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EXECUTIVE SUMMARY

KEY CONFERENCE QUOTES FROM SPEAKERS

“Most fundamental change takes about 30 years to be an overnight success.”
Bob Johansen, IFTF Distinguished Fellow, Institute For The Future, USA

“To build a paperless supply chain should be a basic.”

Franck Mariambourg, Global Customer Supply Chain Solutions, Kraft Foods, USA

"If it costs more, it's the wrong solution [for retail-ready packaging]."

Joe Dybell, Director Distribution & Supply Chain CR/SR, Tesco, Czech Republic

"When you want to increase turnover and profit with happy customers, reduce
out-of-shelves - it’s the easiest and simplest way."

Dieter Dornauer, Logistics Director, Spar, Austria

“Is out-of-stocks always going to be the most important thing?”

Mike Lewis, Professor of Operations and Supply Chain Management, Bath University
School of Management, United Kingdom

“New technology plus old organisation equals expensive old organisation!”

Thomas Schachner, Senior Director Supply Chain Services, McDonald's Europe, Austria

“It is probably one of the biggest business opportunities to preserve our world.”

Robert Swan, Polar Traveller and EU Ambassador for the Environment
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stakeholders, which means both business partners and different teams within each
company (commercial, supply chain etc.).

Turkey case study

P&G measured OOS at over 20% for 11-store cash & carry chain Tespo. After identifying the
root causes (unforecasted demand and shelf replenishment), the partners implemented a
five-point plan, including training for better stocking/ordering and an alert system to email
the back office as soon as an OOS is seen on the shelf. The plan resulted in a drop in OOS
on P&G brands from 22% in November 2005 to 3% in July 2006.
Among the key lessons are that “It’s not complicated but it is hard
work”; you have to keep it simple; and develop “sustainable,
systemic fixes”.

Q&A

Regarding technology in developing markets, Tom Torre noted that
RFID is further off, although email is used by retail chains. In terms of
transport, he explained that more than 70% of P&G’s volume flows
through distributors, who do a lot of forecasting and are able to offer
extra deliveries in response to demand.

Delivering Value for Shoppers through Retail- Ready
Packaging

Joe Dybell, Director Distribution & Supply Chain CR/SR, Tesco, Czech Republic
Graeme Carter, Supply Chain Director, Procter & Gamble, United Kingdom

"If it costs more, it's the wrong solution."
(Joe Dybell)

Joe Dybell pointed out two underlying problems: the
difficulty for customers in seeing products once the shelf-
edge item has gone; and poor perceptions of
availability — with UK chains having at least one-third
dissatisfied customers on this point. This creates a "lose-
lose" situation for the retailer and manufacturer, since
shoppers may buy in another store, delay the purchase
or choose another brand.

Joint IT & Supply Chain
Conference 2006

Retail-ready packaging
(RRP) should make products easy for consumer to find. This
requires solutions that are adapted to the product and the
assortment; Tesco uses low-grade cardboard for its Value
range and silver-coloured trays for its premium brand Finest.
However, "If it costs more, it's the wrong solution,” Joe Dybell
insisted. To develop RRP without increased costs, the retaliler,
manufacturer and packaging company have to plan ahead,
rather than make last-minute changes. Such collaboration will
involve trial and error, but can be done at low cost thanks to
the use of small trials and the benefits of growing
standardisation.
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Graeme Carter underlined that RRP has evolved from a focus on shelf-ready to a wider
definition of the "functional needs" - in other words, RRP that is easy to identify, open,
replenish, dispose and shop. "Shelf-ready trays aren't the one and only answer," he
underlined, as proved by Tesco’s use of dollies to move bananas along its supply chain,
without any extra cardboard or plastic packaging.

Since there is no “one size fits all””, companies have to be very clear on the pros and cons
for each category and SKU. Scale will be critical in resolving the dilemma of delivering
products in an easier way without higher costs. Above all, companies have got to be
patient, Graeme Carter urged, and take the time to collaborate, rather than rush out
solutions. To support standardisation in RRP, P&G and Tesco are among those companies
involved in an ECR Europe project to develop “guiding principles” for RRP.

Q&A

Joe Dybell argued that the main problem with RRP as seen by shoppers is the clearance of
cardboard. However, they do appreciate easier-to-find products even if they don’t say so
in RRP surveys, he suggested. Procter & Gamble’s Pringles, with its coloured boxes, is a good
example of how RRP gets the customer’s attention even when the facing edge is gone.

AFTERNOON SESSION: SERVING THE STORE

The Results of Implementing an Event Forecasting System at

Waitrose
Liz Gemmill, Head of Supply Chain Systems, Waitrose, United Kingdom
Rob Thompson, Head of Supply Chain, Waitrose, United Kingdom

“Demand forecasting at supermarkets is about knowing what the customer is going to buy
before they even know what they are going to buy themselves.” (Liz Gemmill)

Warehouse QOrdering

Under its old set-up, Waitrose combined central
Forecast Rules

forecasting with store forecasts. While this was
generally accurate, the system didn’t
anticipate peaks in demand - it reacted to
events, leading to lots of manual intervention.
As a result, half of short-life forecasts were off by
more than 0.5 cases, while extra stock was used
to overcome uncertainty in demand. These

i § Chain . .
Ronbints i shortcomings led to increased waste, lost sales

and lower productivity.

Liz Gemmill and Rob Thompson’s team developed a business case for a new forecasting
system. Having decided against an in-house development because of the complexity of
the algorithms, Waitrose selected a toolkit from SAS and did a parallel-run at five stores. The
system did improve accuracy but not as much as hoped because of measuring problems —
mainly because zero demand distorted Mean Average Percentage Error (MAPE). So
Waitrose changed its measure to accuracy to the nearest fraction of a case, which proved
more effective.
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The retailer then ran a three-month live trial covering nearly the whole assortment and
several peaks in demand (e.g. Valentine’s Day, Easter). The
results included a 3-11% fall in wastage, a 25-30% drop in the
amendment rate, a 3-7% decrease in stocks, although there
was no change in sales or out-of-stocks. As next steps, Waitrose
is to extend the trial from 14 to 21 stores in October, before
rolling out the system to all stores in 2007.

Q&A

Liz Gemmill explained that the SAS toolkit was used to build the
demand-forecast algorithm, supported by other software
developed by Waitrose for events and reviews. Concerning
behavioural change, Rob Thompson stressed the importance,
especially during the roll-out, of explaining to stores the value of
the new system and the reasons behind errors.

Carrefour’s Experience with Optimising Deliveries to the
Store

Xavier Hua, Suppliers' Interface Director, Carrefour, France

“Pooling implementation can be driven by any party involved in the chain.” ||

Xavier Hua gave an update on Carrefour’s use of pooling
and consolidation for supplier deliveries. The initiative
supports Carrefour's supply chain mission, "Create value by
maximising on-shelf availability", which aims to generate
three main benefits: increase turnover by reducing out-of-
stocks; increase cash by reducing inventories; increase
competitiveness by reducing costs.

Among the benefits of pooling and consolidation, Carrefour
has seen a 20% reduction in inventory at its French
distribution centres (DCs). Poland meanwhile represents the
biggest improvement for Carrefour: there the retailer has
eliminated DC inventory completely by combining pooling
and cross-docking; cut out-of-stocks by half; and achieved a double-digit reduction in total
supply-chain costs.

As an example of supplier pooling, Cadbury and Sara Lee have combined their deliveries to
Carrefour's DCs in France by using specialist logistics providers. The results have included a
fall in stock levels from 10 to five days and a doubling of the frequency of deliveries. Overall,
key learnings for Carrefour include the fact that pooling implementation can be driven by
any party (retailer, supplier or logistics provider), and that IT makes a major contribution
upfront by making supply chain processes transparent. Looking ahead, Xavier Hua
encouraged retailers to get more suppliers on board in consolidated pools; the optimal size
for pooling is 1 million pallets per year, he suggested, and this can cover both large and
small suppliers.
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Q&A

Asked about the role of IT, Xavier Hua explained that the logistics provider manages this
part, processing EDI messages from Carrefour and its suppliers in order to optimise ordering
and truck-filling.

Fully Automated Order Picking in Grocery: lllusion or
Reality?

Tony Webster, Director Supply Chain Development, Albert Heijn, The Netherlands
Bas Hollander, Marketing & Sales Manager America, Dynamic Logistic Systems,
The Netherlands

“Don’t underestimate the organisational impact: you go from a manual warehouse to a ||

‘production plant’.” (Tony Webster)

Albert Heijn’s supply chain mission is “to make availability
affordable”. The Dutch retailer’s strategy in supply chain
reflects both the characteristics of its store network (e.g.
many small outlets with little stock) and market trends (e.g.
format differentiation leading to a greater variety of SKUS,
shortage and higher cost of labour). Broadly, this strategy wiill
focus in future on end-to-end supply chain control and supply
chain network re-design.

In the area of network re-design, Albert Heijn has decided to concentrate on mechanised
processes, with the aim of supporting network differentiation, store-friendly deliveries and
optimised availability. As part of this process, the retailer developed an automatic picking
system at one regional distribution centre in collaboration with specialist provider Dynamic
Logistic Systems (DLS).

DLS’s “Order Release Module” was designed as the optimal
solution for fast-movers in food and beverages, which
represent 80% of all cases handled. This automated system
feeds fast-movers from racks into long buffer lanes (which
allow enough stock to cover the high frequency of picking for
these items). The system then feeds out the products from
their respective lanes in the order required for each store
delivery. Among the technical innovations, DLS has patented
a drive method for moving the cases along, combining a
slight gradient with special friction rings for driving heavier
items. In parallel, the system uses a “mini-load” system with
the same long lanes but mixing various slow-movers. In terms
of cost, the mini-load section is stable whatever the volume,
provided you use it for many different slow-movers. For fast-movers, the cost per case falls
steadily as volume increases.

In terms of lessons in mechanisation, flexible order-assembly functionality and the quality of
data and packaging are key, while companies should not underestimate the
organisational impact of going from a warehouse to a “production plant”.
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Vendor Managed Inventory from a Retailer Perspective
Michael J. Kolodziej, Logistic Director, dm drogerie markt Gmbh + Co. KG, Germany

“If VMI is not to remain an eternal pilot, we need to work together in a transparent supply
chain.”

Drugstore retailer dm has over 800 stores in Germany, as
well outlets in several other countries in Central and Eastern
Europe. Collaboration is firmly established at the company,
based on the principle that retailer and supplier should look
in the same direction towards the consumer. Unfortunately
in trade relations, most people think that “my profit is your
loss”.

Historically, dm’s supply chain collaboration has evolved
from “Industrial Communication” (the precursor to ECR) in
the 1980s, to Electronic Data Interchange (EDI) and Vendor
Managed Inventory (VMI) since the 1990s. In EDI, the

- retailer’s extranet covers suppliers who together represent
94% of its turnover. For VMI, dm started with Colgate 10 years ago and has expanded its
programme to include 17 partners today.

Dm’s VMI strategy focuses on large manufacturers with complex supply chains (eight out of
dm’s 20-largest suppliers are included), excluding suppliers with just one brand in one
country. The programme has both raised accuracy and lowered number of days for
inventory compared to the overall average for dm’s suppliers. These results reflect the fact
that partners care about their image vis-a-vis the retailer, and support greater transparency
in the supply chain.

Q&A

In terms of first steps for doing VMI, Michael Kolodziej singled out the
importance of going to meet partners in order to discuss problems; a
conversation between dm and Procter & Gamble allowed them to
reduce the complaint rate from 60% to 15%. So while technology is
needed, confidence is key, he argued.

Delivering Value from RFID at Marks & Spencer
lan Mumby, Head of Supply Chain, Logistics & IT — Foods, Marks & Spencer, United Kingdom

“The benefits are real, the benefits are attainable.”

Having started RFID trials in 2001, Marks & Spencer (M&S) now has the foundation in order to
exploit the technology, lan Mumby argued. In terms of basic lessons learned, the retailer
found that: read rates are not an issue (even in heat, water, metal environments); readers
have progressed from costly portals to more efficient readers on wheels; you have to
choose carefully technology partners who understand your business; and suppliers have to
be convinced.
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Intake results

On the intake side (i.e. the retailer receiving goods from
suppliers), seven M&S depots and 100% of supplier sites are
enabled. They are now handling 5 milion trays, which
involves 1.8 million tags being written and read each week.
The benefit areas anticipated have been confirmed (e.g.
more accurate supplier outloading, improved availability)
while there has also been an unexpected gain in improved
performance in waste.

Outloading pilot

Launched in 2006, the pilot aims to assess depot-picking
accuracy and establish the benefits for depots and stores in
going over to RFID at this stage of the supply chain. Phase
one (now completed) involved six stores and one depot,
covering 40% of products. Phase two (in progress) involves
15 stores and three depots, raising the volume of tags
handled to 80,000 per week.

Among the learnings, the read rate of 98% proved too low to allow M&S to immediately
rewrite tags for wrong orders, so for the moment it is taking wrong products out of the pick.
One source of errors turned out to be suppliers pre-writing tags, with empty trays sometimes
being filled with product not corresponding to the tag. Another learning was that trays went
through the system much faster than expected, so M&S refocused on small and medium-
sized stores only so it could cope with the volume. A key benefit was having clean data: this
allowed M&S to establish true levels of picking accuracy, which were previously the subject
of very different perceptions from the depots (who saw near perfect accuracy) and stores
(who saw much lower performance).

lan Mumby offered the following conclusions:

- M&S is still learning but partners and stores are starting to see benefits
- Trust the technology - it is robust

- Challenge processes in your business and supply chain

- The value in RFID is maybe not where you first thought

Q&A

Regarding the unexpected benefits in waste levels, lan Mumby
explained that RFID allows you to spot an error more quickly;
whereas previously it might take 48 hours for an error to be detected
and a new pick made, with RFID this can be done in 12 hours. On
managing lots of extra data, he said you have got to decide where
the value is; for M&S this is at tray level, not at item level.
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WIN-WIN in McDonald's Supply Chain - Models of

Partnership with Logistics Service Providers
Thomas Schachner, Senior Director Supply Chain Services, McDonald's Europe, Austria

“New technology plus old organisation equals expensive old organisation!” ||

McDonald’s supply chain is based on a “three-legged stool”
(corporation-franchisees-suppliers). Operationally, it
concentrates on four key factors: people, quality, strategic
sourcing and innovation. In quality, for example, McDonald uses
a Supplier Performance Index that measures not just standard
key performance indicators (KPIs) like accuracy, but also issues
like succession plans and environmental impact. A new
requirement is nutritional balance and information, which now
appears on all McDonald’s packaging.

McDonald’s European logistics

In addition to its permanent need to assure supply (it simply
can’t afford to be out of stock), McDonald’s faces a number of supply chain challenges,
including the strong focus on fresh (in contrast to its previous focus on frozen and non-
premium ingredients). Concretely, the company’s logistics involves supplying restaurants
with around 100 sales items through two or three deliveries per week on average.
McDonald’s uses exclusively third-party logistics companies. They are responsible not only
for distribution (via distribution centres, or “Food Towns”) but also finance, since they buy
product from McDonald’s and sell it on to franchises (like a wholesaler), also incorporating
short-term fluctuations in food prices.

To meet its supply chain challenges, McDonald’s aims to drive innovation by leveraging
technology. In promotions, it has used demand planning based on sales analysis in order to
establish clear targets for how long restaurants should have promotional stock; in a US trial
covering a toy gift with Happy Meals, this doubled the number of restaurants hitting the
target period for running out of stock. In inventory management, meanwhile, McDonald’s
gave distributors the extra function of doing stock counts in the back of restaurants. This
relieved restaurant staff, who were unable to keep the stockrooms tidy, and let them
concentrate on serving customers.
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FRIDAY 13™ OCTOBER 2006

SESSION ON TECHNOLOGY AS A KEY

FACILITATOR TO SUPPLY CHAIN INTEGRATION

JerGonimo Martins’ Experience in Improving Stock Levels and
Sales through a B2B Portal Tool

Jose Silva Ferreira, National Logistics Director, Jeronimo Martins, Portugal
Goncalo Vieira, Supply Chain Director, Danone, Portugal

“The JM-Direct portal made a good contribution, but people made possible the big part of
[the benefits].” (Jose Silva Ferreira)

Portuguese retailer Jeronimo Martins has made internet portal “JM Direct-B2B” available to
all suppliers in order to increase rigour and transparency in the supply chain. Why? Firstly, the
retail industry is under pressure from various factors, including sophisticated consumers who
want lower prices and higher quality, and legislation that causes lots of problems in opening
stores. At the same time, collaboration is key in the supply chain: Jerbnimo Martins found
that 80% of retailers’ processes
require supplier input while 80% of
improvements come from
operating cost reductions.

JM Direct-B2B aims to create an
“open window” between the
retailer and its suppliers, eliminating
interface costs. To work, it is
essential for a logistics culture of
sharing information and
responsibility to replace the buying
culture that pushes costs back up
the chain. Concretely, JM Direct-
B2B enables information
exchange, via simple Excel spreadsheets, for processes such as order confirmation,
invoicing and forecasting. These processes are supported by detailed data, such as sales
per store/product and location status for units.

In terms of benefits, Jerdbnimo Martins has seen inventory in its distribution centres fall from 11
to four days’ sales, on-shelf availability rise from 95% to 97%, and like-for-like sales volume
grow. Among the manufacturers using the portal, Danone Portugal has increased its service
level from 97% to 98.5%, cut invoice errors by 10% and now has sales data per store, which it
didn’t have before.

Q&A

Regarding the changes brought by sharing more data, Jose Silva Ferreira said the change
wasn’t in organisation but in culture; retailers can be sceptical about giving data, but
Jer6bnimo Martins’ owner showed vision. Gongalo Vieira noted that Danone has to be more
focused since it now has the data to plan better and speed up finance.
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A Paperless Supply Chain

Franck Mariambourg, Global Customer Supply Chain Solutions, Kraft Foods, USA

“To build a paperless supply chain should be a basic.”

Building a paperless supply chain is not rocket science,
argued Franck Mariambourg. But companies tend to stop
at orders and invoices (which are now a “no brainer”),
even though they could use existing tools to do a lot
more. In the US, Kraft has been proactive in developing
B2B e-commerce with its customers, financially
encouraging retail customers to develop this, and
dedicating cross-functional team to support roll-out.

Among specific initiatives, the manufacturer has
implemented Advance Shipment Notices (ASN),
generating savings for dry products of $0.50 per case and
$116 per truck - which represents a huge gain when :
multiplied by total volume, Franck Mariambourg underlined. Kraft has also saved $2 million
by eliminating non-added-value activities and paper storage. In fact, the extent and size of
these benefits are often underestimated by companies.

Overall, to develop a truly paperless chain companies need in particular to build cross-
functional teams with partners in order to look at the whole supply chain, while also
understanding that there is no "one size fits all", with each partner having different needs.

Q&A

Franck Mariambourg explained that Kraft was trying to develop a single
point of entry to solve the problem of retailers restarting from scratch with
different divisions of the manufacturer. Regarding the AS2 standard, Kraft
agrees it makes sense and is ready to adopt if partners are ready, he said.

How Coles Myer Leverages Technology to Improve the
Efficiency of its Supply Chain

Peter Mahler, CIO, Coles Myer, Australia
Andrew Clarke, Senior Executive, Products, Managing Partner Asia-Pacific Retalil,
Accenture, Australia

“All the knowledgeable people we want to keep for the long term — we put them on the
projects.” (Peter Mahler)

Peter Mahler described the Australian retailer's five-year plan to overhaul its IT systems.
When Mahler arrived in 2002, the company had over 600 applications, with each retalil
banner using its own systems (petrol stations were even using hardware based on the
Commodore 64!). The IT department also tried to do all systems development in-house: "It
was building software for the sake of building software,” he noted. Coles Myer's new IT
strategy represents a five-year plan to 2010, with the aim of radically consolidating its
applications and processes.
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To achieve its goals, the company had both to change
its IT culture and to build the right infrastructure. In terms
of culture, it realised it needed "knowledge people" like
architects and system integrators, instead of
programmers, whose functions could be outsourced.
Mabhler also insisted on the need for one process per
function, even though more than one is possible, in order
to push the organisation to change.

Regarding infrastructure, Mahler's team improved the
network (some stores previously had an internet
connection of less than 10K) and created a central data
warehouse, the second-largest in Australia after the
government's. In this way, Coles Myer is "catching up" with other retail companies. Its IT
transformation represents one of the biggest anywhere in the world, Peter Mahler stressed,
and will peak during 2006/07, when 77 projects will be delivered.

Andrew Clarke explained “iTrade”, a system developed to allow
Coles Myer to cope with rapidly growing import volume, without
having to wait four or five years for new physical infrastructure.
Although Australia’s largest importer from Asia, Coles Myer’s
processes were broken, affected by a lack of standardisation and
the limited use of direct imports. This fragmented system
produced very poor performance, such as 6% on-time delivery in
China. Accenture first implemented a common systems platform,
Vastera, across all Coles Myer’s brands, and then incorporated
iTrade as the core system for end-to-end management of imports.
The solution is used by all partners in the chain including customs
offices, allowing paperwork to be done before goods arrive at
customs.

Q&A

To take into account the needs of each format, Peter Mahler said he introduced business
re-engineering teams; this means in practice that each banner still has its own systems but
these are now integrated into a common IT platform. In terms of human resources, Coles
Myer has increased its IT staff from 900 to 2,000, he explained, including 1,000 contractors
and 150 consultants. The idea is that key people work on big projects while legacy software

and hardware is outsourced.
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How Wal-Mart Uses Technology to Predict Sales and
Manage Logistical Challenges during an Environment of

Crisis such as Hurricane Katrina
Chrys Tarvin, Vice President, Global Supply Chain, Wal-Mart, USA

“It’'s more than just Katrina, it's those crises that happen every day.”

Companies face almost every day natural crises in the
supply chain, from hurricanes to ice storms, so it’s not just
about major disasters like Katrina, Chrys Tarvin explained.
She outlined four areas to consider in managing logistical
challenges:

1. Strategy. You need to have a plan that is simple and
based on what you know (e.g. weather patterns or sales
history showing what people eat during extreme
weather).

2. Culture. This is the foundation for Wal-Mart’s response, i.e.
its culture of helping customers. This culture has to
involve a commitment to action, as shown by Wal-Mart
founder Sam Walton going out in his pick-up truck to deliver goods during a storm.

3. People. Associates have to be empowered to act, while leaders should also be
identified with the response, as in the Sam Walton example. Communication is critical to
allow people to act; after Katrina, associates knew which stores were open/closed.

4. Technology. Applications have to be flexible in order to accommodate rapid change.
Wal-Mart’s replenishment systems predict most situations based on past events, but
flexibility is built in to allow people to redirect products where needed. At the same time,
standardised systems give associates and partners reliable information, as epitomised by
RetailLink. Finally, technology-related skills also have to be nurtured to cope with a crisis.

Q&A

Chrys Tarvin said she anticipates RFID will have a positive effect on forecasting. In terms of
forecasting systems, Wal-Mart combines an IBM system with customised aspects, she
explained.

From the Field to the Shelf - How ConAgra Manages its End-
to-End Supply Chain

Greg Smith, Senior Vice President, Supply Chain, ConAgra, USA

“We’ve moved from 90 different independent companies in the 1990s, which today leaves
us with over 700 legacy IT systems.”

ConAgra is only one year into operating an integrated supply chain, so it is at the cutting
edge of change. The supply chain forms part of the company’s strategy of transforming
itself into “one CPG company”. It has divested five major businesses and is now less than
half the size compared to when Greg Smith joined. In the supply chain, the basic aim is to
move from separate supply chains to an integrated one.
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Greg Smith gave examples of changes in various areas, including:

- Organisational structure: one person was put in charge of the whole supply chain.

- Procurement: before, ConAgra just had a “delivered price” for inbound freight without
any breakdown of costs for each stage. To improve its
cost visibility, it developed “formula pricing” for
purchasing.

- Manufacturing: the company implemented plans to
improve performance in areas like Overall EQuipment
Effectiveness (which was only about 50%) and
capacity utilisation (only 35%). The latter was raised by
plant closures and a focus on sites closer to
customers/consumers.

- Supply Chain: again, ConAgra’s operations were
fragmented and it was not leveraging its scale. One
change was to reduce its number of carriers from 500
to 50.

- Systems/IT: the company is moving from disparate
legacy systems to a single SAP system, while also synchronising data with key customers.

- Supporting processes: ConAgra simplified and focused its metrics (e.g. benchmarking
itself versus competitors) in order to get a balance between cost and quality of service.

ConAgra has forecast total annual savings of $300 milion from its supply chain
transformation. Although it only recently started implementation, working capital has
already been cut by 12% since mid-2006.

A Supply Chain Based on Changing Consumer Trends:
The Zara Case Study

Mike Lewis, Professor of Operations and Supply Chain Management, Bath University School
of Management, United Kingdom

|| “Is out-of-stocks always going to be the most important thing?”

The typical question now asked about Zara is, “How long can it
keep going?” It has an extraordinary business model that uses
almost no advertising, has very few markdowns (i.e. 85% full-ticket
sales versus an industry average of 60-65%), and which can
design and produce new collections in six weeks or less. Mike
Lewis summarised this model in three factors:

o Counter-intuitive value creation. Instead of focusing on out-
of-stocks as a “crime”, Zara creates a rarity effect by having
some empty shelves; this encourages people to buy quickly
and more regularly — Zara gets 7.5 visits annually per customer
in the UK, compared to just two for rival chain Next. This

fashion environment is also reinforced by Zara’s marketing, based on stylish store-layout

and passionate staff.

e Beware industry logic. From the start, Zara has been a manufacturer and a retailer,
operating an integrated, company-owned supply chain. Like in out-of-stocks, Zara has
gone against prevailing industry thinking, since most clothing retailers have exited
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manufacturing. At the same time, it is not afraid to learn from the best in other sectors,
such as Toyota.

e Balance loose and tight control. Zara has an information loop between its stores and
headquarters that combines technology (e.g. personal data assistants (PDASs) at stores)
and people (e.g. store managers and “market specialists” at headquarters talk two or
three times a week). Certain aspects of the supply chain are fixed (e.g. set time for
placing orders, 20% of total stock ordered pre-season), while a lot is left to the stores and
headquarters to react to demand (most clothing chains pre-order 50% of a season’s
stock). This is possible because Zara is a very flat organisation.

Turning to the food industry, Mike Lewis offered an example of a company that also uses
scarcity and availability in an innovative way - organic-food cooperative Riverford. It
delivers boxes of organic vegetables according to seasonal production and local
availability, which means that customers never know what they are getting.

Q&A

Mike Lewis argued that there is no automatic link between efficiency and inventory levels;
what is important is the tray utilisation rate. As another counter-intuitive example, Zara said
that it is only at about 50% utilisation rate for its La Coruna warehouse, but this works
because it needs the space to react to demand.

The Supplier View of RetailLink

Kenneth Forster, Group Director of Strategic Initiatives,

The Coca-Cola Company, USA

Bill Long, Vice President Director of General Merchandise Business Strategy, Asda,
United Kingdom

“This is available to every supplier of Wal-Mart — take advantage of it, that’s all Coca-Cola
has done.” (Kenneth Forster)

Companies seem to be stuck at the basic definition of commerce - the buying and selling
of goods - without reaching two further definitions — intellectual exchange and intimate
relationships. Wal-Mart’s RetailLink, first developed in 1992, is based on the principle of
creating "one version of the truth" for the retailer and its suppliers. Broadly, it offers suppliers
detailed information on their products (e.g. markdowns, inventory and location). Best
practices are supported by the RetailLink Steering Committee,
comprising 20 Wal-Mart and 20 supplier members. A recent
example of an improvement to come out of the committee is the
“Global Supplier ID”, which allows global suppliers to generate a
single report, rather than separate ones per country.

Kenneth Forster gave some examples of how Coca-Cola has
implemented changes by applying RetailLink data. In Canada,
the company saw it needed to grow sales both in core
categories and new ones like health and nutrition. It established
"clusters" of stores (e.g. "Upscale suburban & towns") and
developed solutions for each cluster. In Mexico, where Wal-Mart
has most experience of operating multiple formats, Coca-Cola
has taken segmentation further, building a "beverage
opportunity map" to create solutions for specific shopper profiles
and shopping occasions; this work has yielded double-digit growth for the year to date.
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Bill Long, meanwhile, mentioned an availability initiative in the UK.
RetailLink showed that moving products from the back room to
the shelf is often "the longest journey" in the supply chain, with
availability faling from 98% when products arrive at the store
stockroom to less than 95% on the actual shelves. Asda has
developed solutions like merchandisable units, retail-ready
packaging and demand-driven forecasting, which together
produced an improvement in availability of almost 2%.

Summing up, Kenneth Forster encouraged manufacturers to take
advantage of RetailLlink as Coca-Cola has done. It is not a
revenue source for Wal-Mart, Bill Long insisted: the retailer gives it
free of charge to suppliers in order to develop capabilities.

Q&A

Kenneth Forster explained that RetailLink had shifted Coca-Cola’s focus from the upstream
“concentrate” stage to the whole supply chain. Regarding Coca-Cola’s relationship with
other retailers, he noted that RetailLink has a knock-on effect on how it works with them.

Dell’s Paradigm Shift in the Way to Do Business
Dan O'Donnell, Director, Demand Planning EMEA Supply Chain, Dell, Ireland

“Dell has changed the rules of the way business is done in IT.”

Dell uses a “direct model” whereby it sells directly to customers
on a build-to-order basis. This means that it does not distribute
to retail stores or hold any stock in warehouses, giving it a time-
to-market advantage of over 80%. The model offers customers
the latest technology and lowest prices, while suppliers get
high volume and are able to focus resources because they
see what’s selling.

The company’s supply chain management coordinates the
flow of information and materials; for most products, it does
not take actual ownership until they exit the factory. In
physical terms, the chain works as follows: suppliers ship parts
from Asia by air or sea (the latter being much cheaper but much longer) to their logistics
centres located next to Dell’s assembly plants; they then deliver to the plant when orders
come in, and Dell makes the finished product within six hours, dispatching it to a sorting
centre for shipping to the customer.

This made-to-order system, in which Dell holds no stock and lead times from Asia are long,
depends on good, quick information feeding back to the suppliers. At the same time, Dell
shapes demand to allow for the constraints of its supply chain, offering customers different
prices depending on delivery dates. It also holds stock for non-value-added items, such as
monitors and printers, allowing the plants to concentrate on building computers to order. As
an illustration of how tight Dell’s chain is, the company’s plant in Limerick, Ireland, only has
two-and-a-half days’ work on its books at any given moment.
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Q&A

For after-sales service, Dell uses central hubs and support “nodes” around Europe that can
usually deliver a next-day fix if there is a fault on a machine. Asked if Dell loses impulse sales
by not being in stores, Dan O’Donnell pointed out that internet is a very good medium for
impulse buying, because of all the information available. Regarding Dell’s pilot showroom in
Austin, Texas, he explained that customers can test systems and place an order, but cannot
take the product away like in a store.

HIGHLIGHT PRESENTATION — LEADING ON THE

EDGE

Highlight Presentation — Leading on the Edge

Robert Swan, Polar Traveller and EU Ambassador for the Environment

|| “It is probably one of the biggest business opportunities to preserve our world.”

At the age of 11, inspired by a film on Antarctica, Robert
Swan decided to walk to the South Pole. At the age of 20,
he then decided to put his plan into practice and set about
raising the $5 milion needed for the expedition. He
managed to raise the funds after seven years, helped by
French explorer Jacques Cousteau, who agreed to lend his
name to the expedition on the condition that Swan and his
team show leadership by removing their rubbish afterwards.

To survive when walking to the South Pole, Swan’s team
followed a basic rule: “no miles south, no food”. Having
chosen not to carry any communication equipment out of
respect for the original polar explorers, the team had to
show trust and always follow the route chosen by the person at the front. They reached the
South Pole after 70 days and 1,600 km, but were immediately confronted with the news that
the ship due to collect them and their rubbish had sunk! Nonetheless, Swan stuck to his
commitment to clear up the rubbish: he flew to New Zealand to get a new ship and
returned a year later. This environmental commitment was reinforced by the discovery that
the team members had lost their skin and had their eyes burned because they had passed
under the hole in the ozone layer.

Swan’s next expedition was to the North Pole as part of a group of eight people from seven
countries. While trust was the crucial element in the South Pole mission, patience was
essential at the North Pole as Swan was leading inexperienced volunteers. The team faced
failure as the Arctic ice started to melt in April — four months early — but they managed to
reach the Pole by making use of the 24-hour sunlight in order to do 40-hour days. Swan
thereby became the first person to have walked to both the North and South Pole.
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He then attended the Earth Summit in Rio de Janeiro in 1992, committing himself to carrying
out global and local missions for kids. His global mission involved bringing 35 kids from 25
countries to Antarctica. The group decided to clear all the rubbish there (1,000 tons), which
Swan managed to do by raising £6 million. The local mission, meanwhile, focused on Africa
and AIDS education. Swan’s boat — called “2041”, the year in which the future of Antarctica
will be decided - was loaded on a lorry and went around South Africa, finishing at

; Johannesburg to coincide with the 2002
World Summit on Sustainable Development.
Swan’s next step was to circumnavigate
Africa in his boat to raise awareness about
AIDS and the environment, bringing with him
the first Africans to sail all the way around
their own continent.

Robert Swan continues to go back to
Antarctica — his fifth annual expedition will
take place in February and March 2007. At
around the same time, another project — an
education centre in Antarctica - wil be
launched, equipped with cameras and internet. Both Antarctica and the Arctic show that
climate change is a reality: sections the size of half the Netherlands are breaking off
Antarctica, while 20% of the North Pole’s ice caps have melted since 1979. We don’t inherit
our time on earth from our parents, Robert Swan concluded, we borrow it from our children.

For more information on Robert Swan and his
projects, please visit http://www.2041.com or write
to contact@2041.com.
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KEY CONFERENCE QUOTES FROM DELEGATES

“Covered many good subjects, especially collaboration efforts between
suppliers & retailers. | enjoyed the ability to speak one on one with other
retailers”

“Great topics, marvellous speakers and excellent organisation”

“Very well organised conference with a lot of interesting topics and
presentations. This is the second conference | have visited, and | am
planning to also joining the Supply Chain Conference in Prague”

“Excellent! Very informative presentations. Several opportunities for
networking with supply chain & IT leaders”

“It is a great way to network and at the same time find out about leading
activities”

“An enjoyable and well organised conference at an excellent venue. A
good range of relevant topics covered well and informatively”

“As usual, the best meeting of the year: concrete, useful, very well
organised”

“I got new ideas, other point of views regarding current issues in my
company”

“Excellent quality of speakers, contents, venue, organisation, very good
people and networking, what could | ask more?”

“Interesting presentation to challenge our approval, a lot of thing to think
about”

“Really very pragmatic and practical immediate learnings you get in the
conference”

“Everything was well-organised (as usual), the CIES staff is very friendly
and hospitable. The speeches were very interesting and the event on
Thursday evening was a real highlight. Perfect!”
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CIES TOP OF MIND ISSUES

Top of Mind Issues Voted at the CIES IT & Supply
Chain Conference 2006

326 Supply Chain and IT Directors from 33 countries were asked to vote on their
top of mind issues in Geneva during the CIES IT & Supply Chain Conference.

A list of 10 top of mind issues was drawn up by the CIES Supply Chain & IT
Committees and the conference delegates voted for their top 3 issues:

International Sourcing

Automation in the Supply Chain

Supply Chain & IT for Multi Channel / Multi Format Retailing
Developing People & Skills

Sustainable & Responsible Supply Chain

Effective In-Store Operational Management

Asset & Cost Management Optimisation

Managing Business Transformation

Creating Value through Innovation

Food Safety & Traceability

O O 0O 0O 0O 0o o o o o

THE RESULTS ARE AS FOLLOWS:

1. Creating Value through Innovation

2. Automation in the Supply Chain
3. Supply Chain & IT for Multi Channel / Multi Format Retailing
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CIES STORE TOUR PROGRAMME

11t October 2006

KEY STORE TOUR QUOTES FROM DELEGATES

“Good overall visits. | liked the fact that every retailer emphasised one technology they

thought was important”
“The overall experience of the tour was good”

“Well organised day with a real-life insight into a retailer's daily business”

“Immersion experiences like this are very valuable! Anything you can make it more

experimental (more than a tour) would be even better”

“Get to know what is the retailer's focus towards the consumers, what impact

technology has for the retailers' profit”

“Very interesting & very informative”
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CIES STORE TOUR PROGRAMME

11t October 2006

CIES would like to thank the following companies for welcoming 70 conference
delegates during the Store Tour Programme:

CcO & MANOR
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CIES DINNER & NETWORKING
Chateau de Coppet
12th October 2006
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CIES DINNER & NETWORKING
Chateau de Coppet
12th October 2006
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16" — 17" November
Madrid, Spain

January 2007

31% January —
2" February
Munich, Germany

15" — 16™ March
Monte-Carlo, Monaco

20" - 22" June
Shanghai, China

The CIES Marketing Forum

www.ciesmarketingforum.com

Top of Mind

www.ciesnet.com

CIES International Food
Safety Conference
Building Confidence in
Food Safety

www.ciesnet.com

CIES IT Conference

www.ciesit.com

The CIES World Food
Business Summit

www.ciesnet.com

N
L.

>> The event for Marketing Executives Seeking Retail
Insights, Innovation and Inspiration from Around the
World. The Forum will focus on two main themes:
Growth  through the Value of Brands &
Growth through Specific Marketing and Understanding
Consumer Trends.

Questions? Sharon JESKE
Tel: (+33) 1 44 69 99 36
marketing@ciesnet.com

>> Top of Mind is an exclusive annual survey of food
business executives worldwide. It reveals the key
issues for retailers and manufacturers in the year
ahead.

Questions? Gustavo TROMPIZ
Tel: (+33) 1 44 69 99 32
foodbusinessnews@ciesnet.com

>> An event for Food Safety experts and stakeholders
in the retail business.

Questions? Mark PICKUP
Tel: (+33) 1 44 69 99 21
m.pickup@ciesnet.com

>> An event for executives in IT in retail seeking
ways to improve customer satisfaction and
business through IT.

Questions? Sharon JESKE
Tel: (+33) 1 44 69 99 36
it@ciesnet.com

>> An event for top-level executives in the food business
that provides insights into the key challenges facing our
sector and an unparalleled opportunity for networking
among CEOs.

Questions? Rhoda LANE-O’KELLY
Tel: (+33) 1 44 69 84 88
summit@ciesnet.com
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11" — 12" October
Prague, Czech Republic

21% — 23" October
London, United Kingdom

7" — 8" November
Brussels, Belgium

18" — 20" June
Munich, Germany

The CIES Supply Chain
Conference

www.ciessupplychain.com

CIES Future Leaders
Congress

www.ciesflp.com

The CIES Marketing Forum

www.ciesmarketingforum.com

The CIES World Food
Business Summit

www.ciesnet.com

>> An event for Supply Chain and Logistics executives
: retail business.

Questions? Sharon JESKE
Tel: (+33) 1 44 69 99 36
marketing@ciesnet.com

>> An event for future leaders of the food business to
analyse the competitive dynamics in the grocery sector
and to enable future leaders to further develop their
potential and enhance their contribution to the business.

Questions? Rhoda LANE-O’KELLY
Tel: (+33) 1 44 69 84 88
flp@ciesnet.com

>> An event for executives in Marketing, Sales &
Business Development and Customer Management.

Questions? Sharon JESKE
Tel: (+33) 1 44 69 99 36
marketing@ciesnet.com

>> An event for top-level executives in the food
business that provides insights into the key challenges
facing our sector and an unparalleled opportunity for
networking among CEOs.

Questions? Rhoda LANE-O’KELLY
Tel: (+33) 1 44 69 84 88
summit@ciesnet.com

Www.clesnet.com
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W \\/HAT IS CIES — THE FOOD BUSINESS FORUM?

CIES - The Food Business Forum is the only independent global food business network. It serves the
CEOs and senior management of 175 retailer and 175 supplier member companies, and their
subsidiaries, in over 150 countries.

CIES retailer members alone generate over $2,000 billion, employ 4.5 million people and operate
close to 600,000 stores representing a total sales area of 160 million square metres.

CIES has been growing with the food business for over 50 years. Its strength lies in the active
commitment of its member companies and its privileged access to key industry players.

With its headquarters in Paris and its regional offices in Washington, D.C. and Singapore, CIES —
The Food Business Forum serves its members throughout the world.

CIES MISSION

» to provide a platform for knowledge-exchange, thought-leadership and networking and

» to facilitate the development of positions and tools on key strategic and practical issues
affecting the industry.

CIES PRODUCTS

CIES Products include international management programmes, newsletters and studies as well as
tailor-made member services.

Each programme is headed by a retailer-led committee or a task force whose role is to identify
top-of-mind issues.

Current programmes are The World Food Business Summit, Future Leaders, Marketing, IT, Supply
Chain, Food Safety & Food Business in Society.

For additional information visit www.ciesnet.com

This summary has been written by Gustavo Trompiz, Editor
CIES - The Food Business Forum
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SPONSORS

CIES-The Food Business Forum thanks the following companies for their generous
support of the food business sector and intellectual contribution to this CIES

Conference:

CHE?

EQUIPMENT POOLING SYSTEMS

Deloitte

(D ]

invent

Microsoft

WINCOR
NIXDORF

(WITRON)

ZENTIS
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