.45 $
44) $ (0.06) $
34) $ 0.39 $
31 3,467,932 3,42
10 $ 0.44 $
44) $ (0.06) $
34) $ 0.38 $

atements are an integral part
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GREEN MOUNTAIN COFFEE, INC.
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For the years ended September 26, 1998, Septermp&®27 and September 28, 1996

(Dollars in thousands)

Common stoc k Additional  Accumulated Treasu ry stock Total
paid-in deficit stockholders'
Shares A mount capital Shares Amount equity
Balance at October 1, 1995..... 3,399,795 $ 340 $ 12421 $ (5,239) - - $ 7,522

Issuance of common stock
under employee stock

purchase plan................ 17,511 2 87 - - - 89
Net income . - - 1,262 - - 1,262
Balance at September 28, 1996.. 3,417,306 342 12,508 (3,977) - - 8,873
Issuance of common stock

under employee stock

purchase plan................ 17,790 2 106 - - - 108
Options exercised . 95,722 9 340 - - - 349
Net income.............. - - - 1,325 - - 1,325
Balance at September 27, 1997.. 3,530,818 353 12,954 (2,652) - - 10,655
Issuance of common stock

under employee stock

purchase plan................ 15,023 2 64 - - - 66
Purchase of treasury shares.... - - - - (7,350) (37) 37)
Net l0SS......cccvevveeninen. - - - (1,216) - - (1,216)
Balance at September 26,1998... 3,545,841 $ 355 $ 13,018 $  (3,868) (7,350) $ @3NS 9,468
The accompanying Notes to Consolidated Financial St atements are an integral part

of these financial statements.
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GREEN MOUNTAIN COFFEE, INC.
CONSOLIDATED STATEMENT OF CASH FLOWS

Cash flows from operating activities:

Net income (I0SS)......ccovcuveieriiiiieeeanns
Adjustments to reconcile net income (loss) to ne
cash provided by (used for) operating activ
Loss from discontinued operations..........
Loss on disposal of discontinued operations

Depreciation and amortization..............

Loss on disposal of fixed assets...........
Provision for doubtful accounts.....
Deferred income taxes...............c......
Changes in assets and liabilities:
Receivables..........cccccceiviiiiinnns
Inventories
Other current assets..........ccccccuveee..
Other long-term assets...........cccceueee
Accounts payable.............cccceeennee.
Accrued payroll......
Accrued eXpenses.........coveerieeenne.

Net cash provided by continuing operations
Net cash used for discontinued operations

Net cash provided by (used for) operating activitie

Cash flows from investing activities:
Expenditures for fixed assets....................
Capital expenditures for discontinued operations.
Proceeds from disposals of fixed assets..........
Proceeds from disposal of discontinued operations

Net cash used for investing activities.............

Cash flows from financing activities:
Proceeds from issuance of common stock..........
Purchase of treasury shares.....................
Proceeds from issuance of long-term debt........
Repayment of long-term debt....................
Principal payments under capital lease obligatio
Net change in revolving line of credit..........

Net cash provided by (used for) financing activitie

Net increase (decrease) in cash and cash
equivalents.........cccoeueeeeenniiiee s

Cash and cash equivalents at beginning of year.....

Cash and cash equivalents at end of year...........

Supplemental disclosures of cash flow information:

Cash paid for interest........ccccccveeeernnnn.
Cash paid for income taxes...........cccceeeene

The accompanying Notes to Consolidated Financial St

of these financial statements.

(Dollars in thousands)

Year ended

September 26, September 27, September
1998 1997 1996

$ (1,216) $ 1325 $ $1
t

ities:
297 214
1,259 -
2,754 2,311 1
63 240
577 171
(70) (308)
(1,247) (1,512)
(565) (1,948)
(325) 251
63 9
(1,823) 1,952
211 136
228 15
206 2,856 3
(406) (163)
S.. (200) 2,693 3
(3,375) (5,277) (2
(208) (90)
170 80
118 -
(3,295) (5,287) (2
66 458
(37) -
4,500 - 1
. (2,121) (947)
n.. (132) (114)
1,165 3,477 1
S.. 3,441 2,874
(54) 280
831 551

$ 77T % 831 $

$ 786 $ 507 $
$ 56 $ 46 3

atements are an integral part
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,262

167
,813

156
279

(274)
(510)
(250)
(180)
251
310
108

179
(45)

,134

,494)
(25)

,460)

89

509

(729)
(90)
212)

(433)

241
310

551

401



GREEN MOUNTAIN COFFEE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Nature of Business and Organization

The accompanying consolidated financial statemientade the accounts of Green Mountain Coffee, (the "Company") and its wholly-
owned subsidiary, Green Mountain Coffee Roastars,All significant inter-company transactions dalances have been eliminated.

The Company purchases high-quality arabica cofésmb for roasting, then packages and distributesotiisted coffee primarily in the
northeastern United States. The majority of the @amy's revenue is derived from its wholesale opmrathich serves restaurants,
supermarket, specialty food store, convenience sfood service, hotel, university, travel and adfcoffee service customers. The Company
also has a direct mail operation serving customati®@nwide.

The Company's fiscal year ends on the last Saturdagptember. Fiscal 1998, fiscal 1997 and fi4€&I6 represent the years ended
September 26, 1998, September 27, 1997 and Sept@&0E996, respectively, and consist of 52 weeks.

2. Significant Accounting Policies

Cash and cash equivalents

The Company considers all highly liquid investmgmnischased with a maturity of three months or tedse cash equivalents. Cash and cash
equivalents include money market funds which ardexhat cost, plus accrued interest, which appnatés market. The Company does not
believe that it is subject to any unusual credd ararket risk.

Inventories
Inventories are stated at the lower of cost or etarkith cost being determined by the first-insfiout method. Inventories consist primarily
of green and roasted coffee, packaging materialgparchased finished goods.

Hedging

The Company uses futures and options contractedgéehthe effects of fluctuations in the price @ coffee beans. These transactions mee
the requirements for hedge accounting, includirgigiation and correlation. To obtain a proper matglf revenue and expense, gains or
losses arising from open and closed hedging traéinsacare included in inventory as a cost of th@emwdity and reflected in the statement of
operations when the product is sold. Risks arige fthe possible inability of counterparties to mbetterms of their contracts and from
movements in the price of green coffee. The ovesglosure to credit risk is considered to be mihima

The Company had futures contracts outstanding jfeeqimately $714,000 and $610,000 at Septembet 283 and September 27, 1997,
respectively. The fair market value of these fusltaeSeptember 26, 1998 and September 27, 19936v8s000 and $599,000, respectively.
In addition, at September 26, 1998 the Company blihins covering an aggregate of 1,312,500 poohdseen coffee bean which are
exercisable in fiscal 1999 at prices ranging frahi7$ to $2.00 per pound. At September 27,1997Ctrapany held options covering an
aggregate of 375,000 pounds of coffee which weezasable in fiscal 1998 at a price of $2.00 parrmb The fair market value of these
options were not material at September 26, 1998Sampdember 27, 1997. The fair market value forftiheres and options was obtained from
a major financial institution based on the marlate of those financial instruments at Septembed 288 and September 27, 1997. At
September 26, 1998 and September 27, 1997, $11ar@D$19,000, respectively, of deferred hedgingdesvere included in the value of the
inventory in the accompanying consolidated balateet.

In June 1998, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadsllo. 133, "Accounting for
Derivative Instruments and Hedging Activities" (/&% 133"). This pronouncement will require the Comp#o recognize derivatives on its
balance sheet at fair value. Changes in the fédirevaf derivatives are recorded each period inenurearnings or other comprehensive ince
depending on whether a derivative is designatqhetsof a hedge transaction and, if it is, the tgpbedge transaction. The Company expects
that this new standard will not have a significeffiect on its results of operations. SFAS 133 fedive for fiscal years beginning after June
15, 1999, which is fiscal year 2000 for the Company

Other long-term assets

Other long-term assets consist of deposits, debaisce costs and a minority investment in Keurig, Debt issuance costs represent those
costs incurred in connection with the issuanceetfiit dAmortization is calculated using the strailjm-method over the respective original
lives of the applicable issue. Amortization caltethusing the straight- line method is not mathridifferent from amortization that would
have resulted from using the interest method. BBsotance costs included in other long-term asadtsei accompanying consolidated balance
sheet at September 26, 1998 and September 27 wi€¥®7$48,000 and $85,000, respectively. The mipaniestment, which represents less
than a 5% interest, is accounted for under theroeshod. The balance in the investment in Keurig, included in other long-term assets in
the accompanying consolidated balance sheet a¢i®bpt 26, 1998 and September 27, 1997 is $151aD8%E30,000, respectively.

Advertising costs
The Company expenses the costs of advertisingrdtaife the advertising takes place. At Septen6er1998 and September 27, 1997,
prepaid advertising costs of $184,000 and $54,@%pectively, were recorded in other current aseetsee accompanying consolidat



balance sheet. Advertising expense totaled $2,091$1,991,000 and $1,427,000 for the years endpteBiber 26, 1998, September 27,
1997 and September 28, 1996, respectively.

Fixed assets

Fixed assets are carried at cost, net of accuntLitpreciation. Expenditures for maintenance, reg@aid renewals of minor items are
charged to expense as incurred. Depreciation @siledéd using the straight-line method over thetssstimated useful lives. The cost and
accumulated depreciation for fixed assets soldedstor otherwise disposed of are relieved fromahcounts, and the resultant gains and
losses are reflected in income.

Equipment under capital leases is amortized ostitagght-line method over the shorter of the lease or the estimated useful life of the
equipment.

In order to facilitate sales, the Company followsirsdustry-wide practice of purchasing and loarinffee brewing and related equipment to
wholesale customers. These assets are also cargedt, net of accumulated depreciation.

Revenue recognition
Revenue from wholesale and direct mail sales isgmized upon product shipment.

Income taxes

The Company utilizes the asset and liability metbbdccounting for income taxes, as set forth mte&hent of Financial Accounting
Standards No. 109, "Accounting for Income TaxeSHAS109"). SFAS 109 requires the recognition oedef tax assets and liabilities for
the expected future tax consequences of tempoitieyehces between the financial statement carrgimgpunts of existing assets and
liabilities and their respective tax bases. Defétex assets and liabilities are measured usingtethdax rates in effect for the year in which
those temporary differences are expected to beveeed or settled.

Income (loss) per share

In February 1997 the Financial Accounting Stand&wolard issued Statement of Financial Accountingn@&ads No. 128, "Earnings Per
Share" ("SFAS 128"). This pronouncement superstiaeprevious methodology for the calculation ofhragys per share as promulgated
under APB Opinion No. 15. SFAS 128 requires pregant of "basic" earnings per share and "diluteathangs per share. The Company
adopted SFAS 128 in fiscal 1998. The restatemeal @irior periods presented in accordance with SEZ8 did not result in any material
change in earnings per share information previopsigented.

Statement of cash flows - non-cash investing amahiting activities During fiscal 1996, the Compdingnced approximately $109,000 for
the purchase of five service vehicles. Additionatigpital lease obligations of approximately $70,@@&re incurred when the Company
entered into leases for offices and loaner equipnidrere were no transactions of this nature duiisgal 1997 and fiscal 1998.

Financial instruments

The Company enters into various types of finanioistruments in the normal course of business. \Fdires are estimated based on
assumptions concerning the amount and timing d@hesed future cash flows and assumed discount rafkesting varying degrees of
perceived risk. The fair values of cash, cash edjents, accounts receivable, accounts payablejed@xpenses and debt approximate their
carrying value at September 26, 1998. It was natfprable to estimate the fair value of a minoirityestment representing less than 5% of
preferred stock of an untraded company: that imeest is carried at its original cost of $151,000 &130,000 at September 26, 1998 and
September 27, 1997, respectively.

Use of estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect amounts reported ia¢hempanying consolidated financial statementtuaaesults could differ from those
estimates.

Significant customer credit risk and supply riskkT®@ompany has one customer, Hannaford Bros. Gop@market chain, which accounted
for 9.9%, 11.6% and 13.9% of net sales from comtigwperations in the years ended September 2@, Baptember 27, 1997 and Septer
28, 1996, respectively. The extensive network obMoonvenience stores, owned by Mobil Corporatioty independent franchisees,
accounted for approximately 14.4%, 17.3% and 1405%et sales from continuing operations in the gearded September 26, 1998,
September 27, 1997 and September 28, 1996. Duringame periods, Mobil convenience stores owneparhted by Mobil Corporation,
rather than by franchisees, made up less than X@B& €Company's revenues.

The majority of the Company's customers are locatdke northeastern part of the United States.cEotration of credit risk with respect to
accounts receivable is limited due to the large memof customers in various industries comprisiig@ompany's customer base. The
Company does not require collateral from custorasrsngoing credit evaluations of customers' payristory are performed. The Compe
maintains reserves for potential credit lossessath losses, in the aggregate, have not exceedealjeraent's expectations.

Reclassifications
Certain reclassifications of prior year balancegehaeen made to conform to the current present:



3. Inventories

Inventories consist of the following:

Se ptember 26, 1998 September 27,1997
Raw materials and supplies................... $ 2,832,000 $ 2,148,000
Finished goods..........cccecveeeennnnnen. 2,804,000 3,076,000

$ 5,636,000 $ 5,224,000

As of September 26, 1998, the Company had fixezkpriventory purchase commitments for green cdffeding approximately $5.1 millio
The Company believes, based on relationships éstiall with its suppliers in the past, that the akon-delivery on such purchase
commitments is remote.

4. Fixed Assets

Fixed assets consist of the following:

Usef ul

Life in September 26, September 27,

Yea rs 1998 1997
Leasehold improvements.................... 5- 10 $ 2,363,000 $ 2,409,000
Production equipment................. 10 5,338,000 5,310,000
Office equipment and software 10 6,275,000 5,492,000
Equipment on loan to wholesale customers... 1 - 5 5,976,000 5,042,000
Vehicles......coooviiiiiiiieie 2- 4 384,000 319,000
Construction-in-progress. .................. 179,000 1,590,000

Total fixed assets........cccceeerunns 20,515,000 20,162,000

Accumulated depreciation................... (9,715,000) (8,904,000)

$ 10,800,000 $ 11,258,000

Fixed assets includes approximately $354,000 ofpeder and loaner equipment held under capital feas&eptember 26, 1998 and
September 27, 1997, respectively. At Septembet 283 and September 27, 1997, related accumulafgéaation on the equipment under
capital leases was approximately $334,000 and $R06respectively. Total depreciation and amoritraéxpense from continuing operati
relating to all fixed assets was $2,754,000, $2@10 and $1,813,000 for fiscal 1998, 1997 and 188hectively.

During fiscal 1997, the Company embarked on an esipa of its central production and distributiocifidy in order to increase capacity and
streamline operations. In connection with this pang, certain equipment with a net book value of8$2Q0 was abandoned for no proceeds.

5. Income Taxes

The provision (benefit) for income taxes from cantng operations for the years ended September@8B, September 27, 1997 and
September 28, 1996 is as follows:

September 2 6, September 27, September 28,
1998 1997 1996

- $ 355,000 $ 447,000

17,0 00 114,000 120,000
Benefit of net operating loss
carryforwards.................. - (408,000) (533,000)
Total current..........ccccceeees 17,0 00 61,000 34,000

Deferred tax expense (benefit)
Federal........coccovviieninenne. 187,0 00 514,000 606,000
State...ceeeiiieeeeee 30,0 00 284,000 (2,605,000)




00 798,000 (1,999,000)
00) (1,112,000) 2,278,000
00 $ (253,0000 $ 313,000

SFAS 109 is an asset and liability approach thaires the recognition of deferred tax assets mtiilities for the expected future tax
consequences of events that have been recognitled @ompany's financial statements or tax retumastimating future tax consequences,
SFAS 109 generally considers expected future evahts than enactments of changes in the tax lawtes.

Certain adjustments were made to state deferredssats during fiscal 1997 and are reflected irsthie deferred tax expense.

Deferred tax assets (liabilities), including temguyrdifferences related to discontinued operationssgist of the following:

September 26,  September 27,
1998 1997

Deferred tax assets:

Net operating loss carryforwards................ . $ 1,077,000 $ 1,044,000

Federal investment tax credits.................. 8,000 27,000

Vermont state manufacturers investment tax credi t... 2,627,000 2,627,000

Section 263A adjustment............cccceee...... 4,000 47,000

Other reserves and temporary differences........ 916,000 147,000

Gross deferred tax assets...........ccocveeeen. 4,632,000 3,892,000

Deferred tax asset valuation allowance.......... (2,355,000) (2,391,000)
Deferred tax liability:

Depreciation............coceevviviieenennnnnn. (90,000) (150,000)

Net deferred tax assets........c.ccecevrnenne. . $ 2,187,000 $ 1,351,000

At September 26, 1998, the Company has net opgriatas carryforwards and investment tax credit§éderal income tax reporting purpo:
of $2,512,000 and $8,000, respectively, which esxipire between fiscal 1999 and 2009. In additinoiNovember 1996, the Company
received notification from the State of Vermontttiidad approved a $4,041,000 manufacturers invesst tax credit pertaining to certain
fixed assets purchased between July 1, 1993 ared3yrl 996, which will expire in 2005. The resudtiuteferred tax asset, which is
substantially offset by a valuation allowance gBacted in the above table net of the federakfect.

Realization of the net deferred tax assets is dig#ron generating sufficient taxable income piaathe expiration of the loss carryforwards.
During fiscal 1997, the deferred tax asset valuasittowance was reduced by $1,112,000, based plyngoon estimates of future taxable
income. Although realization is not assured, manmage believes that the net deferred tax assetgepte management's best estimate, based
upon the weight of available evidence as prescrib&FAS 109, of the amount which is more likelgiimot to be realized. If such evidence
were to change, based upon near-term operatingeswud longetterm projections, the amount of the valuation aloge recorded against
gross deferred tax asset may be decreased or secteflso, if certain substantial changes in then@any's ownership should occur, there
would be an annual limitation on the amount of lcagyforwards which could be utilized, and resioics on the utilization of investment tax
credit carryforwards.

A reconciliation for continuing operations betwdaba amount of reported income tax expense (bersefid)the amount computed using the
U.S. Federal Statutory rate of 34% for fiscal 1898 fiscal 1997 and 35% for fiscal 1996 is as feo

Septemb er 26, September 27, September 28,
199 8 1997 1996

Tax at U.S. Federal Statutory rate....... $ 18 3,000 $ 437,000 $ 610,000
Increase (decrease) in rates resulting from:

Other nondeductible items........... 22,000 20,000 22,000

State taxes, net of federal benefit. 42,000 73,000 (2,597,000)

Deferred tax asset valuation

allowance and other............... ( 49,000) (783,000) 2,278,000

Tax at effective rates................... $ 1 98,000 $ (253,000) $ 313,000

6. Discontinued Operatior



On May 29, 1998, the Company announced that itauagbted a plan to discontinue its company-ownedllrgtbre operations. The Company
has closed six of its retail stores as of Septer@befl998, and is planning to close the remainivig $tores in the first half of fiscal 1999.
Accordingly, the retail stores are reported asatitioued operations for all periods presented. Ungéeerally accepted accounting principles,
the operating results of such operations are bsdggegated from the continuing operations and tegaeparately on the statement of
operations. A provision for anticipated losses @mtahtinued operations through disposal date isdhas management's best estimates and is
included in fiscal 1998.

The estimated loss on disposal of the retail stperations is $1,259,000 (net of a tax benefit88F45000). The pre-tax loss on disposal of
$2,093,000 consists of an estimated loss on dispbsiae business of $1,692,000 and a provisiof48fl,000 for anticipated losses from
29, 1998 (the measurement date) until disposal.ld$weon disposal includes provisions for estimdtede termination costs, write-off of
leasehold improvements and other fixed assetsraese and employee benefits.

Net sales from the retail store operations wer6%3000, $4,926,000 and $4,970,000 for the yeatsdBeptember 26, 1998, Septembel
1997 and September 28, 1996, respectively. Neepaxfrom the sale of retail assets totaled $1080fiscal 1998.

The assets and liabilities of the discontinuedilrefgerations at September 26, 1998 are reflecteal et current liability in the accompanying
consolidated balance sheet. The net liabilitiethefdiscontinued operations in the September 283 £t8nsolidated balance sheet are
summarized as follows:

Current assets, Net....cccoccvvcvvvevcenieneces $ 97,000

Fixed assets, Net.......ccoccevvvvvveinnciees e 564,000
Deferred tax assets, Net......ccccccvveeeeceeeees e 570,000

Other long-term assetS......ccccccvevviceeenneee e 51,000

Less provision for losses on assetS.....ccccceeee.. e (643,000)

Net realizable value of assets from discontinued op erations......... 639,000
Estimated accrued costs on disposal of discontinued operations...... (817,000)
Net accrued losses and other costs of discontinued operations, net.. $ (178,000)

7. Credit Facility

The Company maintains a credit facility (the "Ctdehcility") with Fleet Bank - NH ("Fleet"). Borrawgs are collateralized by substantially
all of the Company's assets. During fiscal 1998,Glompany amended its Credit Facility and incredisedimit of the revolving line of credit
from $6,000,000 to $9,000,000 and extended the tefwharch 31, 2001. In addition, the Company wase able to borrow up to $4,500,000
in term debt with a maturity of March 31, 2003. Bdite revolving line of credit and term debt acdnterest daily and pay interest monthly,
in arrears. Principal payments on the term de7&{000 per month will commence on October 31, 1999

The principal amounts outstanding on the revolling of credit at September 26, 1998 and Septe2bet997 were $5,150,000 and
$3,985,000, respectively. The outstanding balamcihe term debt at September 26, 1998 was $4,500]0 proceeds of $4,500,000 were
used to pay down $1,547,000 of outstanding facditg equipment term loans as well as fund workaggtel requirements.

The interest paid on the line of credit and terftdearies with the prime and LIBOR interest rat&sSeptember 26, 1998, the interest rate on
$3,000,000 of the principal amount outstandinghenrevolving line of credit was at the one-montBOR rate plus 250 basis points or
8.09%, the interest rate on $1,500,000 of thedineredit was at LIBOR plus 250 basis points 01684l while the interest on the remaining
portion (equal to $650,000) was at the prime rai®.5%. At September 26, 1998, the interest ratther$4,500,000 term debt was equal to
LIBOR plus 275 basis points or 8.41%.

The terms of the Credit Facility also provide floe tmaintenance of specified financial ratios arstriet certain transactions without prior b
approval. The Company was in compliance with thesenants at September 26, 1998.

On May 29, 1998, the Company entered into a staniiéernational Swap Dealers Association Inc. ietérate swap agreement with Fleet
National Bank to manage the interest rate risk@aged with its Credit Facility. The swap agreemtead a notional amount of $6,000,000 .
matures in May 2001. The effect of the swap agregseo limit the interest rate exposure to adixate of 5.84% (versus the 30-day LIBOR
rate). In accordance with the agreement and onrghiyobasis, interest expense is calculated basdtefloating 30-day LIBOR rate and the
fixed rate. If interest expense as calculated éagr based on the 8y LIBOR rate, Fleet National Bank pays the défere to the Compar

if interest expense as calculated is greater basede fixed rate, the Company pays the differéanddeet National Bank. For the year ended
September 26, 1998, interest expense was not @matémpacted by the swap agreement. Dependindumtuiations in the LIBOR rate, the
Company's interest rate exposure and its relatpddton interest expense and net cash flow magaseror decrease. The Company is
exposed to credit loss in the event of nonperformaay the other party to the swap agreement; howaweaperformance is not anticipated.

The fair value of the interest rate swap is thevested amount that the Company would receive ortpdgrminate the agreement at the
reporting date, taking into account current interates and the credit worthiness of the countéypat September 26, 1998, the Company
estimates it would have paid $68,000 to terminagesigreemen



8. Long-term Debt

September 26, September 27,

1998 1997
Fleet line of credit (Note 7)......ccoeeveeeeeee. L $ 5,150,000 $ 3,985,000
Fleetterm debt (Note 7) ...cccoovvvvvevevceeees L 4,500,000 -
Facility and Equipment Term Loans ......cccceeee.c.. L. 195,000 2,100,000
Central Vermont Economic Development Corporation De benture. 459,000 532,000
Vermont Economic Development Authority Promissory N ote..... 93,000 138,000
Computer Equipment Installment Loans............... ... 2,000 73,000
Service Vehicle Installment Loans........cccccc..... L 41,000 68,000

10,440,000 6,896,000
Less current portion........ccceeeeevvcveeeenneees 249,000 943,000

$ 10,191,000 $ 5,953,000

Facility and Equipment Term Loans As part of thedirFacility, the Company has financed fixed agsethases under five term loans wit
are collateralized by a senior lien on substantilll of the Company's assets and by a securigrést in the fixed assets for which the
borrowings are made. The interest rate on all feans under the credit facility is equal to theskrsof 25 basis points above Fleet's variable
base rate or 275 basis points above the LIBORfoateaturities of up to one year. Four of theseaut of five were paid down in fiscal
1998 with the proceeds of the new term debt. Theieing facility and equipment loan matures on ®etdl5, 2000 and has monthly
installments of principal and interest paymentamfroximately $9,000. At September 26, 1998, theairing facility and equipment loan
bore interest at 8.38%.

Central Vermont Economic Development Corporatiob@&uweure The debenture from the Central Vermont Beoa Development
Corporation (CVEDC) is guaranteed by the U.S. Sfaafliness Administration. The debenture mature®ctober 1, 2003 and requires equal
monthly principal and interest payments of apprately $8,500 and carries a fixed interest rate.813%. The debenture is secured by a
secondary security interest in the related fixesktssand is guaranteed by the majority stockhalfidtre Company. Additional guarantees will
be required of any stockholder obtaining more t2@% ownership of the Company.

Vermont Economic Development Authority Promissomgté&The Vermont Economic Development Authority pigsary note is payable in
monthly principal and interest installments of appmately $4,300 over seven years, with an intenast of 5.5%. The note matures on
August 11, 2000 and is collateralized by a secondecurity interest in the related fixed asset® Toompany may not pay any dividends with
respect to its capital stock, whether in cash atiack, without the prior approval of the VermorbBomic Development Authority. The note
contains covenants related to restrictions on pmeeats of certain portions of the Company's renmgimiutstanding debt as defined in the
underlying agreement. The Company was in compliavitethese covenants at September 26, 1998.

Computer Equipment Installment Loans The compujeienent installment loan notes bear interest@@%®. and require monthly
installments of principal and interest of approxiena $700 through December 1998.

Service Vehicle Installment Loans The service Mehitstallment loans represent several loans tnfiing institutions for the purchase of
service vehicles. The notes bear interest at eofate8% and require monthly installments of prpatiand interest totaling approximately
$2,500 through February 2000.

Maturities
Maturities of long-term debt for years subsequer§éptember 26, 1998 are as follows:

Fiscal Year
1999......... $ 249,000
2000......... 1,133,000
2001......... 6,144,000
2002......... 992,000
2003......... 997,000
Thereafter... 925,000
$ 10,440,000

9. Treasury Stock

On September 4, 1998, the Board of Directors ai#bdithe repurchase, at management's discretiarp td $500,000 worth of outstanding
shares of the Company's common stock at marketgrit September 26, 1998, the Company had repsedha 350 shares for $37,000.

10. Employee Compensation Pl



Stock Option Plans

Prior to the establishment on September 21, 1998eé&mployee stock option plan (the "1993 Plaihi§,Company granted to certain key
management employees, individual non-qualifiedlstmation agreements to purchase shares of the Goyispeommon stock. All such
options presently outstanding are fully vested laad an original expiration date after the fifth aensary following the date of grant or ear

if employment terminates. Effective July 26, 198& term of 141,440 of such options was extendedricadditional five years. The exercise
price of these options exceeded the fair marketevaf the common stock at the date of the extengibBeptember 26, 1998, 141,440 opti
were outstanding under these individual agreements.

The 1993 Plan provides for the granting of bottemtive and non-qualified stock options, with anraggte number of 75,000 shares of
common stock to be made available under the 1983. Eiffective July 26, 1996, the total number @rsis of authorized common stock to be
made available under the 1993 Plan was increas2ds@®00. The option price for each incentive stopton shall not be less than the fair
market value per share of common stock on the afageant, with certain provisions which increase dption price to 110% of the fair mar
value of the common stock if the grantee owns itesxz of 10% of the Company's common stock at tteeafagrant. The option price for ee
non-qualified stock option shall not be less th&%6&f the fair market value of the common stocthatdate of grant. Options under the Plan
become exercisable over periods determined by tlaedBof Directors. At September 26, 1998 and Selpeerd7, 1997, options for 66,631
and 158,204 shares of common stock were availablgrant under the plan, respectively.

Option activity is summarized as follows:

Number of Weighted-average
Shares Option Price Exercise Price
Outstanding at October 1, 1995 314,389 $ 255-850 $ 6.67
Granted 18,400 6.25-8.50 7.30
Exercised - - -
Canceled (16,627) 8.02-8.50 8.16
Outstanding at September 28, 1996 316,162 2.55-8.50 6.63
Granted 46,000 6.125-9.625 6.96
Exercised (95,722) 2.55-6.875 3.66
Canceled (8,200) 8.50 8.50
Outstanding at September 27, 1997 258,240 6.00-9.625 7.73
Granted 100,834 6.375-10.00 9.00
Exercised - - -
Canceled (9,261) 6.25-8.5 7.60
Outstanding at September 26, 1998 349,813 $ 6.00-10.00 $ 8.10
Exercisable at September 26, 1998 221,292 $ 6.00-9.625 $ 7.75
Options outstanding Options exercisable
Number Weighted Weighte d Number Weighted
outstanding at average average exercisable at average
Range of September 26, remaining exercis e September 26, exercise
exercise price 1998 (years) price 1998 price
$ 6.00-6.63 57,762 6 $ 6.23 26,750 $ 6.08
7.00-7.50 36,143 8 7.06 24,000 7.04
8.02 141,444 5 8.02 141,444 8.02
8.50 38,464 6 8.50 27,598 8.50
9.63-10.00 76,000 9 9.97 1,500 9.63
349,813 221,292

Employee Stock Purchase Plan

On September 21, 1993, the Company approved thetiadwf an Employee Stock Purchase Plan (the 'Hase Plan™). Under the Purchase
Plan, the Company reserved 75,000 shares of constook for purchase by eligible employees. The PasetPlan provides for five annual
offerings of 15,000 shares of common stock pernife plus any unissued shares from prior fiscalrgeEach participating employee has the
option to purchase a maximum number of shares ¢qu#l% of the participant's base pay, divided 5%&f the market value of the comn
stock at such time, subject to a pro rata reduafashares if the annual aggregate maximum numicghiares offered by the Company would
otherwise be exceeded.

On October 5, 1998, the Company registered on F8rthe 1998 Employee Stock Purchase Plan. Unidepln, eligible employees may
purchase shares of the Company's common stoclectubjcertain limitations, at not less than 8xpeat of the lower of the beginning



ending withholding period fair market value as defi in the plan. A total of 150,000 shares of comistock have been reserved for issuance
under the plan. There are two six month withholdiegods in each fiscal year, with the first withding period starting on September 27,
1998.

The Company has chosen to continue to accountdok-$ased compensation using the intrinsic valeéhod prescribed by Accounting
Principles Board Opinion No. 25 "Accounting for &itdssued to Employees". Accordingly, no compesa¢ixpense was recognized under
the Plan for employees during fiscal 1998, fis@97 or fiscal 1996. The Company has adopted thedadisre-only provision of Statement of
Accounting Standards No. 123 "Accounting for StBelsed Compensation” ("SFAS 123"). Had compensatshbeen determined based on
the fair value of options granted to employeesatgrant date consistent with the provisions of SBo. 123, the Company's net income and
net income per share for the years ended Septe26h&098, September 27, 1997 and September 28,4896 have decreased to the pro
forma amounts indicated below:

Fiscal 1998 Fiscal 1997 Fiscal 199 6

Net income (loss) As reported $ (1,216) $ 1,325 $ 1,26 2
Pro forma (1,336) 1,219 1,23 7

Diluted net income (loss) per share As reported (0.34) 0.38 0.3 7
Pro forma (0.38) 0.35 0.3 6

The fair value of each stock option under the 1BE® is estimated on the date of the grant usia@thck-Scholes optiopricing model witr
the following assumptions: an expected life of @rge 6 years and 6 years in fiscal 1998, 1997 886,Irespectively; an average volatility of
64%, 67%, and 67% for fiscal 1998, 1997, and 1@3pectively; no dividend yield; and a risk-freeenaist rate of 4.56%, 6.11% and 6.24%
for fiscal 1998, 1997 and 1996 grants, respectively

The fair value of the employees' purchase rights @simated using the Black-Scholes model witifaHhewing assumptions for fiscal 1998,
1997 and 1996: an expected life of one year; expeadlatility of 64%, 67%, and 67% respectivelydanrisk-free interest rate of 4.59%;
5.51% and 5.66%, respectively. The weighted avefa@igealue of those purchase rights granted icafid 998, fiscal 1997 and fiscal 1996
was $1.98, $2.79 and $2.35 respectively.

11. Defined Contribution Plan

The Company has a defined contribution plan whielets the requirements of section 401(k) of therhaieRevenue Code. All employees of
the Company with one year or more of service wieoadieast twenty-one years of age are eligibfgtticipate in the plan. The plan allows
employees to defer a portion of their salary omeatpx basis and the Company contributes 50% otamsacontributed by employees up to
5% of their salary. Company contributions to thenphmounted to $160,000, $96,000, and $73,00bé&years ended September 26, 1998,
September 27, 1997 and September 28, 1996, resggcti

12. Loans to Officers

During fiscal 1998 and fiscal 1997, the Companywaeéd to certain executive officers promissoryasan the principal amount of $178,000
and $55,000, respectively. Interest accrues omtipaid principal at the prime rate as reportedhénWall Street Journal and is payable upon
the maturity of the note. During fiscal 1998, thiane rate was 8.5% throughout the year. All notatstanding at September 26, 1998 are
expected to be repaid to the Company during fi$88B. The balance on these notes, including $790@0crued interest, at September 26,
1998 was $185,000. At September 27, 1997, the balan loans to officers was $57,000, including 8Q,6f accrued interest.

13. Commitments, Lease Contingencies and Contirlgabtlities

Leases

The Company leases office and retail space, pradydlistribution and service facilities and cantaguipment under various non-cancelable
operating leases, with terms ranging from one oytars. Property leases normally require paymeatoinimum annual rental plus a pro-
rata share of certain landlord operating expergasl rent expense under all operating leases Wa9$,000, $1,376,000 ,and $991,000 in
fiscal 1998, 1997 and 1996, respectively (net dblease income of $67,000, $54,000, and $33,008¢alf1998, 1997 and 1996,
respectively).

The Company has entered into a capital lease, phnfiar loaner and office equipment. At the enctloé lease term, the Company has the
option to either buy the equipment at fair marladtie or renew the lease on a year-to-year basminMim future lease payments (net of
committed sublease agreements of $121,000 for figza 1999, $38,000 for fiscal year 2000, $33,0Giscal year 2001, and $11,000 for
fiscal year 2002) under non-cancelable operatingds and capital leases, for years subsequenptensiger 26, 1998 are as follows:

Fiscal Year Operating Lea ses Capital Lease
1999, . $ 1,240, 000 $ 12,000
2000......cciiieiieiieene 1,146, 000 -
2001....cciiiiiiiieiene 1,074, 000 -

2002......cccieiieiies 746, 000 -



000 -
oo 12,000
Less amount representing interest.. o -
Presentvalue of obligations under
capital lease ................... $ 12,000

14. Earnings per share

The following table illustrates the reconciliatiohthe numerator and denominator of basic andetilincome per share from continuing
operations computations as required by SFAS No.(d@®ars in thousands, except share and per stwed:

Year ended
September 26, September 2 7, September 28,
1998 1997 1996
Numerator - basic and diluted earnings per share:
Net income from continuing operations............... $ 340 $ 1,5 39 $ 1,429
Denominator:
Basic earnings per share - weighted average shares outstanding...... 3,530,657 3,433,9 29 3,399,795
Effect of dilutive securities - employee stock opti ONS..ccevennnnn. 8,574 34,0 03 27,815
Diluted earnings per share - Weighted average share s outstanding.... 3,539,231 3,467,9 32 3,427,610
Basic earnings per share.......cccecvevvveeveceee e, $ 0.10 $ 0. 45 $ 0.42
Diluted earnings per share.......cccccvecvveee e $ 0.10 $ 0. 44 $ 0.42

During fiscal 1998 options to purchase 341,239ehaf common stock at exercise prices ranging 6o $10 per share were outstanding
but were not included in the computation of dilutlecbome per share because the options' exercise was greater than the market price of
the common shares. These options were still oudsigrat September 26, 19¢



Schedule Il - Valuation and Qualifying Accounts fbe fiscal years ended September 26, 1998, Septe?ih 1997, and September 28, 1996

Additions
Balan ceat Chargedto Charged to
Beginn ing of Costs and Other Balance at
Description Per iod Expenses Accounts Deductions End of Period
Allowance for doubtful accounts:
Fiscal 1998........ccccoeviieneaenn. $ 1 16,000 $ 577,000 $ - $ 315,000 $ 378,000
Fiscal 1997.....cccccvvcvirenrinnenn. $ 80,000 $ 171,000 $ - $ 135,000 $ 116,000
Fiscal 1996.......cccccoeeveneanenne. $ 63,000 $ 156,000 $ - $ 139,000 $ 80,000
Deferred tax asset valuation allowance
Fiscal 1998........cccccvvivenrinnnn. 91,000 $ - $ - $ 36,000 $ 2,355,000
Fiscal 1997... 03,000 $ -8 - $1,112,000 $ 2,391,000
Fiscal 1996.......cccccoeeveneanennn. 25,000 $2,605,000 $ - $ 327,000 $ 3,503,000




Vermont Economic Development Authority
58 East State Street
Montpelier, VT 05602

August 25, 1998

Robert Britt, Chief Financial Officer
Green Mountain Coffee Roasters
33 Coffee Lane

Waterbury, VT 05676-1529

RE: Vermont Economic Development Authority Loanov€nant Amendment
Dear Bob:

Jo Bradley has referred your August 14, 1998 léttene, in which you request a change to Sectida)1ef the August 11. 1993 Loan
Agreement between VEDA and GMCR concerning the @yjs ability to make loans to its stockholderséeffs/directors. After reviewing
your letter and the recent financial performanacg @ndition of GMCR, as well as GMCR's fine loastbry with VEDA, the Authority
hereby agrees to amend the Loan Agreement foidbal fyear ending September 26, 1998 and therdaftdiminate Section 14(e). Hopefu
this will provide the company and certain of ity lkeamployees with additional financial flexibilitp tmanage their affairs.

If you have any questions, please do not hesitatentact me.
Sincerely,

/sl Steven J. Greenfield

Deputy Manager



GREEN MOUNTAIN COFFEE, INC.
1998 EMPLOYEE STOCK PURCHASE PLAN

Article 1 - Purpose.

This 1998 Employee Stock Purchase Plan (the "Planfitended to encourage stock ownership by @iéé employees of Green Mountain
Coffee, Inc. (the "Company"), a Delaware corporat@nd its participating subsidiaries (as defimediticle 17) so that they may share in the
growth of the Company by acquiring or increasingjitiproprietary interest in the Company. The Padasigned to encourage eligible
employees to remain in the employ of the Compami@nparticipating subsidiaries. The Plan is idigthto constitute an "employee stock
purchase plan” within the meaning of Section 428¢tje Internal Revenue Code of 1986, as ameritied'Code").

Article 2 - Administration of the Plan.

The Compensation Committee of the Board of Direc{tre "Committee") will administer the Plan. Thérpretation and construction by the
Committee of any provisions of the Plan or of apyian granted under it shall be final, unless othse determined by the Board of Directt
The Committee may from time to time adopt suchgaled regulations for carrying out the Plan asaymieem best, provided that any such
rules and regulations shall be applied on a unifoasis to all employees under the Plan. No memidgsedBoard of Directors or the
Committee shall be liable for any action or deteration made in good faith with respect to the Rlaany option granted under it.

Notwithstanding the foregoing, the Board of Direstehall at all times retain the power to admimigtés Plan. In such event, the wc
"Committee" wherever used herein shall be deemeaakian the Board of Directors.

Article 3 - Eligible Employees.

All employees of the Company or any of its parttipg subsidiaries who have completed 30 days @i@ment and whose customary
employment is more than 20 hours per week shadligéle to receive options under the Plan to pasghcommon stock of the Company, and
all eligible employees shall have the same rights@ivileges hereunder. Persons who are eligitvipl@yees on the first business day of any
Payment Period (as defined in Article 5) shall ree¢heir options as of such day. Persons who becgligible employees after any date on
which options are granted under the Plan shallraetgd options on the first day of the next suctegBayment Period on which options are
granted to eligible employees under the Plan. Darsovho are not employees of the Company shalbaaligible to receive options under
this Plan. In no event, however, may an employegraeted an option if such employee, immediatelgrehe option was granted, would be
treated as owning stock possessing five percen} (8¥more of the total combined voting power omeadf all classes of stock of the
Company or of any parent corporation or subsidiamnporation, as the terms "parent corporation"'authsidiary corporation” are defined in
Section 424(e) and (f) of the Code. For purposatetérmining stock ownership under this paragrétphyules of Section 424(d) of the Code
shall apply, and stock which the employee may pagehunder outstanding options shall be treatetbak swned by the employee.

Article 4 - Stock Subject to the Plan.

The stock subject to the options under the Plat kbahares of the Company's authorized but uatssommon stock, par value $0.10 per
share (the "Common Stock™), or shares of Commonk3teacquired by the Company, including sharestmased in the open market. The
aggregate number of shares which may be issuedgmiri the Plan is 150,000, subject to adjustrasmrovided in Article 12. If any option
granted under the Plan shall expire or terminatafy reason without having been exercised induihall cease for any reason to be
exercisable in whole or in part, the unpurchasedeshsubject thereto shall again be available uthaelPlan.

Article 5 - Payment Period and Stock Options.

The Payment Periods shall consist of the first bithe Company's fiscal year and the second lidfleoCompany's fiscal year. The first
Payment Period will be the first half of the Comypari999 fiscal year.

Subject to the limitations set forth in the lastggaaph of this Article 5, twice each year, onfir& business day of each Payment Period, the
Company will grant to each eligible employee whthisn a participant in the Plan an option to pusehan the last day of such Payment
Period, at the Option Price hereinafter providead tlee number of shares provided in Article 6, ondition that such employee remains
eligible to participate in the Plan throughout theainder of such Payment Period. The participaall §e entitled to exercise the option so
granted only to the extent of the participant'suatglated payroll deductions on the last day of Se@pment Period. The Option Price per
share for each Payment Period shall be the le$$8r85% of the average market price of the Comrtwmck on the first business day of the
Payment Period and (ii) 85% of the average marke¢ pf the Common Stock on the last business @i#tyeoPayment Period, in either event
rounded up to avoid fractions of a dollar othemthi#d, 1/2, and 3/4. The Option Price shall be ettifio adjustment as provided in Article 12.

For purposes of the Plan, the term "average mariket" on any date means (i) the average (on thi) of the high and low prices of the
Common Stock on the principal national securitieshange on which the Common Stock is traded, ilGbenmon Stock is then traded on a
national securities exchange; or

(i) the last reported sale price (on that datethefCommon Stock on the Nasdag National MarkéthefCommon Stock is not then traded on
a national securities exchange; or (iii) the averafjthe closing bid and asked prices last quatedt{at date) by an established quotation
service for ove-the-counter securities, if the Common Stock is not reggbon the Nasdag National Market; or (iv) if themmon Stock is ne



publicly traded, the fair market value of the Conm&iock as determined by the Committee after takitgyconsideration all factors which it
deems appropriate, including, without limitatioacent sale and offer prices of the Common Stogliirate transactions negotiated at arm's
length.

For purposes of the Plan, the term "business dagns a day on which there is trading on the Nabtaigpnal Market or the aforementioned
national securities exchange, whichever is applécpbrsuant to the preceding paragraph, and iheeis applicable, a day that is not a
Saturday, Sunday or legal holiday in Vermont.

No employee shall be granted an option which perthi# employee's right to purchase stock undePldre, and under all other Section

(b) employee stock purchase plans of the Compadyay parent or subsidiary corporations, to acetuerate which exceeds $25,000 of fair
market value of such stock (determined on the datlates that options on such stock were granted)dch calendar year in which such
option is outstanding at any time. The purposdeflimitation in the preceding sentence is to cgmyith

Section 423(b)(8) of the Code. If the participaatsumulated payroll deductions on the last daypefPayment Period would otherwise
enable the participant to purchase Common Stoekdess of the Section 423(b)(8) limitation desatilethis paragraph, the excess of the
amount of the accumulated payroll deductions dveraiggregate purchase price of the shares actuaithased shall be promptly refunded to
the participant by the Company, without interest.

Article 6 - Exercise of Option.

Subject to the limitations in Article 16, each dig employee who continues to be a participatbh@Plan on the last day of a Payment Pe
shall be deemed to have exercised his or her optisguch date and shall be deemed to have purcfrasedhe Company such number of -
shares of Common Stock reserved for the purpotieed®lan as the participant's accumulated payedldtions on such date will pay for at
the Option Price, subject to the

Section 423(b)(8) limitation described in ArticlelB no event may any option be exercisable l&tan 27 months after the date of its grant. If
the individual is not a participant on the last déya Payment Period, then he or she shall nonhtesl to exercise his or her option. Only full
shares of Common Stock may be purchased undeldahe Bhused payroll deductions remaining in a padint's account at the end of a
Payment Period by reason of the inability to puseha fractional share shall be carried forwardhéortext Payment Period.

Article 7 - Authorization for Entering the Plan.
An employee may elect to enter the Plan by filllad, signing and delivering to the Company an atithtion:

A. Stating the percentage to be deducted reguilaoty the employee's pay;
B. Authorizing the purchase of stock for the empleyn each Payment Period in accordance with thestef the Plan; and
C. Specifying the exact name or names in whichkspacchased for the employee is to be issued asdad under Article 11 hereof.

Such authorization must be received by the Compaigast ten business days before the first dalgeohext succeeding Payment Period and
shall take effect only if the employee is an eligibmployee on the first business day of such Paymeriod.

Unless a participant files a new authorization ghdraws from the Plan, the deductions and purchasder the authorization the participant
has on file under the Plan will continue from or@g/ent Period to succeeding Payment Periods asaletite Plan remains in effect.

The Company will accumulate and hold for each pigdint's account the amounts deducted from higppay. No interest will be paid on
these amounts.

Article 8 - Maximum Amount of Payroll Deductions.

An employee may authorize payroll deductions imarount (expressed as a whole percentage) nohi@sohe percent (1%) but not more
than ten percent (10%) of the employee's total @rsation, including base pay or salary and anytiover bonuses or commissions.

Article 9 - Change in Payroll Deductions.
Deductions may not be increased or decreased dartayment Period. However, a participant may wétvdn full from the Plan.
Article 10 - Withdrawal from the Plan.

An employee may withdraw from the Plan (in wholé bot in part) at any time prior to the last dayadPayment Period by delivering a
withdrawal notice to the Company, in which case@oenpany will promptly refund the entire balancehaf employee's deductions not
previously used to purchase stock under the Plan.

To re-enter the Plan, an employee who has prewioushdrawn must file a new authorization at le@st business days before the first day of
the next Payment Period in which he or she wisbgstticipate. The employee's re-entry into thenPlacomes effective at the beginning of
such Payment Period, provided that he or she éigible employee on the first business day ofRlgment Perioc



Article 11 - Issuance of Stock.

Certificates for stock issued to participants shalldelivered as soon as practicable after eacim@atyPeriod by the Company's transfer ag
except as provided in Section 16.

Stock purchased under the Plan shall be issueditotiiy name of the participant, or if the partanips authorization so specifies, in the name
of the participant and another person of legalagint tenants with rights of survivorship.

Article 12 - Adjustments.

Upon the happening of any of the following desalie@ents, a participant's rights under optionstghonder the Plan shall be adjusted as
hereinafter provided:

A. In the event that the shares of Common Stock beasubdivided or combined into a greater or $enadumber of shares, or if, upon a
reorganization, split-up, liquidation, recapitativa or the like of the Company, the shares of Cami8tock shall be exchanged for other
securities of the Company, each participant stebititled, subject to the conditions herein sta@gurchase such number of shares of
Common Stock or amount of other securities of tbenffany as were exchangeable for the number of slsfu@ommon Stock that such
participant would have been entitled to purchasepixfor such action, and appropriate adjustmdrea be made in the Option Price per
share to reflect such subdivision, combinationx@hange; and

B. In the event the Company shall issue any ashtwres as a stock dividend upon or with respetteshares of stock of the class which shall
at the time be subject to option hereunder, eaditymant upon exercising such an option shall biitled to receive (for the purchase price
paid upon such exercise) the shares as to whicpatiipant is exercising his or her option amdadldition thereto (at no additional cost),
such number of shares of the class or classesithwhich stock dividend or dividends were declamepaid, and such amount of cash in lieu
of fractional shares, as is equal to the numbehafes thereof and the amount of cash in lieuaatifsnal shares, respectively, which the
participant would have received if the participhatl been the holder of the shares as to whichatteipant is exercising his or her option at
all times between the date of the granting of syation and the date of its exercise.

Upon the happening of any of the foregoing evahtsclass and aggregate number of shares setifiofttiicle 4 hereof which are subject to
options which have been or may be granted undePlére and the Option Price shall also be appragyiadjusted to reflect the events
specified in paragraphs A. and B. above. Notwitigditag the foregoing, any adjustments made purgogmaragraphs A. or B. shall be made
only after the Committee, based on advice of cduiese¢he Company, determines whether such adjustsngould constitute a
"modification” (as that term is defined in Sectié2d of the Code). If the Committee determines snah adjustments would constitute a
modification, it may refrain from making such adjuents.

If the Company is to be consolidated with or acegiiby another entity in a merger, a sale of afiudrstantially all of the Company's assets or
otherwise (an "Acquisition"), the Committee or theard of directors of any entity assuming the dalns of the Company hereunder (the
"Successor Board") shall, with respect to optidvetoutstanding under the Plan, either (i) makegpiate provision for the continuation of
such options by arranging for the substitution nrequitable basis for the shares then subjectdi sptions either (a) the consideration
payable with respect to the outstanding shareseo€ommon Stock in connection with the Acquisitif),shares of stock of the successor
corporation, or a parent or subsidiary of such eaafion, or (c) such other securities as the SisoreBoard deems appropriate, the fair ma
value of which shall not materially exceed the faarket value of the shares of Common Stock subjestich options immediately preceding
the Acquisition; or (ii) terminate each participardgptions in exchange for a cash payment equaktexcess of (a) the fair market value on
the date of the Acquisition, of the number of seaECommon Stock that the participant's accumdlpseyroll deductions as of the date of
Acquisition could purchase, at an option price deteed with reference only to the first businesg dathe applicable Payment Period and
subject to the Code Section 423(b)(8) and fractishare limitations on the amount of stock a pg#int would be entitled to purchase, over
(b) the result of multiplying such number of shabgssuch option price.

The Committee or Successor Board shall determmadjustments to be made under this Article 12 isndketermination shall be conclusive.
Article 13 - No Transfer or Assignment of Employees Rights.

An employee's rights under the Plan are the empleydone and may not be transferred or assigned &wvailed of by, any other person o
than by will or the laws of descent and distribatidny option granted under the Plan to an employag be exercised, during the employ
lifetime, only by the employee.

Article 14 - Termination of Employee's Rights.

Whenever a participant ceases to be an eligibld@me because of retirement, voluntary or involantarmination, resignation, layoff,
discharge, death or for any other reason, his origlets under the Plan shall immediately termipated the Company shall promptly refund,
without interest, the entire balance of his oreyroll deduction account under the Plan. Notwithding the foregoing, eligible employment
shall be treated as continuing intact while a pgoréint is on military leave, sick leave or othenadide leave of absence, for up to 90 days, or
for so long as the participant's right t-employment is guaranteed either by statute or Ioyraot, if longer than 90 day



If a participant's payroll deductions are interagpby any legal process, a withdrawal notice wélidonsidered as having been received from
the participant on the day the interruption occurs.

Avrticle 15 - Termination and Amendments to Plan.

Unless terminated sooner as provided below, the $Hall terminate on September 30, 2008. The Penbma terminated at any time by the
Company's Board of Directors but such terminatioallshot affect options then outstanding underRla. It will terminate in any case when
all or substantially all of the unissued sharestotk reserved for the purposes of the Plan hage parchased. If at any time shares of stock
reserved for the purpose of the Plan remain aJaifa purchase but not in sufficient number tassgtall then unfilled purchase
requirements, the available shares shall be appedi among participants in proportion to the amadfipayroll deductions accumulated on
behalf of each participant that would otherwisaibed to purchase stock, and the Plan shall tereniblion such termination or any other
termination of the Plan, all payroll deductions oséd to purchase stock will be refunded, withoterest.

The Committee or the Board of Directors may frometito time adopt amendments to the Plan providail without the approval of the
stockholders of the Company, no amendment maydterially increase the number of shares that magsued under the Plan; (i) change
the class of employees eligible to receive optiamder the Plan, if such action would be treatethasdoption of a new plan for purposes of
Section 423(b) of the Code; or (iii) cause the mions of Section 16(b) of the Securities ExchaaAgeof 1934 to become inapplicable to the
Plan.

Article 16 - Restrictions on the Exercise of Optios.
The other provisions of this Plan notwithstanding:

A. This Plan shall terminate if the stockholderstaf Company do not approve it within 12 montherats adoption by the Board of Directc
Certificates representing shares issuable upoaxercise of options before stockholder approvdllvglretained by the Company until the
stockholders approve the Plan. If the stockholdersot approve the Plan the Company will issuehares under the Plan, and it will return
to the participants their accumulated payroll déidns.

B. The Committee, in its sole discretion, may regais a condition to the exercise of options thatunderlying shares be registered under the
Securities Act of 1933, as amended, and that aéirdegal requirements necessary, or in the Coraee¥tiopinion, desirable from the
Company's standpoint, to the exercise of the optimnsatisfied or waived.

Article 17 - Participating Subsidiaries.

The term "participating subsidiary" shall mean angsent or future subsidiary of the Company, astére is defined in Section 424(f) of the
Code, which is designated from time to time byBloard of Directors to participate in the Plan. Buard of Directors shall have the power
to make such designation before or after the Blapproved by the stockholders.

Article 18 - Optionees Not Stockholders.

Neither the granting of an option to an employeethe deductions from his or her pay shall contgisuch employee a stockholder of
shares covered by an option until such shares hese actually purchased by the employee.

Article 19 - Application of Funds.

The proceeds received by the Company from theadalmmmon Stock pursuant to options granted urttePian will be used for general
corporate purposes.

Article 20 - Notice to Company of Disqualifying Diposition.

By electing to participate in the Plan, each pariot agrees to notify the Company in writing imnagely after the participant transfers
Common Stock acquired under the Plan, if such tearmecurs within two years after the first bussday of the Payment Period in which
such Common Stock was acquired. Each participatitduagrees to provide any information about sutfansfer as may be requested by the
Company or any subsidiary corporation in orderssist it in complying with the tax laws. Such dispions generally are treated as
"disqualifying dispositions" under Sections 421 @2d of the Code, which have certain tax conseqet participants and to the Company
and its participating subsidiaries.

Article 21 - Withholding of Additional Income Taxes.

By electing to participate in the Plan, each paotiot acknowledges that the Company and its ppédiitig subsidiaries are required to
withhold taxes with respect to the amounts deduftted the participant's compensation and accumdlfatiethe benefit of the participant
under the Plan, and each participant agrees tha@dmpany and its participating subsidiaries majudeadditional amounts from the
participant's compensation, when amounts are atddén participant's account, used to purchase Gumfatock or refunded, in order



satisfy such withholding obligations. Each partipfurther acknowledges that when Common Stopkiishased under the Plan the
Company and its participating subsidiaries maydugiired to withhold taxes with respect to all graation of the difference between the fair
market value of the Common Stock purchased amlitshase price, and each participant agrees tbhttaxes may be withheld from
compensation otherwise payable to such participgistintended that tax withholding will be accolshed in such a manner that the full
amount of payroll deductions elected by the paréint under Article 7 will be used to purchase Comi8tock. However, if amounts
sufficient to satisfy applicable tax withholdingligiations have not been withheld from compensatibrerwise payable to any participant,
then, notwithstanding any other provision of tharRthe Company may withhold such taxes from thégyaant's accumulated payroll
deductions and apply the net amount to the purcbB8@mmon Stock, unless the participant pays ¢oGbmpany, prior to the exercise date,
an amount sufficient to satisfy such withholdindigétions. Each participant further acknowledgest the Company and its participating
subsidiaries may be required to withhold taxesoimnection with the disposition of stock acquirediemthe Plan and agrees that the Com|
or any participating subsidiary may take whatewtioa it considers appropriate to satisfy such hatkding requirements, including deducting
from compensation otherwise payable to such ppetitian amount sufficient to satisfy such withhoddiequirements or conditioning any
disposition of Common Stock by the participant ugiom payment to the Company or such subsidiann@&maount sufficient to satisfy such
withholding requirements.

Article 22 - Governmental Regulations.

The Company's obligation to sell and deliver shafé€Sommon Stock under the Plan is subject to gpraval of any governmental authority
required in connection with the authorization, &ste or sale of such shares.

Government regulations may impose reporting orradhigations on the Company with respect to trenPFor example, the Company may
be required to identify shares of Common Stockddsunder the Plan on its stock ownership recordssand tax information statements to
employees and former employees who transfer tituth shares.

Article 23 - No Special Employment Rights.

The Plan does not, directly or indirectly, creat@ny employee any right with respect to contiraratif employment by the Company, and it
shall not be deemed to interfere in any way with@ompany's right to terminate, or otherwise maqdify employee's employment at any
time.

Article 24 - Participant Assumes Investment Risk.

By purchasing stock through participation in thigrPthe participating employees assume the compkitef an investment in the Company's
common stock, including the risk of price fluctweis in the market for the common stock. The Compmamygive no assurance that the
participants will be able to resell shares purctiabeough this Plan for the price they pay for themder this Plan, or at all.

Article 25 - Governing Law.

The validity and construction of the Plan shalgoeerned by the laws of the State of Delaware, autlyiving effect to the principles of
conflicts of law thereof.

Article 26 - Approval of Board of Directors and Stackholders of the Company.

The Plan was adopted by the Board of Directorsubn24, 1998



CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form S-8 datetdiégc 5, 1998 of Green Mountain
Coffee, Inc. of our report dated November 18, 18pBearing on page F-2 of Green Mountain Coffee;d@mnual Report on Form 10-K for
the year ended September 26, 1998. We also cotusth@ application of such report to the Finan&itement Schedule for the three years

ended September 26, 1998 listed under Item 14ioFbrm 10-K when such schedules are read in catipmwith the financial statements
referred to in our report.

/sl PricewaterhouseCoopers LLP
Bost on, Massachusetts

Decenber 18, 1998



ARTICLE 5

This schedule contains summary financial infornragatracted from the balance sheet dated 9/26/88renstatement of operations for the
fiscal year ended 9/26/98 and is qualified in iirety by reference to such financial statements

CIK: 0000909954
NAME: GREEN MOUNTAIN COFFEE, INC.
MULTIPLIER: 1,000

PERIOD TYPE OTHER
FISCAL YEAR END SEP 26 199
PERIOD START SEP 28 199
PERIOD END SEP 26 199
CASH 777
SECURITIES 0
RECEIVABLES 5,167
ALLOWANCES 37¢
INVENTORY 5,63¢
CURRENT ASSET¢ 12,75¢
PP&E 20,51¢
DEPRECIATION 9,71t
TOTAL ASSETS 24,56:
CURRENT LIABILITIES 4,90¢
BONDS 10,19
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 35¢
OTHER SE 9,11t
TOTAL LIABILITY AND EQUITY 24,56:
SALES 55,82t
TOTAL REVENUES 55,82t
CGS 36,55¢
TOTAL COSTS 36,55¢
OTHER EXPENSE! 13,80¢
LOSS PROVISION 0
INTEREST EXPENSE 821
INCOME PRETAX 53¢
INCOME TAX 19¢
INCOME CONTINUING 34C
DISCONTINUED (1,556
EXTRAORDINARY 0
CHANGES 0
NET INCOME (1,216
EPS PRIMARY (0.34
EPS DILUTED (0.34
End of Filing
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