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Foreword

We all know that the digital revolution
is causing huge disruption in the
consumer goods industry, spawning
many new business models and
surfacing many fascinating challenges
and opportunities. Digital means more
data, more information and more
insights. But these in turn also allow
more physical options to buy, produce,
sell and deliver.

The consequences of the digital
revolution for physical flows have
perhaps not had as much attention

as those for data flows but they could
be equally far reaching. Supply and
delivery networks are likely to become
both denser and more varied.

What particularly interested us in the
Consumer Goods Forum (CGF) was the
scope for new forms of collaboration

that this disruption in physical flows
unlocks. We wanted to know how the
industry could use digital to drive
efficiencies across the value network,
and how collaboration could help
drive these efficiencies to new levels,
benefiting both businesses and the
consumer. That was the primary
motivation behind this report.

To start with, we asked a few
simple questions:

» What is driving the changes in
physical flows in our industry today?

» How are companies responding to
these fresh trends?

» How could your company get the
most out of the emerging new
portfolio of collaborative solutions?

The report builds on workshops led
by EY in London and New York and
we believe represents a very practical
perspective on an industry in flux. We
hope it provides inspiration for any
business — big or small — looking to
develop more efficient supply chains
and value networks. It should help
prepare you for the disruption ahead.

The CGF would like to express its
gratitude to Matthew Burton and his
team at EY, as well all the companies
who were willing to share their
experiences and best practices. This
is a unique report, in the right place at
the right time.

Enjoy.


http://www.theconsumergoodsforum.com/
http://www.theconsumergoodsforum.com/
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Matthew Burton is a Partner in Ernst & Young's EMEIA
Advisory Centre and leads Digital Operations across
EMEIA. He is a trusted leader and innovator who
specialises in delivering operational transformations
underpinned by leading digital technologies

and analytics.

Matthew has over 20 years' experience in supply chain
and operations across both industry and consulting. He
has delivered profitable growth and transformational
outcomes on numerous supply chain and logistics
projects in retail and consumer goods companies. In
addition to retail and consumer goods Matthew has
worked with clients in pharmaceuticals, chemicals,
industrial products and private equity.

His deep experience includes end-to-end supply
chain synchronization, omnichannel enablement, and
inventory reduction and optimization.
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EY works with many of the world's leading consumer
products and retail companies. We deploy our
proprietary tools, methodologies and data to help them
reinvent their supply chain, unlocking its full strategic
value. We enable businesses to identify opportunities
and implement solutions that will drive competitive
advantage and create profitable, sustainable growth.

With more than 2,400 supply chain and operations
professionals across 150 countries, EY is a truly global
organization. This connectivity, including alliances
with businesses such as Procter & Gamble, means we
combine deep operational consulting capability with
industry-specific leading practices.



Companies across a range

of industries are unlocking

new sources of growth by
collaborating with businesses
they might normally think of as
rivals. Some in the consumer
products sector do this today,
but not at significant scale.

With new pressures and forces
requiring the industry to rethink
routes to market, we believe now
is the time for companies to form
new, collaborative relationships;
pooling assets and expertise for
joint success.

Collaboration is not a new concept for the industry, but it has
never really gained traction. Consumer goods manufacturers
and retailers have been working together for years — there are
many industry examples. But such projects have tended to

remain small. Two barriers have hampered wider collaboration:

competition rules can make it difficult for competitors to
work together; companies have struggled to find the right
strategy and/or business model to support successful
collaboration at scale.

Today, numerous market trends are converging in ways that
create the opportunity — the imperative, even — for companies
in the industry to take a fresh look at the possibilities for
collaboration, specifically in the area of collaborative logistics.
In our report, we've focused on five key trends that are putting
growing pressure on retailers and manufacturers — both

on their supply chains and on the underlying economics of
delivering goods to the consumer:

. Urbanization will exacerbate traffic

congestion, making deliveries more
challenging and costly. Estimates
suggest that 70% of the world's
population will move to an urban area
by 2050, compared to 54% today.
Most of this population shift will occur
in emerging markets, which typically
lack the infrastructure needed to avoid
urban gridlock. Urban areas in mature
markets will also experience severe
traffic congestion. Estimates suggest
the economic cost of congestion will
grow 40% to 50% by 2030.

. Environmental regulation will

get tougher and more expensive.
Regulatory fees and transport

tolls are on the rise globally. Some
estimates suggest they will account for
15% to 25% of total transportation
costs by 2030, compared to 10%
today. Local cities will have low or
even zero emission regulations,
requiring alternative fuel vehicles.

. Transport will become even more

inefficient, as truck fill continues to
shrink and customers order smaller
shipments. Today, an average truck-
trailer runs at less than 60% full,
according to the U.S. Department of
Transportation. In at least one out of
every four or five trips the trailer is
completely empty. This means that
overall efficiency rates are no greater
than 50%.

4. Transport costs will continue to
increase. The higher cost of taxes,
fuel, equipment and driver wages will
push transport operating cost up by
an estimated 4% to 6% every year.
With fewer people choosing to become
truck drivers, the increasing age and
decreasing availability of drivers will
be a key concern.

5. Omni-channel consumers have
growing expectations. E-commerce is
likely to reach more than 20% of retail
sales, driving increased demand for
home delivery, which is likely to become
more expensive as roads clog with
traffic. Studies show that home delivery
already costs five times as much as
“click and collect” from the store.

Finding the right response to these five
trends would be difficult enough, but it's
made even harder by one defining feature
of supply chains in this industry: the
delivery infrastructure was designed to
deliver big brown boxes to big-box retail
outlets. The shift away from traditional
to modern trade, omni-channel click-and-
collect and home delivery is fragmenting
volume and making the final link in the
logistics chain increasingly inefficient.



What does collaborative logistics look like?

We are seeing multiple emerging solutions to the logistics
challenges facing the industry. Companies are trying to making
greater use of data analytics to make their supply chains more
agile. Emerging “on-demand" services, inspired by the disruptive
examples of Uber and Airbnb, could give companies new ways to
manage freight and warehousing. Automation and robotics offer
the prospect of more efficient fulfillment. And driverless vehicles
and drones suggest new ways to deliver products to their final
destination. But many of these innovations are years away from
mass adoption and must overcome major obstacles first.

By contrast, greater collaboration offers the prospect of much
faster benefits. This is particularly true for rural delivery

and urban delivery in developed markets. Based on our
research, working sessions and interviews with retailers and
manufacturers, we have identified several collaborative solutions
that are emerging today. Here are three models that show great
promise:

1. City/market retail and logistics consolidation centers.
Here, multiple retailers and manufacturers work together
to share distribution, transportation and inventory assets in
ways that lead to more effective order fulfilment and better
last-mile execution. This model can optimize overheads and
inventory while maximizing the frequency of deliveries and
the utilization of vehicles. The partners can cut cost and
environmental impact by 25% to 50%.

2. Manufacturer logistics hubs. Multiple manufacturers share
their distribution and transportation assets. There are already
many proven case studies and examples of this model in
action. The significant benefits include an 8% to 10% cut in
miles, 30% less retail inventory, lower carbon emissions and
lower network costs.

. Improved data quality/visibility.

In this model, companies across a
retail and manufacturing network
collaborate to make inventory more
visible and to improve the quality of
data through the supply chain. This
leads to better decision making in
multiple areas. It also helps to remove
unnecessary handling and transport
movements because it reduces the
large, wasted inventory buffers that
retailers and manufacturers carry.

Is collaborative logistics the
express route to value?

Today, in many big cities, companies
make so many deliveries so close
together that there is no urgent need to
change the last few links in the supply
chain. But this will not be the case for
much longer. The five trends mentioned
prior will lead to fragmented delivery
volumes, increased congestion and
tougher regulation. Companies will

not only need to collaborate with each
other — they will need to work closely

with regulators, governments and city
planners to influence regulations and
develop pragmatic solutions. The cost and
inefficiency issues will become more acute
for rural deliveries too — companies that
look for smarter, collaborative solutions
for rural delivery can deliver savings now
that scale for the future.



Emerging consumer goods and
retail logistics challenges

Urbanization



Urbanization, growth of megacities and resulting congestion are making logistics
execution ever more challenging

0%

of the world population
is projected to live in
urban areas by 2050.!

70%
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The rapid population shift to urban areas in emerging markets will only add to current congestion challenges
Estimated urban population (%) by 2050
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+ Source: United Nations, Department of Economic and Social Affairs, Population Division (2014). World Urbanization Prospects: The 2014 Revision.
2 Source: EY. China: Planning for an Urban Future.



The bulk of migration to urban areas is expected to occur in emerging markets

By 2050, the majority of countries with more than 75% urbanization will be in Asia and Africa

“An urban world"” — UNICEF Countries and territories with urban populations exceeding 100,000 in 2050

Circles scaled to urban population, size color reflects % of people living in cities and towns ® >75% >50%-75%

Turkey

United Kingdom 9

United States 64m
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Mexico Egypt
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Brazil
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*Source: Solidia Technologies. Global Population Growth and Urbanization.
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Studies have shown that excessive levels of congestion will significantly impact
operating costs in urban areas

+ Source: EY. Urban Mobility Blueprint.

2 Source: Cebr. The future economic and
environmental costs of gridlock in 2030.

3 Source: Europe's Most Congested Cities.
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The annual cost* of congestion is expected to reach US$106.6b by 2030,

a 42% increase since 2013, for four advanced economies!

+44%ﬂ +37%j

{895 USS65.5b {9 USS16.1b
2013 2030 2013 2030
. +58% /‘
United States Germany

Cumulative congestion cost Cumulative congestion cost
(2013-2030): (2013-2030):

USS$1 trillion @ US$12.5b US$247 billion

2030

United Kingdom

* This represents the increased Cumulative congestion cost
cost of doing business in (2013-2030x:

congested conditions US$181 billion

(e.q., it is more costlier to
transport goods in and out
of a congested area).

* Source: Cebr. The future economic and environmental costs of gridlock in 2030.

’/+29% /‘
USS$12.4b
2013 2030

France

Cumulative congestion cost
(2013-2030):

USS$197 billion




Emerging consumer goods and
retail logistics challenges

Environmental and regulatory trends
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Environmental regulation and guidelines are fragmented, as these are

driven by the specific needs of a region or even municipality, adding to

the complexity of transportation

Cap-and-trade program is in place
in the US.!

The US is expected to implement a
mandatory cap-and-trade system
after EU.

The US and Canada have adopted
greenhouse gas or efficiency
standards for heavy-duty
vehicles.?

tSource: EY. Economics of Carbon.

2Source: Roadmap to a Single European Transport Area — Towards a competitive and resource efficient
transport system.

3Source: The International Council of Clean Transportation. The State of Clean Transport Policy: A 2014
Synthesis of Vehicle and Fuel Policy Developments.

4Source: Sustainable Innovation Forum (SIF15)

5Source: Roland Berger. Truck Transportation 2030.

The European Commission’s
Roadmap to a Single European

Transport Area.?
L
Achieve a 60% reduction in carbon

dioxide emissions by 2050.

Phase out conventionally fueled
vehicles by 2050.

—_——

30% of road freight over
300 km should shift to other

modes (e.q., rail, water) by 2030.

Euro VI is the latest regulation on
emissions standards.

The EU is set to implement a
mandatory cap-and-trade system.?

Congestion charges are already in
effect in several major EU cities, while
others consider the role of access
restrictions.

C3
=
.

Cap-and-trade
programs are already
in place.!

Cap-and-trade program is in
place in South Korea.!

Japan has adopted world-class
greenhouse gas or efficiency
standards for heavy-duty
vehicles.3

The 2015 United Nations
Climate Change Conference
seeks to build a universal and
legally binding agreement
to reduce greenhouse gas
emissions.*

G20 nations have individual
plans to tighten vehicle
emissions standards.?

Many urban areas are
expected to have zero
emission rules by 2030.°
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There is an upward trend in toll systems, congestion charges and road requlation,
with charges expected to increase from 10% to 15%-20% of transportation cost by 2030

There is an upward trend in inner-city toll systems, congestion charges and
road regulation

Congestion and mlg

environmental 2012 Milan

) ) 2011 Beijing?
concerns will drive T e —
more restrictive _u

regulation, leading
CPG manufacturers
and retailers

to rethink their
logistics models

and networks.
Congestion charges
are becoming a
more viable option,
especially in Europe.

T oo

11

@ @ m— @ s @ v @ mwn @ () @1 @

ﬁﬁﬁﬁﬁ

Regulatory fees and tolls are expected to increase
from 10% of total transportation costs in 2012 to
around 15%-25% by 2030°

[ i

|

t Source: Melinda Jaszberényi (Corvinus University of Budapest) 4 Source: Corriere della Sera. Area C, Torna il Ticket anti Traffico da
and Andras Munkdcsy (Institute of Transport Sciences, Budapest). 5 Euro.
) ) The Introduction of the Congestion Charge. 5 Source: Express & Star. West Midlands Congestion Charge
Congestion charge! @ . 2 Source: San Francisco Chronicle. S.F. May Hit Drivers with Variety Plan Returns.
Proposed congestion charge o m Singapore of Tolls. é Source: Roland Berger. Truck Transportation 2030.

3 Source: BBC News. Beijing ‘Plans Congestion Charge’ to Ease
Traffic Woes.
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Emerging consumer goods and
retail logistics challenges

Growing transportation inefficiencies and cost
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Truck fill rates continue to fall, averaging less than 60%, driving greater
transportation inefficiencies

Average truck-trailer loads are less than 60% full.!

At least 20%-25% of trips are made with an empty trailer!

+ Source: ScienceDaily. “Physical Internet”: Shared
Transportation System Would Increase Profits,
Reduce Carbon Emissions.
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On top of the low fill rates, transportation costs are expected to rise by 4%-6%
annually for insurance, tax, fuel and driver wages!

Fuel and driver costs
make up the lion's share
of transportation costs,
but other factors can also
have a dramatic impact on
operating costs.

An uncertain future which
is likely to increase driven
by volatile fuel prices,
increasing driver wages
and various economic
trends mentioned earlier.

+ Source: Understanding the threat of rising freight costs (2014 guide by Tranzact)
2 Source: DECC Fossil Fuel Price Projection — September 2014

3 Source: FTA Logistics Report (2015)

4 Source: Logistics Collaboration and Physical Internet — Berkeley University of

California 2014

5 Source: Skills for Logistics and the Chartered Institute for Logistics and Transport
6 Source: http://kff.org/infographic/employer-responsibility-under-the-affordable-

care-act/

7 Source: World Bank Commodity Forecast Price data, October 2015

Fuel price is

forecasted to rise

» Long-term fuel price predictions are

notoriously difficult to make due to
high volatility (as shown in graph
below the volatility from 2006 to
2015), especially as we have seen a
collapse in prices by more than 50%
over the last year’
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» Current forecasted projections tell
that oil prices will rise by c. 68% from
USS$52.5/barrel to US$88.3 per barrel
by 20257 (see graph on page 20).

» In the UK, the FTA predicts a shortfall of

v

v

v

Shortage of drivers
leads to higher wages

50,000-60,000 HGV drivers.

Driver ageing is a key concern; data
from FTA Transport Activity Survey
2015 showed over 70% of drivers are
aged 45 years or older? (see graphs
on page 19)

The shortfall is expected to be around
150,000 drivers by 2020, as the
industry is not attracting enough

new entrants.®

Therefore, in the UK, average increase
in driver's wage is estimated up to 5%.3

In the US, demand for freight is
expected to increase as re-shoring
of manufacturing picks up and the
€conomy grows.

100%+ drivers turnover rate.*

Other factors add to

costs

» Standards and regulation, such as
below from the US, increase the
costs of running trucks:*

» EPA requirements to meet engine
efficiency and reduce harmful
emissions

» Electronic on board recorder
rules which increase costs and
monitoring effort

» With vehicles becoming more fuel
efficient, governments may introduce
new toll roads to offset the reduction
in fuel tax revenues.

» "We believe that this is an area
where the states have to make their
own decisions,” said Transportation
Secretary Anthony Foxx. “We want
to open the aperture, if you will, to
allow more states to choose to make
broader use of tolling, to have that
option available.” — Washington Post
May 2014

» Driver expenses will increase to cover
the health insurance required by the
Affordable Care Act.®
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Recognition that driver recruitment within the industry is a problem due to lack of

work attractiveness

Problems in recruiting professional drivers
Drivers recruitment is now a major issue

t Source: FTA's Quarterly Transport Activity Survey January 2015
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Age profiles for professional drivers
QTAS January 2015

9%
Over 60

" Under 45

! Source: FTA's Quarterly Transport Activity Survey January 2015
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Although we have seen a collapse in oil prices, it is forecasted to increase from
USS52.5 per barrel to US$S88.3 per barrel by 2025 (c. 68% increase)

World Bank: crude oil, US$ per barrel
Average spot price (Brent, Dubai, WTI)

120

.104.1
100

096.2

80

60

Us$/bbl

40

20

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

° Nominal US dollars = Real 2010 US dollars

+Source: World Bank Commodity Forecast Price data, October 2015
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Emerging consumer goods and
retail logistics challenges

Omni-channel and e-commerce growth
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As omni-channel deliveries continue to grow, the last mile cost will increase

disproportionately

Home deliveries can
cost five times as much as
click and collect.

Click and Home delivery
collect

+Source: EY analysis of UK retailer

2 Launch Global E-Tailing 2025 DHL Workshop 2 — May 2014

Omni-channel
growth

Consumer expectation for even shorter delivery

windows will drive costs higher

Store catchment

Time Window

Doorstep Service

Average DPR (drops/route)

Vans per Store
Delivery cost per order

High-density area

1 hour

10 mins.

4 hours
5 mins.
23

3
£3.0

Increased home deliveries
equate to more returns and
higher costs.

Cost of returns could reach
two to three times that of
the outbound delivery.

Returns for some categories
could dilute the profit of a
transaction by 35%.2
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Given the challenges experienced in the market, transportation costs increase
30%-70% by 2030

Cost index

100%

—-—;—

Baseline

Transport costs are
expected to rise
30%-70% by 2030
because of:

» Congestion charges

» Environmental and
requlatory pressures

» E-commerce growth
» Transportation costs
» Fuel prices
» Driver costs

20



There are many emerging innovations that are threatening and helping logistics
challenges; however, some of these may be many years away

Big data and the

Disruptors

Automation

Collaborative models

internet of things

Opportunity: There is potential for

Amazon

Horizontal collaboration

attaining great insights into consumer Companies like Amazon are introducing N
. . @
exzetctatlc;ns'a’r;qr?eh?\.nor, atnd' new delivery models to meet ever- (: \ Manufacturers Retailers
end-tosend visibility ot inventories. increasing consumer expectation
: _;m 2 2
Challenge: Companies are still struggling @ﬂn& 9 9
with which data to capture and analyz Uber for freight , ==
chdata to capture and analyze, Delivery drones Warehouse

data quality and security. Emergence of asset-free delivery models robotics S g

in lieu of traditional carriers. @ﬂrﬁ 9 9

- =7

3D printing = (@) l:% "'eh% a ;

Companies are experimenting with 3D a \r_ﬂ:

printing to position inventory closer to

consumers. s X

: : Vertical collaboration
Driverless "“Starship”
vehicles robot buggy
& o 8
e | 2 =l > U
\é: g:%g} \;
00101
Manufacturer Retailer End consumer
Swiss Auto

store
Many or 1:1
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Potential consumer goods and
retail collaboration models
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Example consumer goods company freight utilization data shows 20%-50%
saving opportunities could be achieved

While most organizations “optimize" for
freight movements, our study shows

that there is still room for load fill
improvement, which would lead to higher
cost and greater empty miles.

Average vehicle utilization rate varies
from c. 30%-90% in consumer goods
companies, depending upon the company
products, maturity, collaboration model
and overall logistics strategy.

Where high vehicle utilization is realized,
this often happens through running
lengthy multi-drop delivery route.

Cost per pallet (£)

Cost per pallet (€)

80
70
60
50
40
30
20
10

Cost per pallet (€)

Global food company 2 (US)

600

w
o
o

Global tobacco company (Belgium) Global food company 1 (Belgium)

Global beverage company (Germany)

Cost/Lbs (US$)

0 5 10 15 20 25 30 i

Our general observations
demonstrate that if
company maximizes

or doubles the vehicle
load, it can save between
€.20%-50% of cost per
pallet or case.

Although it seems common
sense, it is the most crucial
and difficult outcome
to achieve (providing

supply chain complexity,
customer expectations,
competitiveness,
environmental and
regulatory changes).

23



To further test the collaboration benefits, we have short-listed three key
collaboration opportunities




We have developed hypothesis-led scenarios to simulate the benefits of selected
collaboration opportunities

Collaboration scenarios

Manufacturer-to-retailer DC
delivery through manufacturer

Nodes and stages

Manufacturer
logistics hub

logistics hub Manufacturer Warehouse Retailer DC Store Consumer
Manufacturer-to-store delivery ‘
through manufacturer
logistics hub Manufacturer Warehouse Retailer DC Store Consumer
Manufacturer-to-store delivery
through manufacturer .
logistics hub and ket retail
09’ IC,S u and market retal Manufacturer Warehouse Retailer DC Store Consumer
consolidation center
Market retail consolidation ‘ ‘ ‘
i

center to store delivery Manufacturer Warehouse Retailer DC Store Consumer
Manufacturer-to-consumer delivery
through manufacturer logistics hub,
market retail consolidation center

! et Manufacturer Warehouse Retailer DC Store Consumer

and collection point

Collaboration opportunities

Manufacturer
logistics hub

Manufacturer
logistics hub

© D

Market retail and logistics
consolidation center

Market retail and logistics
consolidation center

©® 06

Manufacturer
logistics hub

Market retail Independent
and logistics collection
consolidation point
center
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Collaboration scenario benefits vs. challenges summary

Collaboration scenarios

Expected benefits*

> . 30% cost reduction

Manufacturer-to-retailer DC delivery
through manufacturer logistics hub

>

c. 56% Vehicle fill rate
increase

Low CO, emissions

Manufacturer-to-
store delivery through
manufacturer logistics hub

c. 23% cost reduction

c. 50% Vehicle fill ate
increase

Low CO, emissions

Manufacturer-to-
store delivery through
manufacturer logistics
hub, and market retail
consolidation center

Manufacturer
logistics hub

Market retail
consolidation
center

»

=, el 4 =4

c. 39% cost reduction

c. 61% Vehicle fill rate
increase

Low CO, emissions

Market retail
consolidation center
to store delivery center

A =BR A1

Market retail
consolidation

c. 54% cost reduction

c. 72% Vehicle fill rate
increase

Low CO, emissions

Manufacturer-to-

consumer delivery

through manufacturer
logistics hub, market

retail consolidation center €
and collection point

" ®

Collection
point

\ Manufacturer Market retail
logistics consolidation

hub center

13

A TN \\Ej

* All benefits are indicated based on hypothesis-led scenarios. Cost per pallet is used as standard to demonstrate reductions.

please read this as cost per case or box.

c. 40% cost reduction

c. 49% Vehicle fill rate
increase

Low CO, emissions

Additional benefits

Manufacturer logistics hub and
market retail consolidation
center OPEX, CAPEX, fleet and
gain share

High delivery frequency
and effective inventory
management

High ability to meet mixed,
variable and short lead time
demand, and environmental
and regulatory changes

Focused people, process and
technology capability building

High load mix
High transparency

Consumer comfort and
satisfaction

High flexibility

Shared assets or asset free
based delivery

Synergies for the return
process

Collaborative warehouse model
could be applied just for slow
movers in a low-cost location

Collaboration models could be
applied to rural areas as well
as highly populated inter-city
areas

However, for consumer delivery,

Challenges

Strategic partnership based on
EICAEINES

Some competitive intelligence
sharing

Location optimization and
warehouse management.

Loading and delivery
prioritization - who gets what,
where, when and how

Cost/investment and gain
sharing

Transport routing and
scheduling

Non-branded trucks

Congestion (in case of urban
center or city)

High risk exposure to any
disaster, require robust
contingency and continuity
planning

Payment criteria and customer
security (i.e., cash payments in
emerging markets)

Reliant on asset share or
outsourcing

Loss of consumer intimacy and
differentiation




Manufacturer-to-retailer DC delivery through a manufacturer logistics hub can save

sceneric @ @ © @ ©

about 30% of cost per pallet

92% utilization 50% utilization

> o5 e

Warehouse

Warehouse

Warehouse

100%

2.00

Before collaboration After collaboration

Low

mmmmmm \/ehicle utilisation emmtem Cost/ pallet Cost per mile

Comments

» With actual client data, we have found that collaboration » Manufacturer logistics hub operational savings are
of two drinks manufacturers by merging ship “From” and excluded, which is additional saving opportunity (in
terms of OPEX and CAPEX sharing expenditure).

"To" locations for delivery to shared customers could
save up to c. 25% on cost per pallet.

120%
100%
80%
60%
40%
20%
0%

Consumer

Manufacturer Warehouse Retailer DC Store
100% utilization 100% utilization
°® ‘OJ.i 0 ‘OJOi
@ﬂ: <> @
. N
9 miles Ad /{?9 y
{@ﬁm Manufacturer
B logistics hub
20 m|IesJa . «\\\85
N= Sk SR
(o8
After
& High
S o3 Before
5 030
B 025 \
% 0.20
(=% 0.15
@ 010
‘,Q', 0.05
5 o0.00
:IO: 0.00 0.05 0.10 0.15 0.20 0.25
Low Pallet or case per mile High

» This model could also be applied with just manufacturer
logistics hub for slow movers in a low-cost location.
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Manufacturer-to-store deliveries through manufacturer logistics hub can save about
23% of cost per pallet
Scenario Q 2 e e e
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Comments
» Keeping the same individual retailer DC-to-store delivery : » However, if retailer DCs are consolidated in the market
model have decreased the saving estimated up until i retail consolidation center, then significant savings could
manufacturer logistics hub by 7% (from 30% to 23%). ¢ be made. :
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Just with market retail consolidation center, saving from manufacture-to-store

deliveries increases to 39% (by 16%)
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Comments

» Market retail consolidation center maximized the
milkround opportunity for multiple retailer
stores delivery.
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» Cost may vary depending on the number of suppliers
and retailer consolidating, and the number of stores in
proximity of the milkround radius.
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Only market retail consolidation center to store deliveries through milkround can

save cost per pallet around 54%
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» Market retail consolidation center operational savings are excluded, which is additional
saving opportunity (in terms of OPEX and CAPEX sharing expenditure).
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Manufacturer-to-consumer (end-to-end) collaboration including collection points can
save about 40% of costs per pallet
Scenario c e e e 5

Retailer DC Manufacturer Warehouse Retailer DC Store Consumer
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Comments

» Manufacturer logistics hub and market retail consolidation center operational savings
are excluded, which is additional saving opportunity (in terms of OPEX and CAPEX
sharing expenditure).
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Collection point model at the last leg from store to consumer delivery can save

about 37% of cost per case or box
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Comments

» Collection point investment is excluded, there are multiple opportunities attached to it,
e.g., shared collection point, outsource collection (which can include lockers pickup or
Uber-type deliveries), use existing local shops or post office.
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Anticipated transportation cost could be offset by exploiting various collaboration
models to get saving around 20%-50%

Transport costs are
expected to rise
30%-70% by 2030

__:

100% :
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Cost Index

Collaboration
saving
opportunity

2015 2020 2030

Timeline
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Assumptions, footnotes
and references
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Hypothesis-led approach and assumptions

2
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