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Emerging market trends will change the NA
consumer product and retail industry

PostRecession Consciousness: Secular Commodity Scarcity:

\A.\N» Limited ability to raise prices, " Double digit cost inflation
even for brand leaders /

“ o= Trading downand waiting |
% for sales - Secular trend oflemand
1°|}

‘ , outpacing supplyin oil and
6 FENOEMILI (217 il s petro-based materials
innovation

Changlng Demographics
£ \. 7 Aging Boomer trendg convenient _
= retailinganda | 3S FNASY R*f'd
products I
Alncreasingetail localizationdue
to changing ethnegraphics

Globalized Competition:

Accelerated pressure from
emerging global competitors
In NA market

=Y 44

Source: MorningstaReuters; US census; A.T. Kearney analysis;
Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 2
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The New

Trends Market Norm

PostRecessionConsciousness

Alncreased Input
Materials Cost
Volatility

Changing:Demographics

R —
4 | 4

Alncreased Demand
for Differentiated
Products & Services

Commodity Mai

Alncreased Retail
Format Complexity

Globalized «Competitor Entry

\l

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent
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networks

The New
Market Norm

Increasing Collaborations

The SC&Mmperative
G CNELE &S b A

Increased Input
Material Scarcity and
Cost Volatility

Developing Configurable Networks

Enhancing Organizational Alignmen Sustained Cost Reduction

Increased Demand
for Differentiated
Products & Services

Managing Product Complexity Accelerated Increase in

Innovation
Developing Alternative Channels

Enhanced Flexibility

Differentiating Product Flow (JIT)

Increased Retall
Format Complexity

Enabling Convergent Technology

Source: Major company 10Ks; Competitor IC survey (over 7 firms profiled); GMA; 2020 Future Value Chain; Kantar retail presentation; Wal-Mart interviews
Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent
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Traditional SC&M tactics and Ievers WI|| not be
adequate to deliver the triple value nirvana

Despite broad

[/ 3a Ayo@Sady

A69% of SC executives surveyed focusing pn
Inventory and S&OP optimization

A A>50% of CPG identified
Cost SC cost inefficiency as a

Reduction major gap

A69% indicated that improvindelivery

: A>90% of all CPG new
performancewas a focus area in 204100

ACEEICICON o duct launches defined

UWEEEEEANEN 55 incremental®

A63% reported investing in improvimgder Innovation

fulfilment performance vs. cost tradeoff ALack of flexible

manufacturing assets a

Enhanced key barrier to NPD®

A55% will continue to pursue global Flexibility

manufacturing and outsourcingtrategies A>65% expect an increase

in product variations

What do manufacturers and retailers need to do to

perform and win in the future?

Source: (1) The State of the Retail SC i RILA, 2010; (2) GMA Manuf. Excellence Share Group Meeting 2010;
(3) ProductScan (4) A.T. Kearney client interviews

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 5



Manufacturers and retallers must break free o fthe

af 20 f 2LIAYAT I GAZ2YE
AYUSAN)IUAZYE

Current Supply Chain Paradigm
Manufacturer Value Chain Retailer Value Chain

Design> Plan >Procure> Make >Deliver> Plan >Procure> Deliver> Store >

ALimited ability to capture crosgirm synergieseconomies of scale and scope
AFocus on local optimization with a zersum game mentality
(e.qg. retailer focus on inventory results in demand signahbhlp for manufacturer, etc.)

Future Supply Chain Paradigm Integration
Manufacturer Value Chain Retailer Value Chain
Design> > Make > > | > Store >
Plan >Procure>Dellver> |
AEnables manufactureretailer integration

AFocuson global optimization

across supply chain functions to realize and win-win pie expansion

economies of scaland scope

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent
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Sector leaders have started pursumg value chain
collaboration, few have achieved broad integratior

Integration Enabled Synergy Levers

Economies
of Scope

Technology

Enablement

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent

buy across several FMCG
manufacturers !

AJoint mmmu |
forecasting

and planning

AAdvising a leading retailer and
CPG on a business model for
joint demand forecasting and
planning to streamline inventory
levels and logistics efficiency

s

o

structure

AWorking with a leading 3PL to
assess viabilitly
& playo warehoup
eliminate alayer in
traditional manufacturer and
retailer network DCs

Plan > Procure Make > Deliver >
AEstablishing a governance Acrofsj”m e /\4\/ <ﬁ ol
¢ and value sharing model for | P20 - .ﬁ’ N/ = = g
joint commodity directed sourcing y ARe-shape industry
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Apparel and Consumer Electronics are further
along the integration curve than other sectors

ATKEARNEY ]

Crossfirm value chain integration maturity curve

Apparel

Consumer 'jf-mv—«v?
Electronics
Goods
Food/Bev
. —>
Small Scale Collaboration Large Scale Integration
Stage 1 Stage 2 Stage 3 Stage 4
ALimited participants: AMultiple firms ABroad adoptionacross ABroad adoptionacross
Few firms participating sector sector

ALimited toselect SC
functions(i.e.
distribution or

AVirtual integration and
coordination across the
entire breadth of SC

AVirtual integration and
coordinationacross
numerous SC functions

AVirtual integration and
coordinationacross
numerous SC functions

procurement) AAcrossmanufacturers AAcrossmanufacturers functions
AAcrossmanufacturers only only or retailers only AAcrossmanufacturers
only and retailers

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 8
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The emergence of 3rd party brokers catalyze
value chain integration in the Apparel sector

ATKEARNEY I Al ST

Pre SC&M Integratioficirca pre1990) Broker Enabled SC&M Integratidifost 1990)

Manufacturer.  Plan >Procure> Make >De|iver> Manufacturer Procure> Make >

> € €@ € €& ¢ €

LI & FUNG Plan >Procure>Procure>

G WAL*MART

Retailer Plan >Procure> Dellver> Store > Retailer Plan >Deliver> Store >

Retailer: Retailer:
ALimited assortment flexibility and long lead AlLeverage cross-retailer scale to unlock Triple Value:
time due to small # of manufacturing partners Reduced cost from cross-firm volume pooling

Improved lead time and assortment flexibility from
broader capacity and manuf. technology base
Manufacturers:
AScale and scope efficiency (e.g. seasonality
smoothing, cross-brand volume bundling)

Emergence of integrated, global platform unlocked 30%-40%

AlLimited global sourcing capabilities

Manufacturers:
AcCapacity inefficiency due to promotional and

seasonal spikes

of cost savings out of the entire apparel industry!

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent
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Moving from Stage 1 to Stage 4 for the NA FMCG
industry can unlock ~5008B

Savings Benefit from Value Chain Integration ($B)

$420-500
Logistics Structure Today - U.S. Packaged Food and Household Goods Market |\,
Manufacturers Retailers ‘\
A ! \ : Total Spend ($B) \\‘
517 $258B  516-524B 523-33B 524 -348B $25-37B $105-153 N
..':'—.'—.':':'—.':':'—,': \
\\
Structuralcost
elimination ‘\
\
—— 0% \
Savings \
.' \
Future Integrated Platf0rm Model \“ ~$35_40
‘~ Shared DC :'I - '-'*-"*'*'*:"
E o m s7o10
$20-5308

-

Logistics Benefit Total Supply
Chain Benefit

-
-
-
-

Source: X) Frost & Sullivan; EIU; First Research; A.T. Kearney dry ambient goods distribution benchmarking; A.T. Kearney analysis

Note: We define FMCG as the Packaged Food & Beveragre Personal & Household Products and Beauty sectors
Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 10
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We see two potential models for manuf /retaller
Integration in the consumer product space

Open Broker Model Vertical Alliance Model 1
L/nux

Alndustry shared platform AMulti non-competing firms alliance
AParticipants optA y @A I & LI dz3 ARartidiparits@eéd to gain membership
v v
AParticipants benefit fronindustry level AFunctional scope and scale benefiis
. Benefit Drivers ; economies of scale participants can collaborate and seek
A3 party dedicated focus crossbrand / category synergies
Mode of :
Participation >A Open standardplatform AClosedc alliance members only
Orchestration ) A 31 party broker A A governing unit composed of
network members
Value Sharing Axl £ dzS aLX AG | Y2y 3ad AwOdgplitadordgsipirtcipantia’ed
broker based on free market dynamics on benefit contributionto the alliance
S AJoint organizational board
Organizational
%tructure >APart|C|pantsare a6 O dza U o33Py  Avoting right based on value and risk
contribution

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 11
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synergies by integrating through specific functions

[llustrative

Open Broker Platform Value Chain Integration

ntegrated Make Platform  ——

Manufacturing pre 1990s Manufacturing under Global Broker Model\ AAbIe to

LCC Contract Manufacturers

LCC Contract Manufacturers :'- B -<->- o -<->--<-;- 5-<->- -<->-- -E achieve

o e e industry wide
I €75 L1 & FUNG scale benefits
Timberdand & waimart C T /I\ /]\ /I\

nbernd® ] v K ) Aimited

- functional
| d DeliverPlatf scope (each
ntegrated Dale R D :iom only
Logistics Flow Today Potential Emerging Broker Platform ) add_resses a
particular

__ <—Manufacturer—» <—Retailer—>
& 5

value chain

S j:l\ABroker | °°"°° functio n)

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 12
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Vertical Alliance unlocks crodsm wide synergies
through endto-end value chain collaboration

Illustrative

Vertical Alliance Value Chain Integration

Value Chain
Retailer Collaboration Scope Manufacturer _
------------------------------------------------------------------- ABroad functional scope

¢ alliance members can

Procurement gog)kgrtoy simultaneously seek
synergies across
)
3}
c
=
< TARGET.

ALimited scale potential
¢ network scalability
constrained by cross
firm coordination

__________________________________________________________________ ! complexity

Distribution company

|
|
]
]
]
|
|
|
i
5 multiple value chain
Customer Top 3 PHC E areas
Service company .
]
]
]
]
]
]
]
]
]
]
]
]
]
]
]

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 13
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Competitive position and tradeoff between scale
vs. focus can determine model adoption choice

Guiding Principles Model Preference

1.Competitive Polarization
Maintain market leadership position
Increase cost and/or service advantage
over laggards
Secure best of breed capabilities across
non competing firms

s;

High

T
|
| Hybrid

: (Open Broker +
: Vertical Alliance)
|

Vertical Alliance

2.Scale & Focus
Achieve industrywide scale benefits

Desire for Competitive
Polarization

U _ _ e Open Broker
Pursueorganizational focus anitberalize e
the balance sheet 3 ol
. -
Setnew industry standards Low Desire for Scale and Focus High

Model Preference; Discussion:
R KAOK 2F GKS LINPLIZASR Y2RStf Aa o0SGGSN
| AWnhich operating model can help your firm increase long term competitiveness?

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 14
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What can your company do today to gain
momentum?

, ldentify key market trends and assess impact on ye&ry@ar

1 _
IR RO o lialIA  business strategy

for Change ' . Conduct scenarios to understand critical value chain capability a
performance gaps for collaboration/integration

Assess which integration model is right for your firm?
(Vertical/Open Broker/Hybrid)

| Select Integration Model\_i Size of benefit and risks across key supply chain functions
Option Strategic fit between model and your competitive position

Define roadmap and operating model (partners selection proces:
value sharing mechanism; ownership/decision making process)

, Identify and sequence key adoption hurdles for your firm and
network participants

, Build internal and external momentum with key partners and
stakeholders

Information presented was prepared by A.T. Kearney for the NRF conference; it should not be disseminated without written consent 15



